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PREFACE

The purpose of this annual review — which has now become a traditional part of Eurostat's publications program-
me — is to bring together for analysis in a single work a wide range of mainly macroeconomic data on the European
Union and its Member States.

Although this review refers to specific national circumstances, the idea is to use the main economic variables to
present a profile of the Fifteen and of the euro-zone. Where possible, the comparison is extended to the various
economic areas of the world as well as to the Union's main economic partners. Again this year, special importance
is attached to the macroeconomic data of the candidate countries.

As always, the bulk of the information is taken from the national accounts, but this edition also makes extensive use
of data from other sectors of Eurostat activity, such as social statistics, business statistics and agricultural accounts.
We are convinced that this combination of information from different sources offers additional insight to the reader.

Compared with the economic analyses and forecasts prepared by other services of the European Commission, this
report provides only a descriptive analysis of the facts. While the emphasis is primarily on the latest available data,
retrospective series also figure prominently.

In an age when up-to-the-minute information is crucial to understanding socioeconomic events, it may seem inap-
propriate to publish and comment on relatively old data. However, these data have certain advantages:

— most of them have been compiled according to the harmonised and comparable concepts and methods of the
European system of accounts (ESA 95);

— most of them come from the national statistical institutes of the Member States;

— a knowledge of recent trends helps in understanding information about the present.

By presenting and analysing in a single report the main macroeconomic data of the Union and the Member States,

this publication will make the information more accessible to users and will contribute significantly to an understan-
ding of the economic phenomena of our time.

Yves FRANCHET
Director General

Eurostat
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INTRODUCTION

In terms of economic performance, 2001 was a year marked by a significant slowdown. Gross domestic product
(GDP) grew by + 1.5 % in the European Union and by + 1.4 % in the euro zone, which in both cases meant a
reduction by around two percentage points in comparison with 2000, when the highest growth rates of the decade
were recorded.

However, in the international context, most of the world's economies also experienced a slowdown, and some of
them even showed negative growth rates, i.e. real GDP actually declined. The US economy, after years of vigorous
growth well ahead of the figures registered in the European Union, encountered near-stagnation in 2001, its GDP
rising by only + 0.3 %. Japan, which had hardly recovered from the weak years before, reported a negative result
of - 0.6 % annual change. Thus, the reduction in growth was three percentage points or more for both the United
States and Japan.

Of the four major European economies, three registered mediocre results of + 1.9 % (United Kingdom) and
+ 1.8 % (ltaly and France), while the German result of + 0.6 % was significantly lower. The smaller economies of
Ireland and Luxembourg again showed the best results among Member States, but for them, too, the slowdown was
evident. Results in the candidate countries for accession to Union membership were more varied, but exhibited the
same overall trend.

Measuring economic performance simply on the basis of GDP growth is however too simple an approach given the
complexity of the European economy. To enable a deeper analysis, this publication gives thus a large series of
macroeconomic indicators which are essential for the understanding of the economy of the Union and its Member
States, presenting data, wherever appropriate or feasible, in a wider geographic context, including in particular the
United States, Japan and the candidate countries.

Even if, at the end of 2001, the big aggregates of national accounts gave a rather bleak picture, several other indi-
cators exhibited more positive features: for the Fifteen as a whole, employment rose by 1.2 %, bringing unemploy-
ment down to 7.4 %. Interest rates remained at a low level, with an average 2001 long-term interest rate of only
5.0 %. With respect to public finances, the weak economic development did not allow a general government sur-
plus as in 2000. The deficit, however, was limited, and general government debt as a % of GDP sank by almost one
percentage point in 2001, to 63 % of GDP for the Union. Inflation finally stayed more or less at its 2000 levels.

All data presented as averages for the Union as a whole may sometimes disguise significant differences between
Member States. Even if we exclude Luxembourg due to the rather atypical nature of its economy, GDP per head
varies from 27 700 PPS in Ireland to 15 500 PPS in Greece, and the unemployment rate still exceeds 10 % in Spain
and Greece while only reaching 2.4 % in the Netherlands. Italy and Belgium have a public debt in excess of 100 %
of GDP, while some others are far below the 60 % threshold contained in the Maastricht convergence criteria.
Nevertheless, in most areas, including the examples just cited, a converging tendency between Member States
could be observed.

This publication intends to give the reader, mainly in the form of simple and easily understandable tables and
graphs, the basic information necessary for a better understanding of the European economy. Confronted with the
figures, certainties can quickly waver, intuitions be confirmed or invalidated, judgements be revised.
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ECONOMY OF THE UNION

1. Economy of the Union

1.1. Gross domestic product

In 2001, the gross domestic product of the European
Union amounted to EUR 8 815 billion at current prices;
while GDP in the euro-zone was EUR 6 811 billion,
which is about 23 % less than the EU total. Comparing
the result for the European Union with the figures for
its main trading partners shows that the GDP of the
United States (EUR 11 257 billion) exceeds that of the
EU by almost 28 %, whereas Japan's (EUR 4 631
billion) is about 53 % that of EU-15. It should be kept
in mind that these relations are effected by exchange
rate movements.

Germany alone (EUR 2 063.0 billion) accounts for
more than 23 % of the EU's GDP; it is followed by the
United Kingdom (EUR 1 588.8 billion in 2001, about
18 % of EU-15 GDP), followed in turn by France
(EUR 1 463.7 billion, or 16.6 % of the total). In 2001,
Italy's GDP was EUR 1 216.7 billion, or 13.8 % of the
total for EU-15. These four countries together account
for 74.1 % of the Union's gross domestic product. If we
add Spain, whose EUR 650.2 billion GDP contributes
7.4 % of the EU total, and the Netherlands, which, at
EUR 424 .8 billion, accounts for 4.8 %, we see that just
six countries account for roughly 87 % of the European
Union's GDP, the other nine Member States making up
the remaining 13 %.

Figure 1.1.1. Gross domestic product at current
prices, 2001 (billion EUR)

11 257

8 815

6811

4631

EU-15 EUR-12 us JP

Source: Eurostat.

Figure 1.1.2. Gross domestic product at current prices, 2001
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Source: Eurostat.
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GDP growth rates

In 2001, the European Union's gross domestic product
rose by 1.5 %, which means a significant slowdown
compared to the previous years (3.5 % in 2000).
Compared with its main trading partners however, the
EU's growth rate compared favourably with that of the
United States (+ 0.3 %) and of Japan (— 0.6 %), both
of which recorded stronger slowdowns.

The growth rate in the euro-zone in 2001 was at 1.4 %
marginally lower than in the Union as a whole
(+ 1.5 %), while the two had been identical the year
before (+ 3.5 % in both the euro-zone and EU-15).
Among the four biggest Member States, the United
Kingdom recorded the highest rate of growth (1.9 %),
followed closely by France and ltaly (1.8 % each).
Germany showed weak growth of only 0.6 %, which
was lowest not only among the four biggest
economies, but among all the 15 Member States. In
2000, the situation had been different, with the United
Kingdom, Germany and lItaly having almost identical
growth of around 3 % and France recording somewhat
stronger growth of 3.8 %. Thus, all four saw slow-
downs in their GDP growth rates in 2001; this effect
being more marked in Germany (2.4 percentage
points) and France (2 percentage points) than in the
United Kingdom (1.2 percentage points) and lItaly (1.1
percentage points).

As in the year before, Ireland recorded growth rates
well above those in the other Member States in 2001:
Ireland's GDP expanded by 5.9 %, followed by Greece
at 4.1% and Luxembourg at 3.5 %. Among these three,
Ireland and Luxembourg saw significant slowdowns
when compared to the growth rates of 2000. Behind
the three countries mentioned, but still ahead of the
average came Spain with 2.8 % growth in 2001. All
other Member States are grouped together in a quite
narrow range, with Germany and Finland marking the
lower end at 0.6 % and 0.7 % growth, respectively. All
EU Member States with the exception of Greece
recorded growth rates below those of 2000: the
biggest slowdowns were recorded in Ireland (by — 5.6
percentage points), Finland (by — 5.4 % points) and
Luxembourg (by — 4.0 points). In Italy (- 1.1 points)
and Spain (— 1.3 points), the slowdown was compara-
tively modest in size, and only Greece managed to
maintain its economic growth at an unchanged annual
rate of 4.1 %.

In both the euro-zone and EU-15, the contribution of
household consumption to GDP growth in 2001 was
much larger than in 2000 and thus turned out to be —
just as in the three preceding years — the biggest of
all GDP components at 78.0 % of total growth in
EU-15 and, markedly lower, at 66.9 % in the euro-zone.
The contribution of government consumption was more

10

Table 1.1.1. GDP growth rates (as a %)

m2000 2001

EU-15 3.5 15
EUR-12 3.5 14
B 4.0 1.0
DK 3.0 1.0
D 3.0 0.6
EL 4.1 4.1
E 4.1 2.8
F 3.8 1.8
IRL 11.5 5.9
| 2.9 1.8
L 7.5 3.5
NL 3.5 11
A 3.0 1.0
P 35 1.7
FIN 6.1 0.7
S 3.6 1.2
UK 3.1 1.9

Source: Eurostat.

substantial than in the previous years as well and
came second, amounting to about 28 % of total growth
in the EU as a whole and almost 30 % in the
euro-zone. These two consumption components were
in fact the only ones contributing positively to GDP
growth. Gross fixed capital formation had rivalled pri-
vate consumption as a growth motor in 2000, but in
2001 however, it reduced GDP growth by 6.0 % (per-
centage of total growth) for EU-15 and by 7.6 % for the
euro-zone. The biggest difference in comparison with
the previous year was again the contribution of exter-
nal trade, which was strongly negative again after a
positive impact in 2000. The contribution pattern was
thus significantly different from the preceding year; and
different also from 1998 and 1999 especially with
respect to the negative contribution of investment in
2001.

When analysing the growth contributions by country, it
should be remembered that these are expressed
as a percentage of total growth, so that at periods of
low GDP growth, component contributions may take on
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Figure 1.1.3. GDP growth rates in the EU, the euro-zone, the US, Japan and the four biggest EU economies

(as a %)
EU-15 EUR-12 us JP
29 2.7 &N 15 29 2.7 KRN 1.4 43 41 EER 03 0.7 X
-11 -0.6
1998 1999 W 2000 2001
D F | UK

20 1.9 0.6 34 32 1.8 1.8 1.6 1.8 29 24 1.9

Source: Eurostat.
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Map 1.1.1. Annual GDP growth rates, 2001 (as a %)
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extremely large values in relation to GDP growth, with-
out necessarily being extreme in absolute size. It is
thus Germany that shows the most extreme contribu-
tion pattern: the overall 0.6 % GDP growth recorded in
2001 was the net result of a major boost provided by
the external balance (+ 276.2 % contribution to GDP
growth) and persistent household consumption
(+ 114.1 % contribution) combined with strong counter-
effects from investment (— 192.7 % contribution) and
changes in inventories (- 154.4 % contribution). In
France, the main factor behind GDP growth in 2001
was household consumption (+ 77.2 % contribution),
with all other components except stocks also con-
tributing positively. In Italy, all components supported

GDP growth, none of them dominating the others. In
the United Kingdom, on the other hand, economic
growth was due exclusively to the development of
consumption, in particular household consumption
(+ 143.6 % contribution), while investment and exter-
nal trade acted as a brake. For most of the other coun-
tries, too, household consumption was the main driv-
ing force for GDP growth, particular exceptions being
Austria and Sweden and, to a lesser extent, Portugal,
where the external balance was the major contributor
in 2001, and Finland, where the external balance gave
a contribution of — 155.3 % to growth and the biggest
positive contribution came from gross fixed capital for-
mation rather than household consumption.

Table 1.1.2. Components’ contribution to GDP growth in 2001 (as a % of total GDP growth)

Household Government

consumption consumption capital formation

EU-15 78.3 284
EUR-12 66.8 30.0
B 87.2 474
DK 39.1 31.9
D 114.1 56.8
EL 56.1 6.1
E 58.6 20.0
F 17.2 30.4
IRL 40.4 12.1
I 38.2 213
L 58.0 37.8
NL 54.1 68.1
A 70.5 -3.2
P 34.2 271.2
FIN 77.9 58.6
S 8.8 271
UK 143.6 20.9

Gross fixed  External GDP
balance Stock growth rate

-6.2 30.9 -314 1.5
-75 43.4 -32.7 14
5.4 25.1 -65.1 1.0
-05 -8.6 38.0 1.0
-192.7 2762  -154.4 0.6
416 -15 -23 4.1
22.0 -51 45 2.8
25.7 7.0 -404 1.8
1.6 33.8 12.2 5.9
28.0 10.6 1.8 1.8
21.2 9.3 -26.3 35
-22.1 8.5 -85 1.1
-352 94.0 -26.1 1.0
14 38.1 -08 1.7
104.6 -155.3 14.2 0.7
20.9 79.6 -36.4 1.2
-41 -30.1 -304 1.9

NB: Negative contributions do not indicate a slowdown in the component growth.

Source: Eurostat.

GDP per head

If gross domestic product indicates the size of a coun-
try's economy in absolute terms, calculating per capita
GDP, that is GDP in relation to the population, pro-
vides an indication, albeit somewhat simplistic, of a
country's wealth. No statement about the (in-)equality
of the distribution of wealth can, however, be derived
from GDP per head. To allow simple cross-country
comparisons, the data presented in this chapter have
been calculated in purchasing power standards
(PPS). PPS are an “artificial currency unit” that take
into account price level differences. Figures
expressed in PPS are derived from figures in current
price national currency units using conversion factors

called purchasing power parities (PPP) that assess
the purchasing power of a currency with respect to the
EU average. More details on these concepts are given
in Section 7.4. of this publication.

In 2001, the per capita figure for each citizen in the
European Union amounted to 23 200 PPS, slightly
above the figure for the euro-zone (23 100 PPS). The
highest figures occurred in Luxembourg (44 300 PPS),
Ireland (27 700 PPS) and Denmark (27 600 PPS). The
four largest EU economies are very close together in
terms of GDP per head, ranging between 24 400 PPS
in Italy and 23 200 PPS in the United Kingdom, with
Germany (24 100 PPS) and France (23 300 PPS) lying
in between.

13
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Figure 1.1.4. Components’ contribution to GDP growth (as a % of total GDP growth)

62.1

43.2

9.7

—28.5

1998

59.8

37.2

8.6

-20.9

Household consumption

EU-15
78.3
725
49.2
39.9
275 28.4
16.4 11.2
10.2
-6.2
-205
-314
1999 2000 2001
EUR-12
68.5 66.8
46.1
40.9
28.9 30.0
17.5
15.7
10.6
-75
-21.2
-327
Government consumption B GFCF External balance

NB: To make the reading easier, the contributions of change in stocks have not been included.

Source: Eurostat.

14




EY%

eurostat ECONOMY OF THE UNION

Figure 1.1.5. Components' contribution to GDP growth in 2001 (as a % of total GDP growth)
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NB: To make the reading easier, the contributions of change in stocks have not been included.
Source: Eurostat.
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Figure 1.1.6 shows per capita GDP for all the EU coun-
tries. The web figure has the advantage of providing a
visual overview of the distribution of the figures: if every
country had the same figure, then the final shape would
be a circle. The figures for 1995 are also shown, but it
must be remembered that the PPS figures are at cur-
rent prices and have been calculated primarily for com-
parison in terms of space and not time.

However, in order to show how per capita GDP has
developed over time, Table 1.1.3 shows the value
growth index (1995 = 100) derived from the PPS fig-
ures. It is apparent from this that per capita GDP
expressed in PPS in the EU in 2001 was 31.8 % high-
er than in the reference year; the corresponding figure
for the euro-zone was somewhat lower at + 30.5 %.
Among the four largest countries, the United Kingdom
stands out with the biggest change (+ 36.5 %). While
Italy was not too far behind at + 33.3 %, France
(27.3 %) and Germany (+ 24.2 %) had significantly

Figure 1.1.6. Gross domestic product per head, (in PPS)

smaller increases. The biggest change by far among
the Fifteen was recorded in Ireland, where per capita
GDP was 67.9 % higher than in 1995, followed by
Luxembourg (+ 46.7 %). The smallest increase over
the period considered was that in Belgium (+ 23.6 %).

To make it easier to compare the Member States,
Figure 1.1.7 shows the GDP per capita figures in rela-
tion to the EU average (EU-15 = 100). It is thus easier
to observe and measure the big gap between the EU
average and the figure for Luxembourg, which has
moved further ahead and is now 91 % above the
EU average. The second highest figures are for Ireland
and Denmark, but here the difference is only
19 %. The biggest differences for figures below the EU
average are in Greece (33 % below average), Portugal
(— 26 %) and Spain (— 17 %). Figure 1.1.7 also shows
the situation in 1995, and it can be seen that the posi-
tions at the extremes remain unchanged, even if the
three lowest ranking countries have moved somewhat

1995
EU-15 17 600
2001
EUR-12 17 700
B 19 900 UK
DK 20 800
D 19 400 S
EL 11 600
E 13800
F 18 300
IRL 16 500
| 18 300 P
L 30 200
NL 19 300
A
A 19500
P 12 400
NL
FIN 17 100
s 18 100 L
UK 17 000

2001
EU-15 23 200
1995
EUR-12 23100
DK B 24 600
DK 27 600
D D 24 100
EL 15 500
EL E 19 200
F 23 300
IRL 27 700
E | 24 400
L 44 300
NL 26 000
F
A 25 900
P 17 100
IRL
FIN 24 000
I S 23200
UK 23 200

Source: Eurostat.
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Map 1.1.2. GDP per head, 2001 (EU-15=100)

GDP per head < 100 EU-15 23 200 PPS

100 <= GDP per head < 110 . EUR-12 23100 PPS

110 <= GDP per head < 120

10
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Austria 112

France 101
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&
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< Greece 67

Spain 83

17




ECONOMY OF THE UNION

=]

eurostat

closer to the EU average. The most obvious change
was for Ireland, which recorded a figure for per capi-
ta GDP that was lower than the EU average at the
beginning of the period under review (1995 to 2001),
while in 2001 it was 19 % above average, placing
Ireland second among all EU Member States. The
same type of change, though less pronounced, took
place in Finland, which was slightly above the EU
average in 2001 while starting slightly below in 1995.

Figure 1.1.8 shows a set of data intended to show the
level of similarity, or difference, between the Member
State figures with respect to GDP per head, and how
these have evolved over the last five years. Firstly,
the top figure shows the highest figures (Luxembourg
again first, followed by Denmark and, in 2001,
Ireland), the lowest figure (always Greece) and the
EU average. The line that links these points shows
the range, or the distance between the highest and
lowest figures and their position in relation to the
average (in this case EU-15). In 2001, the range
between the highest and lowest per capita GDP
recorded in the Union was 28 800 PPS. In other
words, per capita GDP in Luxembourg was 2.9 times
the figure for Greece. If we exclude Luxembourg, the
gap between the figures for Ireland and Denmark and
Greece was slightly more than 12 000 PPS, meaning
that the per capita GDP of the Irish and Danes was
1.8 times that of the Greeks.

Figure 1.1.7. GDP per head in PPS (EU-15 = 100)

Table 1.1.3. Gross domestic product per head,
2001

PPS Value growth index

200

180

160

140

120

100 1

80
60
L IRL DK NL A B |

2001 191 119 119 112 112 106 105
=1995 172 94 118 110 111 107 104

1995=100
EU-15 23200 131.8
EUR-12 23 100 130.5
B 24 600 123.6
DK 27 600 132.7
D 24 100 124.2
EL 15 500 133.6
E 19 200 139.1
F 23 300 127.3
IRL 27 700 167.9
I 24 400 133.3
L 44 300 146.7
NL 26 000 134.7
A 25900 132.8
P 17 100 137.9
FIN 24 000 140.4
S 23200 128.2
UK 23200 136.5
Source: Eurostat.
2001
=1995
T o T -~ - J_

D FIN F S UK E P EL

104 103 100 100 100 83 74 67
110 97 104 103 97 78 70 66

Source: Eurostat.
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To give an overall indication of the range of values for all
the EU countries, the relative standard deviation has
been calculated, that is, a measure for the average
“distance” of the figures from their average (4),
expressed as a percentage of the average. Thus, in
2001, per capita GDP figures for the 15 Member
States had a standard deviation of 25.3 % around their

Figure 1.1.8. Variation of GDP per head

(unweighted) average, a figure higher than in 1997 but
slightly down from the previous year. If again
Luxembourg, as a sort of “outlier”, is excluded from the
calculation, the relative standard deviation is consider-
ably lower at 15.1 % of the average, and the figure for
2001 turns out to be largely unchanged compared both
to 1997 and to 2000.

TLA4 T L: 44 300
GDP per head (PPS) 3800
L: 39 400
L:36 200
L: 34 000 T e
IRL: 27 700
DK: 26 900 DK: 27 600
DK: 25 400
DK: 23 300 DK: 23 900 e
EU: 22 600 EU: 23 200
EU: 21 300
EU: 19 400 EU: 20 300
- - - = min.
=-EL: 12 800 EL: 13 600 EL: 14 500 EL: 15 100 EL: 15 500
Standard deviation
EU-15
o4 25.8 253
22.8 23.2 .
L excluded
15.2 150 147 15.1 151
1997 1998 1999 2000 2001

NB: As all maximum figures have been recorded for Luxembourg, we also added the second largest figures. During the period considered,

these were those of Denmark and, in 2001, Ireland.
Source: Eurostat.

(4) In this case, the simple arithmetic average and not the EU value, which is a weighted average.
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1.2. Expenditure breakdown of
GDP

Table 1.2.1 shows the absolute values (2) of the main
expenditure components of GDP: household final
consumption expenditure, government final con-
sumption expenditure and gross fixed capital forma-
tion. Other components of GDP are imports and
exports (3) and changes in stocks, but these are left
out of consideration in this chapter, for the sake of
simplicity.

In 2001, household final consumption in the
European Union amounted to EUR 5 161 billion, a
level well above those recorded for investments
(EUR 1 774 billion) and government final consump-
tion (EUR 1 774 billion). It should be noted, though,
that household consumption as used here also
includes the consumption expenditure of non-profit
institutions serving households such as churches,
trade unions, political parties, sports clubs, etc. It is
also true for all Member States that household con-
sumption is the most important expenditure compo-
nent, bigger in size than government consumption
and investments combined. While for EU-15
as a whole, the latter two are of almost equal size, the

Table 1.2.1. Main components of GDP, 2001
(billion EUR, current prices)

Household Government

. . GFCF
consumption consumption

EU-15 5160.7 17735 17741
EUR-12 3905.6 1358.5 14344
B 139.6 55.3 53.6
DK 84.7 46.0 37.9
D 12181 393.2 417.8
EL 90.3 201 30.3
E 381.9 112.3 162.9
F 805.6 340.6 295.6
IRL 54.8 15.5 26.6
| 732.3 224.7 241.0
L 8.8 3.7 45
NL 210.7 98.7 934
A 121.1 40.6 481
P 74.7 25.2 33.7
FIN 67.9 28.6 26.9
S 116.7 62.4 41.0
UK 1053.7 306.6 260.9

Source: Eurostat.

situation varies between Member States: for a first
group, consisting of Belgium, Germany, ltaly, the
Netherlands and Finland, government consumption is
of broadly the same size as gross fixed capital for-
mation. For a second group, investments are domi-
nating: Greece, Spain, Ireland, Luxembourg, Austria
and Portugal. For Denmark, France, Sweden and the
United Kingdom, finally, government consumption is
the more important expenditure component.

Consumption per head

To permit comparisons between countries, the per
capita values for household consumption and gov-
ernment consumption have been calculated and
expressed in terms of EU value (EU-15 = 100) (see
Table 1.2.2 and Figure 1.2.1). As with GDP,
Luxembourg stands out from the other Member
States by having, per capita, a much higher house-
hold consumption (35 % higher than the EU as a
whole) as well as government consumption (+ 66 %).
This is in contrast with Ireland and Denmark, the
Member States with the second-highest per capita
GDP: in Ireland, both private and public consumption
are actually below the EU average (-4 % and
— 21 %, respectively), while in Denmark, government
consumption is above the EU average (+ 51 %) as is the

Table 1.2.2. Consumption per head, 2001

Household Government

consumption consumption

PPS  EU-15=100 PPS  EU-15=100
EU-15 13 600 100 4700 100
EUR-12 13 300 98 4 600 98
B 13 400 99 5300 113
DK 13 000 96 7100 151
D 14 200 104 4 600 98
EL 10 700 79 2400 51
E 11 300 83 3300 70
F 12 800 94 5500 117
IRL 13100 96 3700 79
| 14 700 108 4 500 96
L 18 300 135 7 800 166
NL 12 900 95 6100 130
A 14 900 110 5000 106
P 10 400 76 3500 74
FIN 12 000 88 5100 109
S 11 600 85 6 200 132
UK 15 400 113 4 500 96

Source: Eurostat.

(2) The absolute values are measured at current prices, rates of growth are calculated at constant prices, and per capita PPS values are

based on current prices.

(3) A more detailed analysis of external trade is given in Chapter 2.3, using data obtained from Comext. The data reproduced in this chapter,
however, were obtained from the national accounts, and are not adjusted for intra-Community trade.
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case in Luxembourg, but household consumption is
lower than the average of the other Member States
(= 4 %). Germany, Italy and the United Kingdom are
those Member States where household consumption
is above but government consumption is below the
EU average. The situation is inversed, i.e. household
consumption is below but government consumption
above the EU average for Belgium, Denmark,
France, the Netherlands, Finland and especially so
for Sweden.

As regards household consumption, the United
Kingdom and Austria, alongside Luxembourg, stand
out as having a per capita figure well above the aver-
age (+ 13 % and + 10 %, respectively) for all Member
States. The lowest figures for per capita household
consumption are those for Portugal (24 % below the
EU average), Greece (21 % below the average) and
Spain (17 % below the average). The countries with
the lowest figures for government consumption are
the same, albeit in a different order: Greece has the
lowest figure (49 % below the EU average), while
Spain is 30 % below the average and Portugal 26 %
below. Next comes Ireland, where per capita govern-
ment consumption is 21 % below the average despite
the relatively high GDP per capita. In addition to
Luxembourg and Denmark, which, it has already
been seen, have the highest figures, Sweden and the
Netherlands recorded values which were much higher
(32 % and 30 % respectively) than the EU average.

As with per capita GDP, the scatter around the aver-
age may be compared across GDP components and
time by using the relative standard deviation. Without
giving a full set of figures, we state that the scatter
between the per capita values for household con-
sumption in the Member States in 2001 is well below
that for government consumption: in the case of
household consumption, the (unweighted) relative
standard deviation in 2001 was 15 % of the average,
whereas the figures for government consumption dis-
played a scatter of more than 28 % with respect to the
average. If we examine this indicator for the last five
years, we see that the scatter for both consumption
items has slightly increased with respect to 1997, but
neither is showing a clear trend.

Growth rates of main GDP components

Turning to rates of growth in 2001, government con-
sumption in the European Union had the fastest
growth of the main components, increasing by 2.2 %
compared with the previous year. Household con-
sumption grew by 2.0 % and gross fixed capital forma-
tion fell by 0.4 %. Over the last five years (1997 to
2001), the components show quite different behaviour:
investment growth peaked in 1998, and while it had
been superior to the other two components from 1997
to 2000, the huge slowdown experienced in 2001
made it fall behind the consumption items. Growth of
household consumption peaked one year later, in 1999,

Figure 1.2.1. Household consumption (HC) and government consumption (GC) per head, 2001

(in PPS — EU-15 = 100)
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Source: Eurostat.
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and the decline since then has been rather moderate.
In the case of government consumption, last year's
slowdown was not repeated, growth accelerated in fact
and attained the 1999 peak level again, making it the
fastest growing among the three expenditure compo-
nents considered here. The trends in the euro-zone
ran in parallel, the only differences being that the
growth of investments was more modest in 1998
(+ 5.1 % compared to 6.2 % in EU-15), and that the
growth rates for household consumption were general-
ly somewhat lower (see Figure 1.2.2 and Table 1.2.3).

Household consumption grew fastest in Ireland and
Luxembourg (+ 4.8 % for both) and in the United
Kingdom (+ 4.1 %). The worst growth rates were
recorded in Sweden (+ 0.2 %), Denmark (+ 0.8 %) and
Portugal (+ 0.9 %), thus unlike the previous year, no
country recorded negative growth.

Luxembourg also stands out for having the fastest-
growing government consumption (+ 7.8 % in 2001),
more than two percentage points ahead of the country
with the second fastest growth: Ireland in this case with
5.3 %. Government consumption showed only modest
growth in Denmark (+ 1.2 %) and Sweden (+ 1.4 %),
but the lowest growth rate in 2001, and effectively the
only negative one, was found to be at
— 0.2 % in Austria.

Investments had been the fastest growing component
of domestic demand in 2000, but showed weak
results in 2001: a significant drop in Germany
(— 4.8 %), together with declining investments in Austria

Table 1.2.3. Growth of main GDP components,
2001 (as a %)

Househpld Governm?nt GFCF
consumption consumption

EU-15 2.0 2.2 -04
EUR-12 1.7 2.2 -05
B 1.6 2.3 0.3
DK 0.8 1.2 0.0
D 1.1 1.7 -48
EL 3.2 1.8 74
E 2.7 3.1 25
F 2.6 25 2.3
IRL 4.8 5.3 04
| 1.1 2.2 24
L 4.8 7.8 3.3
NL 1.2 34 -1.1
A 1.3 -0.2 -15
P 0.9 24 0.1
FIN 1.1 2.1 4.0
S 0.2 1.4 15
UK 4.1 2.2 -04

Source: Eurostat.

(= 1.5 %), the Netherlands (- 1.1 %) and the United
Kingdom (— 0.4 %) caused the EU-15 total to decline
as well, despite rather strong results in Greece
(+ 7.4 %) and Finland (+ 4.0 %).

Figure 1.2.2. Growth of main GDP components, 1997-2001 (as a %)
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Figure 1.2.3. Growth of main GDP components, 2001 (as a %)
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Structure of GDP

The main component of current price gross domestic
product (GDP) in the European Union is household
final consumption expenditure, which in 2001 account-
ed for 58.6 % of GDP, followed by gross fixed capital
formation and government final consumption expendi-
ture with identical shares of 20.1 % for both. Together,
these three components accounted for practically all of
the Union's GDP (98.8 %).

Figure 1.2.4. Structure of gross domestic product
in the EU, 2001 (as a % of GDP)

Stock External balance

0.1 12
Investment
20.1
Government Household
consumption consumption
20.1 58.6

Source: Eurostat.

Due mainly to a specific structure of GDP in the United
Kingdom, the structure in the euro-zone was some-
what different from that for the Union as a whole; with
gross fixed capital formation and external balance
gaining share, mainly at the expense of household
consumption (see Table 1.2.4).

The structure of GDP in the United Kingdom was par-
ticularly dominated by household consumption, which,
with a figure of 66.3 %, was one of the highest
amongst all Member States of the Union. The shares
for government consumption and investment, on the
other hand, were both below average, especially so for
investment. The structure of GDP in Germany and ltaly
are quite similar, for both, household consumption was
the major component, too, though with lower shares
than in the United Kingdom (59.1 % and 60.2 %
respectively). The breakdown between government
consumption and investment was fairly even, with
investment making up slightly bigger shares. In
France, however, while household consumption
accounted for the largest share of GDP (55.0 %), gov-
ernment consumption (23.3 %) was ahead of invest-
ment (20.2 %). In contrast to the United Kingdom, the
three economies mentioned had a positive external
balance between 1.6 % of GDP in France and ltaly and
1.9 % of GDP in Germany.

Household final consumption expenditure was the
biggest component of GDP in every Member State,
with figures ranging from 69.2 % in Greece to 41.3 %
in Luxembourg. With respect to the other two main
components, investment ranked second in eight of the

Table 1.2.4. Structure of gross domestic product, 2001 (as a % of GDP)

Household Government

. . GFCF
consumption consumption

EU-15 58.6 201 20.1
EUR-12 57.3 19.9 211
B 54.4 216 20.9
DK 47.0 255 21.0
D 59.1 19.1 20.3
EL 69.2 15.4 23.2
E 58.7 17.3 25.1
F 55.0 23.3 20.2
IRL 475 13.4 231
| 60.2 18.5 19.8
L 41.3 17.4 21.3
NL 49.6 23.2 22.0
A 57.5 19.3 22.8
P 60.9 20.5 27.5
FIN 499 21.0 19.8
S 49.8 26.7 17.5
UK 66.3 19.3 16.4

Source: Eurostat.
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change balance [EOHS EEESLS
0.1 1.2 34.7 35.9

0.0 1.7 35.6 37.3
-02 3.3 81.1 84.4
0.1 6.4 39.2 45.6
-03 1.9 33.1 35.0
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15 Member States, while in the remaining seven, gov-
ernment consumption expenditure figured more promi-
nently.

Figure 1.2.5. Structure of domestic demand, 2001
(as a % of GDP)
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Source: Eurostat.

Changes in the expenditure structure
between 1997 and 2001

A look at the breakdown of GDP into its components
in the last five years shows that GDP structure in the
European Union did not change dramatically, though
some fluctuations could be observed. Household con-
sumption (+ 0.7 percentage points) and investment
(+ 0.7 points) went up, while government consumption
(- 0.1 points) and the external balance (— 1.1 points)
declined. As for trade (4) in particular, the figures for
imports and exports both recorded upward changes:
up by 5.0 percentage points for imports and by 3.9
points for exports, giving rise to the 1.1 points drop in
the share of the external balance (see Figure 1.2.5).

The structural changes were only slightly different in
the euro-zone over the period under review. The
increase in the share of household consumption
expenditure (+ 0.4 points) was smaller, that in the
share of investment (+ 0.9 points) was bigger than in
EU-15, while on the other hand the decline in the share
of government consumption expenditure (— 0.3 points)
was stronger and that for the external balance (- 0.8
points) weaker. Import and export shares figures were
both marked by significant increases: + 6.0 points for
imports and + 5.2 for exports. The fact that the drop in
the share of the external balance was more pro-
nounced in EU-15 is attributable to above-average
downward variations in the United Kingdom and
Sweden.

Regarding the four biggest economies of the European
Union, it is remarkable that no two have exhibited the
same pattern of change over the last five years: all four
have seen a rise in the relative importance of house-
hold consumption, but this was much weaker in France
compared to the other three. For government con-
sumption, France and Germany recorded declining
shares, Italy and the United Kingdom rising ones. For
gross fixed capital formation, only Germany registered
a significant decrease in the share of GDP while Italy
and France saw the importance of investments grow.
For the external balance, the decline in importance
ranged between — 1.4 percentage points in France via
— 2.3 points in the United Kingdom to — 2.5 points in
Italy, Germany standing out for the only growth in rela-
tive size (+ 0.5 points) for this item. Another peculiarity
is that, while the share of the external balance declined
for several countries, the United Kingdom was the only
Member State for which this was not due to a stronger
rise in the share of imports than of imports, but to the
share of exports actually declining while that of imports
rose. It should be noted, though, that a declining share
of GDP does not necessarily mean that this particular
component was actually declining itself.

(4) Trade balance figures in this section refer to national accounts and therefore do not include intra-Community trade. They might differ from

figures shown in Chapter 2.3.
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Figure 1.2.6. GDP Structure in the EU, 1997-2001 (as a % of GDP)
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Apart from the four big economies already mentioned,
the share of household consumption expenditure
showed a slight increase only in Belgium and the
Netherlands (+ 0.2 percentage points each). All other
Member States recorded reductions, some of them
quite substantial, as in Ireland (-4.0 points) and
Luxembourg and Denmark (- 3.3 points for both). In the
case of Ireland and Denmark, this reduction in house-
hold consumption was offset by increases in the per-
centage shares of investment and the external balance.
In Luxembourg, on the other hand, the reduction in pri-
vate consumption was countered solely by the contribu-
tion of the external balance, which went up by 4.6
points.

Apart from ltaly and the United Kingdom, the share of
government consumption increased in Belgium,
Greece, the Netherlands, Portugal and Sweden,
Portugal being the only country where this rise was
substantial (+ 1.5 percentage points). In the rest of the
Member States the trend was negative. The biggest
reductions were observed in Ireland (- 1.7 points) and
Finland (- 1.4 points). Gross fixed capital formation
has increased its share over the last five years in 12
out of the 15 Member States, the exception added to
Germany and the United Kingdom being Austria. The
biggest increases where those in Greece (+ 3.4 points)
and Spain (+ 3.2 points).

The variations in the external balance call for some
explanation: if the balance is negative, a change with
a “minus” sign does not indicate a lower percentage
but an increase in the share. For example, the
— 2.5 percentage points change for Italy meant pass-
ing from a 4.1 % share of the positive external balance
in 1997 to a 1.6 % share in 2001, while the — 2.3
points change for the United Kingdom are the result of
a balanced external trade (+ 0.0 points) in 1997 pass-
ing to — 2.3 % of GDP in 2001. For the purpose at
hand, this means an increase in the significance of the
external balance as a component of GDP for the
United Kingdom, even if the effect is negative (deficit).
This applies in the case of Greece, Spain, Portugal
and the United Kingdom. In Austria, which also has a
negative external balance, its share of GDP improved
from — 1.6 % to — 0.4 % of GDP. Among the Member
States with a positive external balance, its share
increased in Denmark, Germany, Ireland,
Luxembourg and Finland. In particular, the relatively
large variation for Spain (- 2.5 percentage points)
indicates a worsening of the trade deficit, while the 4.6
points change for Luxembourg indicates a growing
trade surplus. Yet both mean a bigger significance of
trade as a component of GDP. For further analysis,
Table 1.2.5 shows variations in GDP percentage not
only for the external balance but also for imports and
exports separately.

Table 1.2.5. Change in GDP structure between 1997 and 2001 (in percentage points)

Househo_ld Governmgnt GFCF External Imports Exports
consumption consumption balance
EU-15 0.7 7 -01 07 7 -11 ¥ 5.0 3.9
EUR-12 04 2 -03 09 M -08 ¥ 6.0 5.2
B 02 =7 04 =2 05 2 -11 ¥ 10.9 9.8
DK -33 00 =2 14 A 2.9 6.2 9.1
D 14 A -04 -12 ¥ 05 2 6.5 7.1
EL -29 03 2 34 -04 5.2 48
E -06 V¥ -03 K 3.2 -25 5.7 3.2
F 01 =2 -09 V¥ 2.2 -14 ¥ 3.8 2.4
IRL -4.0 -1.7 2.8 2.3 13.3 15.6
| 1.3 A 03 2 1.6 -25 4.3 1.9
L -33 -03 -09 V¥ 4.6 29.1 33.6
NL 02 7 03 =~ 05 =2 -06 Vv 46 4.0
A -01 kK -04 -07 Vv 12 A 9.2 10.4
P -1.7 15 1.9 -1.9 3.1 12 N
FIN -10 ¥ -14 ¥ 1.8 03 2 0.7 7 1.0 N
S -07 v 01 2 2.3 -14 ¥ 5.2 3.8
UK 1.8 09 72 -01 k -23 09 » 14
Reading note:
Stable: 0=<x<0.5: 2 Small 0.5<x<1.5: N
—0.5sx<0 : 4 change: — 1.55x<-0.5: %
Medium 1.5<x<2.5: ‘ Strong x>2.5:
change : —2.5sx<1.5: change: x<-2.5:

Source: Eurostat.
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1.3. Production breakdown of
GDP: the economy by branch

Gross value added growth by branch of produc-
tion

The analysis of GDP so far has been limited to the
expenditure side. In this chapter, we set out to investi-
gate in which parts of the economy gross value added
(GVA) was created. We use a breakdown of six branch-
es here in order to keep the presentation readable.

Branches of production

— Agriculture, hunting, forestry and fishing.

— Mining and quarrying; manufacturing; electricity,
gas and water supply.

— Construction.

— Wholesale and retail trade, repair of motor vehi-
cles, motorcycles and personal and household
goods; hotels and restaurants; transport, storage
and communication.

— Financial intermediation, real estate, renting and
business activities.

— Other services: public administration and
defence; compulsory social security; education;
health and social work; other community, social
and personal service activities; private house-
holds with employed persons.

This breakdown is specified as 'A6, in the European
system of accounts 1995 (ESA 95) and derived from
the European classification of economic activities
NACE Rev.1.

The most vigorous growth in GVA in the European Union
in 2001 occurred in financial services and business activ-
ities (+ 3.3 % compared with the previous year) followed
by trade, transport and communication (+ 2.7 %).
Somewhat behind came the public services (+ 1.2 %).
Manufacturing recorded only a slight growth (+ 0.3 %)
and construction (+ 0.0 %) actually stagnated.
Agriculture was in last place again, with the only negative
growth rate among all branches: — 1.5 % (see Figure
1.3.1). Allook at the results in relation to the average for
the reference period (1997-2001) shows that all branch-
es grew slower than the average of the last five years,
and some, especially agriculture and manufacturing,
even markedly so. Only the other services recorded
growth close to the five-year average: GVAin this branch
increased by 1.2 %, while during the reference period, it
had been growing by an average of 1.4 % each year
(see Figure 1.3.2).

The euro-zone figures were slightly below those of the
Union for the services branches. In agriculture and man-
ufacturing, the euro-zone fared significantly better, in
construction significantly worse than the Union. Three of
the four larger EU economies, namely Germany, France
and the United Kingdom recorded the highest growth
rates in 2001 in financial services and business activi-
ties: 5.1 % for the United Kingdom, 3.0 % for France
and 2.9 % for Germany. For all three of them, the sec-
ond place was held by trade, transport and communi-
cation with growth rates of + 3.8 % for the United
Kingdom, + 2.4 % for France and + 2.3 % for Germany.
In Italy, construction was the fastest growing branch
with a 4.4 % increase over the previous year,
and trade, transport and communication tied for second

Figure 1.3.1. GVA growth rates by branch of production, 2001 (as a %)
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place with financial services and business activities
(+ 3.0 % for both). Agriculture showed the weakest
results of all branches in the United Kingdom
(— 1.6 %), ltaly (- 1.0 %) and France (- 0.7 %), while
Germany was exceptional again not only by a positive
growth rate in agriculture (+ 1.2 %), but also by a sig-
nificant negative growth in construction (— 6.6 %).

For those Member States for which data are available
(®), the majority showed relatively high GVA growth in
financial services and business activities, though only
Belgium, Spain and France managed to beat the five-
year average. The highest growth rates were recorded
in Portugal (+ 5.7 %) and Belgium (+ 5.4 %). The low-
est result was a + 0.7 % growth in Finland, making this
branch the only one for which all Member States expe-
rienced positive growth.

Trade, transport and communication were also rela-
tively strong, even if only a single country (ltaly)
recorded above average growth. Among the other
Member States, the best performance by far was reg-
istered in Luxembourg (+ 6.9 %), the lowest in Belgium
(- 0.1 %).

Growth in other services usually shows a lower level of
variation among Member States, and this also applies
to 2001. A high growth rate was recorded in
Luxembourg (+ 5.3%), with Spain (+ 3.3 %) and the
Netherlands (+ 3.2 %) following two percentage points
behind, while the other end of the scale was marked by
Denmark (- 0.1 %).

The results achieved for GVA in manufacturing were
generally weak. For all Member States, growth was
lower than the average of the last five years. The best
result achieved was a modest + 2.9 % in Greece, the
worst a sizeable decline in the United Kingdom
(- 2.1 %) which explains the difference between EU-15
and the euro-zone figures.

Results in construction varied widely between Member
States, with Greece (+10.4 %) and Luxembourg
(+ 6.3 %) topping the league. The weak EU-15 and
euro-zone results are connected to the — 6.6 % record-
ed in Germany, but Austria, Denmark and Finland also
saw declines in value added for construction.

Gross value added in 2001 for agriculture showed neg-
ative results in most Member States, the strongest
declines by far being observed in the United Kingdom
(—11.6 %) and Luxembourg (—9.6 %). Only three
countries, namely Denmark (+ 1.3 %), Germany
(+ 1.2 %) and Austria (+ 1.1 %) had positive agricultur-
al growth rates, making Austria the only country to sur-
pass the average growth of the last five years.

Figure 1.3.2 shows the growth rates per branch and
Member State for 2001 and the average growth rates

(5) Constant price data for 2001 are lacking for Ireland.
(6) The structure has been calculated at current prices.

for the period 1997 to 2001. Given the quantity of data,
it has been presented graphically to allow comparisons
both in time and between countries.

Structure of GVA in 2001

The structure of production in the European Union
(see Figure 1.3.3) is based mainly on the three service
sector headings. Financial services and business
activities (27.2 %) accounted for the largest proportion
of gross value added (GVA) produced by the 15
Member States in 2001, followed by other services
(21.6 %) and trade, transport and communications
(21.5 %) with almost identical shares. Combined,
these three branches accounted for more than 70 % of
total GVA in the Union's economy. Of the remaining
part, the lion's share is accounted for by manufacturing
(22.3 % of total GVA). In fact, if the GVA produced by
manufacturing and services is disregarded, the
remaining contributions made by agriculture and con-
struction are only of secondary importance: 2.1 % and
5.4 % respectively. In the euro-zone, the structure of
production was essentially the same as that in the
Union as a whole, with slightly larger shares for agri-
culture and manufacturing and slightly smaller shares
for services.

As in the EU as a whole, in all four larger Member
States financial services and business activities played
a major role as a source of GVA. In France, GVAin this
branch contributed 30.1 % to the total economy, while
in Germany, the figure was 30.0 %, in the United
Kingdom 28.0 % and in Italy 26.3 %. As for the other
branches, Germany derived a particularly high contri-
bution from manufacturing (25.2 %), as did France
from other (i.e. mainly public) services (23.1 %). The
figures for Italy and the United Kingdom reveal rela-
tively balanced structures, with manufacturing (22.9 %
for ltaly, 21.3 % for the United Kingdom) and trade,
transport and communications (24.0 % for Italy, 22.6 %
for the United Kingdom) of roughly equal importance.
In ltaly, other services (19.2 %) were somewhat less
important than in the other three big economies.

A closer look at the structures in individual Member
States (6) (see Table 1.3.1) shows that in most cases
production in the EU countries is concentrated in one
of the service branches. There is one group of coun-
tries, namely Belgium, Luxembourg and the
Netherlands in addition to Germany, France, Italy and
the United Kingdom as mentioned before, where finan-
cial services and business activities make the biggest
contribution to GVA, with Luxembourg standing out for
having a 39.8 % share of total GVA concentrated in
this branch. Other services play the main role in
Sweden (26.6 %), Denmark (25.7 %) and Portugal
(25.6 %), while trade, transport and communication is
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Figure 1.3.2. GVA growth rates, 2001 and average 1997-2001 (as a %)

Agriculture

-4
-6
-8
-10
- EU-15 EUR-12 DK D A E F S | P NL EL FIN B L UK
2001 -15 -07 13 1.2 11 -03 -07 -08 -10 -15 -24 -34 -35 -40 -96 -116
®Av97/01 0.4 0.6 1.7 1.3 04 -05 11 0.8 08 -23 1.4 0.7 0.8 15 -04 -23
8 Manufacturing
®
6
4
] L 11
0 b 4
-2
- EU-15 EUR-12 EL L P F DK E A | NL D FIN S B UK
2001 0.3 0.7 2.9 2.4 2.0 1.8 1.4 1.3 1.2 0.6 00 -02 -02 -02 -05 -21
® Av.07/01 2.3 2.6 2.4 4.4 2.7 34 2.7 3.7 4.0 1.6 1.6 1.5 7.1 4.5 2.6 0.5
Construction
12
10
8
6
4
; 2 MR A T
o 2 @ N N . e ¢
. |
-4
-6
- EU-15 EUR-12 EL L E | S UK P NL F B A DK FIN D
2001 00 -05 104 6.3 55 4.4 3.7 3.6 2.9 1.2 0.7 01 -27 -38 -43 -6.6
®Ayv97/01 0.8 0.6 6.7 6.9 6.0 1.1 1.4 2.1 5.2 31 -04 26 0.7 1.2 30 -26

30




EY%

eurostat

ECONOMY OF THE UNION

10

4

Trade, transport and communication

EU-15EUR-12 L EL UK

2001 2.7 2.5 6.9 6.6 3.8
® Av.97/01 3.8 3.8 8.5 6.9 4.5

10

E | F D FIN

3.5 3.0 2.4 2.3 2.0
4.2 2.6 4.3 3.3 5.3

P A NL DK S B
1.9 1.4 11 1.0 1.0 -01

4.0 2.7 5.4 2.9 3.9 17

Financial services and business activities

EU-15 EUR-12 P B UK
2001 33 30 57 54 51
® Av97/01 3.9 3.7 8.1 4.3 5.2

E DK EL F |

4.2 3.8 3.5 3.0 3.0
3.6 4.6 3.7 2.7 31

Other services

D S L NL A FIN
2.9 18 1.7 1.4 1.0 0.7
4.1 3.4 55 4.0 3.2 4.4

10

8

6

4

2 T 11

i ol ! P e o 1T o o

- EU-15 EUR-12 L E NL EL P UK FIN S | A F B D DK
2001 1.2 1.1 5.3 3.3 3.2 3.0 2.8 2.4 2.3 1.7 1.0 0.7 0.5 0.4 04 -0.1

®Av.97/01 1.4 13 4.5 3.0 2.3

14 2.9 1.9 2.0 12

0.7 0.6 14 1.4 0.7 0.7

NB: No constant price data for 2001 are available for Ireland.

Source: Eurostat.

31




ECONOMY OF THE UNION

=]

eurostat

Figure 1.3.3. Structure of GVA in the EU, 2001
(as a % of total economy)
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Source: Eurostat.

the branch that is the biggest contributor in Greece
(30.4 %) and Spain (28.1 %). Finally, Ireland, Finland
and Austria are exceptions, in that the biggest propor-

tion of GVA comes from manufacturing (34.8 %,
27.1 % and 24.0 %, respectively).

Figure 1.3.4 shows the structure of GVA by branch,
together with the structure of employment. GVA and
employment are two fundamental indicators for
analysing the branches of the economy, and the web
diagrams allow the relations between these two factors
to be seen at a glance.

Structure of employment by branch

The number of people employed in each branch is
another important factor in defining the importance of
the branch in the economy. A look at the structure of
employment in the European Union in 2001 shows that
other (i.e. mainly public) services provided the most
jobs (29.6 % of total employment), followed by trade,
transport and communication (25.4 %), while only
14.3 % of the workforce was employed in financial
services and business activities. The latter branch pro-
duced more than a quarter of the value added pro-
duced in the EU, while employing a much smaller pro-
portion of the workforce.

Among the Member States for which data are available
("), there are some broad similarities in the structure of
employment. Throughout the EU, public services and
trade, transport and communication are the branches
that provide most jobs. Public services account for the
largest share in most countries, while trade, transport

Table 1.3.1. Structure of GVA in 2001 (as a % of total economy)

Agriculture Manufacturing Construction

EU-15 2.1 22.3
EUR-12 24 226
B 1.5 213
DK 2.7 20.8
D 1.2 25.2
EL 7.0 13.1
E 34 20.3
F 2.8 20.1
IRL 3.6 34.8
I 2.7 22.9
L 0.7 12.8
NL 2.6 20.1
A 2.2 24.0
P 3.6 210
FIN 3.3 271
S 1.7 224
UK 0.9 213

NB: 2000 data for Ireland.
Source: Eurostat.

5.4
55

49
45
4.7
72
8.8
4.7
6.6
49
6.4
5.9
7.5
7.6
5.7
43
52

Trade, transport, Financial services, Other
communication business activities services
215 27.2 21.6
21.2 27.1 21.2
19.7 29.2 234
23.3 23.0 25.7
17.8 30.0 211
304 224 19.8
28.1 19.2 20.2
19.3 30.1 231
19.1 19.9 16.0
24.0 26.3 19.2
235 39.8 16.7
22.1 26.2 23.0
23.7 222 204
23.7 18.4 25.6
21.3 215 21.0
20.1 24.9 26.6
22.6 28.0 22.0

(7) For Portugal the structure illustrated refers to 1998 and for Ireland and Luxembourg to 2000. Please note that the unavailability of more
recent employment data for Portugal renders comparisons difficult. There are no national accounts data available on employment by

branch for the United Kingdom.

32



EY%

eurostat ECONOMY OF THE UNION

Figure 1.3.4. Structure of GVA and employment by main branch, 2001 (as a % of total economy)
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NB: Orange surfaces show GVA shares, black lines show employment shares. Scales vary between branches to allow comparisons among
countries, although this makes it difficult to compare branches. No data are available on employment in the United Kingdom. 1998
employment data for Portugal, 2000 for Ireland and Luxembourg, 2000 GVA data for Ireland.

Source: Eurostat.
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and communication is the largest provider of employ-
ment in Greece, Spain, Luxembourg, Austria, and
Ireland.

Sweden is the Member State which has the biggest
share of employment in public services (38.9 %).
Next comes Belgium (36.9 %), followed by Denmark
(35.6 %). There were relatively fewer jobs in this
branch in Luxembourg (21.9 % of total employment)
and Greece (22.4 %). As mentioned earlier, trade,
transport and communication accounted for the
largest share of employment in Greece (27.6 %),
Spain, Luxembourg Austria and Ireland (all close
around 27 %). In the case of employment in financial
services, Luxembourg (26.4 %) and the Netherlands
(19.4 %) stood out with figures markedly higher than
those recorded in other EU countries, while Spain,
Portugal and Greece recorded employment shares of
less than 10 % in this branch. ltaly (22.7 %),
Germany (22.0 %), Portugal (21.9 %) and Finland
(20.9 %) were remarkable for the importance that
employment in manufacturing has in their economies.
High percentages for employment in construction are
recorded for Spain (10.6 %), Portugal (10.2 %) and
Ireland (10.1 %). Echoing the situation observed for
GVA, Greece (18.0 %) also recorded the largest
share of employment in agriculture among Member
States. Austria (13.2 %) and Portugal (12.0 %) were
also ahead of the other Member States in this
respect.

Figure 1.3.5. Structure of employment in the EU,
2001 (as a % of total economy)

Table 1.3.2. Structure of employment in 2001 (as a % of total economy)

Agriculture Manufacturing Construction

EU-15 4.2 19.3
EUR-12 49 19.7
B 2.0 17.3
DK 3.3 16.6
D 24 22.0
EL 18.0 17.3
E 6.5 19.1
F 4.1 16.5
IRL 75 18.8
| 4.8 22.7
L 1.6 13.2
NL 33 13.6
A 13.2 17.8
P 12.0 219
FIN 5.8 20.9
S 2.6 18.1
UK : :

NB: 1998 data for Portugal, 2000 data for Ireland and Luxembourg.
Source: Eurostat.
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Productivity

To give an overview of the relationship between pro-
duction and employment in each branch, labour pro-
ductivity has been calculated as a simple ratio
between gross value added and total employment.

Labour productivity, or rather a general productivity
indicator of output per unit of labour, allows the branch-
es to be considered in terms of labour and employment
and, obviously, also allows the comparison of data
from different-sized productive systems. This indicator
is, of course, very simplified. Firstly, the ratio should
rather be based on hours actually worked (8) and not
simply on the number of those employed. Secondly,
no account is taken of the efficient use of resources
and technical progress. Given the rather simple defini-
tion of the labour productivity indicator used here, it
should be borne in mind that an increase in productiv-
ity may be due to an increase in gross value added or
a reduction in employment or both.

The highest productivity level in the European Union
(9) in 2001 was achieved in financial services and busi-
ness activities, where each worker produced
EUR 92 100 of value added. Next came manufactur-
ing with EUR 56 300, followed by trade, transport and
communications (EUR 41 200) and, quite close
together, construction (EUR 36 200) and other servic-
es (EUR 35 300). Productivity in agriculture, however,

was significantly lower than in the other branches:
EUR 24 400 in 2001 (see Figure 1.3.6).

The figures for the euro-zone were more or less in line
with those of the EU, albeit a little higher for financial
services and business activities (EUR 92 600) and
somewhat lower for trade, transport and communica-
tion (EUR 40 100) and agriculture (EUR 23 300).

Data are available for only three of the four larger
Member States, since there are no national accounts
data on employment by branch in the United Kingdom.
Productivity figures in the branches are essentially
similar, with the highest figures being recorded for
financial services and business activities in France
(EUR 98 500), Germany (EUR 97 500) and ltaly
(EUR 97 100). Manufacturing came next for all three
countries: EUR 66 800 in France, EUR 56 800 in
Germany and EUR 48 600 in Italy. France also stands
out with a relatively high figure for productivity in agri-
culture (EUR 37 300), while for Germany, productivity
in trade, transport and communications is relatively low
at EUR 34 800.

A clearer comparison of the Member States can be
seen in Table 1.3.3, where the productivity figures for
the six branches of the economy are shown in relation
to the average for the Union as a whole (EU-15 = 100).

A closer look at these figures shows that the highest
productivity in agriculture was achieved in Denmark
(EUR 47 300) and Belgium (EUR 44 300), where the

Figure 1.3.6. Productivity by branch in 2001 (EUR, current prices)

EU-15

Agriculture 24 400

Manufacturing 56 300

Construction 36 200

Trade, transport
and communication 41200

Financial services,
business activites 92 100

Other services 35 300

EUR-12

23 300

54 600

36 000

40 100

92 600

35000

Source: Eurostat.

(8) In quantifying the labour effectively employed in a productive process, hours worked would avoid distortions resulting from the inequality

between the number of people employed and the number of jobs.

(9) Productivity levels have been calculated at current prices; in the calculation of the growth index, GVA is at constant prices.

35



ECONOMY OF THE UNION

=]

eurostat

Table 1.3.3. Productivity by branch in 2001 (EUR, current prices)

Trade transport, Financial Other
Agriculture Manufacturing Construction and services, busi- . Total
.. L services
communication ness activities

EUR EU=100 EUR EU=100 EUR EU=100 EUR EU=100 EUR EU=100 EUR EU= 100 EUR EU= 100

EU-15 24 400 100 56 300 100 36 200 100 41200 100 92 100 100 35300 100 48700 100
EUR-12 23300 95 54600 97 36 000 99 40100 97 92 600 101 35000 99 47700 98
B 44 300 182 73800 131 49900 138 52000 126 116 700 127 38100 108 60100 123
DK 47 300 194 72300 128 43600 120 53100 129 102 700 112 41700 118 57900 119
D 24 700 101 56 800 101 35200 97 34800 84 97 500 106 36 900 105 49500 102
EL 13100 54 23600 42 30200 83 33000 80 82 300 89 26300 75 30500 63
E 20 300 83 40600 72 31500 87 39600 96 77 900 85 28500 81 38300 79
F 37 300 153 66 800 119 41200 114 44 500 108 98 500 107 38400 109 54700 112
IRL 29 200 120 112700 200 39500 109 41400 100 93900 102 38500 109 59800 123
| 27 000 111 48600 86 35400 98 46100 112 97 100 105 33700 95 48300 99
L 32700 134 72900 129 48900 135 65300 158 113500 123 57 400 163 75200 154
NL 37 400 153 69700 124 44600 123 39600 96 63 700 69 34900 99 47200 97
A 8100 33 66200 118 53600 148 42900 104 101800 111 41500 118 49200 101
P 7100 29 21800 39 15900 44 23400 57 49 100 53 21900 62 22200 46
FIN 29 800 122 67 800 120 44000 122 49000 119 102 500 111 33800 96 52400 108
S 31500 129 61400 109 40500 112 44500 108 96 500 105 33800 96 49500 102
UK : : : ;: : : : : : : : ;52700 108

NB: Data for Ireland, Luxembourg and Portugal are Eurostat estimates.

Source: Eurostat.

figures were 94 % and 82 %, respectively, above the
EU average. The top figure in manufacturing was that
of Ireland (estimated at EUR 112 700), with Belgium
(EUR 73 800), Luxembourg (EUR 72 900) and
Denmark (72 300) following closely grouped together.

In addition to Greece, Spain and Portugal, where pro-
ductivity was lower than the EU average in every branch,
Italy was also below the EU-15 average for manufac-
turing, with a figure of EUR 48 600 in 2001. The Member
States with the highest productivity in construction were

Figure 1.3.7. Productivity in 2001, total economy (EU-15 = 100)
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NB: Data for Ireland, Luxembourg and Portugal are Eurostat estimates.
Source: Eurostat.
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Austria (EUR 53 600 per person employed), Belgium
(EUR 49 900) and Luxembourg (EUR 48 900), these
figures exceeding the EU average by 48 %, 38 % and
35 %, respectively.

In trade, transport and communication, Luxembourg
(EUR 65 300) ranked highest, with Denmark
(EUR 53 100) and Belgium (EUR 52 000) somewhat
behind. Productivity in financial services and business
activities was particularly high in Belgium
(EUR 116 700) and Luxembourg (EUR 113 500),
which means 27 % and 23 %, respectively, above the
EU average. Relatively strong values were also
recorded in Denmark, Finland and Austria. Lastly,
Luxembourg with EUR 57 400 was the only country
where productivity in other services was greatly supe-
rior to the overall average, i.e. by + 63 %. Denmark
(EUR 41 700) and Austria (EUR 41 500) and + 18 %
each also exceeded the average significantly.

We now take a look at the development of productivity
over time. Contrary to the productivity figures present-
ed so far, the growth indices (see Table 1.3.4) are cal-
culated on the basis of constant price gross value
added in order to compensate for changes in the price
levels. When these figures are considered, it must be
remembered that productivity, however simple, is nev-
ertheless a ratio that is the result of two components
(gross value added and employment) that work in
opposite directions: if value added goes up and
employment goes down, productivity is increased, and
vice versa. On the other hand, if both components go
up — or down — the increase or reduction in produc-
tivity that this causes will depend on the difference in
the variations. In the unlikely event that value added
and employment show exactly the same variation, pro-
ductivity would remain the same — even though both
components had increased or decreased.

In the European Union in 2001, the highest growth rate
in terms of volume (1995 = 100) was in agriculture,
where productivity increased by 21 % in comparison
with the reference year. This increase in productivity
was a result of growth in GVA (+ 6 %), together with a
significant decrease in employment in this branch
(— 12 %). Productivity also increased sizeably in man-
ufacturing (+ 13 % compared to 1995) and in trade,
transport and communication (+ 12 %), but with differ-
ent underlying causes. In manufacturing, the increase
in productivity was due almost entirely to an increase
in GVA supported by a small decrease in employment;
while in trade, transport and communication both GVA
and employment increased, but GVA did so at greater
speed, resulting in increasing productivity. In the other
branches productivity remained essentially unchanged
in comparison with the benchmark year: in financial
services and business activities, GVA and employment
both experienced large and matching variations
(respectively + 26 % and + 29 %), with the result that

Table 1.3.4. Volume growth index of productivity
in 2001, total economy (1995 = 100)

Employment " GVA O Productivity

EU-15 108 116 108
EUR-12 108 116 107
B 107 115 107
DK 106 116 109
D 104 113 109
EL 102 123 121
E 118 122 103
F 109 115 106
IRL 135 170 126

107 112 105
L 130 137 106
NL 116 121 104
A 103 115 112
P 103 126 122
FIN 113 131 116
S 106 118 112
UK 108 119 110

NB: Employment growth data for Ireland, Luxembourg and Portugal
are Eurostat estimates, as are GVA growth data for Ireland.

Source: Eurostat.

productivity decreased slightly. Basically the same
applied to construction, although the variations were
on a smaller scale. In other services, which mainly
comprises public services, GVA and employment were
growing at the same speed, leaving productivity at
100 % of the base year value.

Variations in productivity in the larger EU countries —
although for only three of them, since no data are
available for the United Kingdom — showed largely
coinciding trends, the exception being construction, for
which increased productivity in Germany was due to
both GVA and employment decreasing while in lItaly,
productivity was up due to both components growing,
and in France finally, productivity was lower as GVA
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Figure 1.3.8. Growth index of productivity, 2001 (1995 = 100)
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39



ECONOMY OF THE UNION

=]

eurostat

was down and employment up. Regarding the figures
for the whole economy in 2001, productivity rose in all
Member States, resulting from increases in GVA larg-
er than those in employment. Among the biggest four
economies, productivity growth from 1995 to 2001 was
highest in the United Kingdom (+ 10 %), followed by
Germany (+ 9 %), France (+ 6 %) and Italy (+ 5 %).

As observed, analysing variations in productivity
is somewhat complex because it involves two factors

40

and therefore two variations. Figure 1.3.8 illustrates
the growth indices in terms of volume for productivity
and its components (GVA and employment) both
graphically and numerically. The data that are provid-
ed can thus be used to compare variations in produc-
tivity over the six branches and over the available
Member States.
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1.4. National income and the dis-
tribution breakdown of GDP

Distribution of GDP — income side

Section 1.2 looked at GDP as the sum of the end uses
of goods and services, i.e. from the demand (or expen-
diture) side, while Section 1.3 was devoted to the
analysis of the production (or output) side, expressing
total GVA by adding up the value added over the
branch of the economy that created it. Yet another def-
inition, and another way of calculating GDP, is to look
at the income produced and how that income is divid-
ed among the various recipients. To use the terminolo-
gy of ESA 95, this is the primary distribution of income,
i.e. distribution among the factors of production and
general government. For the factors of production,
labour is remunerated by compensation of employees
and capital by operating surplus and mixed income.
General government, however, receives income in the
form of taxes.

GDP as the sum of primary incomes generated is thus
broken down in ESA 95 as follows:

1. compensation of employees;

2. operating surplus or mixed income;

3. net taxes (taxes less subsidies) on production and
imports.

It should be noted that income aggregates are com-
piled in current prices only, since it is conceptually dif-
ficult to define a “volume” component. All value growth
indices are based on evaluations in euro.

In 2001, compensation of employees in the European
Union accounted for more than half (51.3 %) of all gen-
erated income, with operating surplus and taxes
accounting for 36.3 % and 12.3 % respectively. The
structure of the income distribution has only changed
slightly over the last years: compared with 1997, com-
pensation of employees accounted for a bigger share
of GDP in 2001, with a figure that was 0.5 percentage
points up on the previous year. Operating surplus was
down (— 1.1 points), while taxes increased their share
by 0.5 points. When the changes are considered in
absolute terms (value growth index), this time with
1995 as the benchmark year (1995 = 100), incomes in
2001 showed a broadly similar rise for both compen-
sation of employees (+ 33.2 %) and for gross operat-
ing surplus and mixed income (+ 31.0 %). Taxes, on
the other hand, showed a more pronounced rise of
45.4 % (see Figure 1.4.1).

With regard to the structure of GDP in the euro-zone,
the percentage share of compensation of employees
actually fell from 1997 to 2001 (- 0.2 percentage
points), the difference to EU-15 being largely due
to the relative importance of this component going up

Figure 1.4.1. Gross domestic product in EU-15: income side
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(as a % of GDP)
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NB: Growth index is in value terms, since data are available only at current prices.

Source: Eurostat.

41



ECONOMY OF THE UNION

=]

eurostat

sizeably in the United Kingdom and Sweden. The
share of gross operating surplus and mixed income
was down by 0.3 points, while the compensating rise in
taxes on production and imports (+ 0.5 points)
matched the EU-15 figure (see Figure 1.4.2). Alook at
the value growth index (1995 = 100) presented in
Table 1.4.2 shows that the figures for the three com-
ponents were consistently lower in the euro-zone than
in the Community as a whole: + 23.1 % against
+ 33.2 % for compensation of employees, + 27.1 %
against +31.0 % for gross operating surplus and
mixed income and + 36.8 % against + 45.4 % for net
taxes. Here, again, a major factor in these differences
was the performance of the United Kingdom, where
growth figures for every variable were among the high-
est in the Union.

Regarding the four biggest economies of the European
Union, compensation of employees showed a
decreasing importance as a component of GDP in
Italy, while remaining virtually unchanged in Germany
and increasing its percentage share in France and
particularly in the United Kingdom. For gross operating

surplus and mixed income, this component's share of
GDP went down slightly in Italy, France and Germany
and strongly so in the United Kingdom. Lastly, taxes
increased their percentage share in all four countries
except France, with Italy showing a particularly strong
increase. Among these four countries, the smallest
overall changes in the composition of GDP since 1997
were those for Germany.

As for the absolute variation (value growth index
1995 = 100, see Table 1.4.2) of income components
in the biggest Member States, the United Kingdom
stood out in 2001 for the size of its increases for all
components of income: + 91.7 % for compensation
of employees, + 68.7 % for gross operating surplus
and mixed income and + 89.4 % for net taxes on pro-
duction and imports. The increases were noticeable
in ltaly as well, especially for taxes, which showed
an increase of + 80.0 % compared with 1995. In
France the variations were more contained, while the
value growth in Germany was one of the weakest
amongst all Member States for each of the three
components.

Table 1.4.1. Structure of GDP — income side, 2001 (as a % of GDP)

Compensation Gross operating
of surplus and
employees mixed income
EU-15 51.3 36.3
EUR-12 49.8 38.2
B 52.3 35.9
DK 53.4 32.0
D 53.8 35.6
EL 325 54.6
E 50.0 40.1
F 52.9 33.3
IRL 39.9 48.7
| 40.9 45.6
L 53.0 34.1
NL 52.0 36.6
A 52.4 35.0
P 45.0 42.1
FIN 48.4 40.0
S 59.5 27.4
UK 56.3 30.6

NB: Eurostat estimation for Ireland and Portugal.
Source: Eurostat.
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A more detailed look at the structure of GDP shows
that compensation of employees was the major com-
ponent in most Member States in 2001, with the high-
est figures occurring in Sweden (59.5 %) and the
United Kingdom (56.3 %). In Greece, Ireland and lItaly,
however, it was gross operating surplus that was the
single largest contributor to GDP. Greece clearly stood
out as having the lowest percentage share for com-
pensation of employees (32.5 %) of all Member States
and the highest for gross operating surplus and mixed
income (54.6 %) (see Table 1.4.1).

When comparing the situation in 2001 with that of 1997
in Figure 1.4.2, there is a significant tendency towards
growing shares of compensation of employees as a
component of GDP only for Sweden and the United
Kingdom, while the opposite is true for three members
of the euro-zone, namely Ireland, Italy and Portugal,
thus explaining the difference observed between
EU-15 and the euro-zone. In the case of gross operat-
ing surplus and mixed income, markedly falling shares
were seen in Luxembourg, the Netherlands, Sweden
and the United Kingdom, while the opposite was true
for Ireland and Portugal. The share in GDP of taxes on

production and imports went up in the majority of
Member States, notable exceptions being France and
Finland, where the downward changes were rather
small, though. The biggest increase in the percentage
share of taxes on GDP was recorded in ltaly (see
Figure 1.4.2).

A look at the absolute variation (value growth index
1995 =100) shows that the Member States which
recorded the biggest variations for every component
were the United Kingdom and Ireland. Compensation
of employees showed only quite modest increases in
Germany (+ 6.8 %) and Austria (+ 13.6 %). Gross
operating surplus and mixed income more than dou-
bled in Ireland (+ 152.2 %) over the period under
review, while at the other extreme Sweden recorded
virtually no rise at all (+ 0.3 %). The component that
tended to produce the biggest increases was taxes
on products and imports: apart from Ireland
(+ 144.0 %) and the United Kingdom (+ 89.4 %),
there were significant increases also in a number of
other Member States, notably Italy (+ 80.0 %),
Greece (+ 75.7 %) and Luxembourg (+ 69.4 %) (see
Table 1.4.2).

Table 1.4.2. Value growth index of GDP components — income side, 2001 (1995 = 100)

Compensation Gross operating
of surplus and

employees mixed income
EU-15 133.2 131.0
EUR-12 123.1 127.1
B 122.0 118.3
DK 132.2 125.3
D 106.8 112.4
EL 146.3 138.7
E 145.8 140.8
F 125.0 120.9
IRL 199.9 252.2
| 139.2 142.1
L 152.2 149.9
NL 136.8 125.7
A 113.6 121.5
P 140.1 158.7
FIN 133.5 140.9
S 138.6 100.3
UK 191.7 168.7

NB: Eurostat estimation for Ireland and Portugal.
Source: Eurostat.

Net taxes
on production
and imports

Compensation ...
B Gross operating ...
Net taxes ...

145.4
136.8
127.0
139.9
117.0
175.7

165.9

I

122.0

244.0

180.0

169.4

150.5

121.0

148.3

143.6

160.5

Wkl

189.4

43



ECONOMY OF THE UNION

=]

eurostat

Figure 1.4.2. GDP components — income side — in 1997 and 2001 (as a % of GDP)
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Disposable income: breakdown between
consumption and saving

Still on the income side, when net primary income
abroad (i.e. the balance between transfers to and from
other countries related to direct participation in produc-
tive processes) is deducted from GDP, the result is a fig-
ure for national income. When current transfers (10) are
excluded from national income, what is left is national
disposable income, or the resources that a country has
at its disposal. These resources are divided between
consumption and saving.

Figure 1.4.3. Use of gross disposable income in EU-15

The disposable income of the European Union in 2001
amounted to EUR 8 733 billion, with EUR 6 934 billion
going into both private and public consumption and
EUR 1 799 billion earmarked for saving. In percentage
terms, consumption accounted for 79.4 % of dispos-
able income, and saving for the remaining 20.6 %. In
absolute growth terms, disposable income in 2001 was
34.0 % higher than in the reference year (1995). The
corresponding figure for consumption was 34.8 %, with
saving showing a slightly lower increase of 30.7 %
(see Figure 1.4.3).

Level (billion EUR) and

Value growth index
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NB: Yd = disposable income; growth index is in value terms, since data are available only at current prices.

Source: Eurostat.

(10) Current taxes on income, capital, etc., social contributions, social benefits and other current transfers.
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In the euro-zone the division between consumption
and saving is marked by a higher proportion devoted
to saving; at 21.8 %, it is more than one percentage
point higher than for the Union as a whole. The main
reason for this is the situation in the United Kingdom,
which stands out from all the other Member States with
the lowest percentage of disposable income ear-
marked for saving (15.2 % in 2001). Among the
biggest economies of the Union, there is a much
greater propensity for saving in Italy (20.6 %),
Germany (20.8 %) and France (21.4 %) (see Table
1.4.3). When these figures are compared with the
benchmark figures for 1997, it shows that consumption
was increasing its share at the expense of saving in
Germany, in ltaly and in the United Kingdom, the shift
ranging between + 0.9 percentage points in Germany
to + 1.7 % points in the United Kingdom. In France, on
the other hand, saving as a percentage of disposable
income went up by 0.9 points, and consequently con-
sumption went down (see Table 1.4.4). As for the
absolute variation in value terms compared to 1995,
saving in France increased by 34.9 %, compared with
only 21.5 % for consumption, whereas the increases in
Germany were fairly contained (+ 3.1 % for saving and

Table 1.4.3. Use of disposable income, 2001

Disposable income Redistribution

(billion EUR) I s
EU-15 8733 79.4 20.6
EUR-12 6735 78.2 21.8
B 260 74.8 25.2
DK 173 75.4 24.6
D 2 035 79.2 20.8
EL 133 83.2 16.8
E 641 77.2 22.8
F 1459 78.6 214
IRL 97 72.9 27.1
| 1205 79.4 20.6
L 18 69.5 30.5
NL 425 72.8 27.2
A 207 78.1 21.9
P 123 81.1 18.9
FIN 134 72.1 27.9
S 228 78.5 215
UK 1605 84.8 15.2

NB: Eurostat estimation for Spain, Ireland and Luxembourg.
Source: Eurostat.
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+ 11.7 % for consumption). The variations in Italy were
much larger in scale, with consumption (+ 48.9 %)
ahead of saving (+ 36.9 %). Even bigger increases
occurred in the United Kingdom, where saving
increased by 79.7 % and consumption by 87.6 %
between 1995 and 2001 (see Table 1.4.5).

Among all Member States, those most inclined to save
rather than consume are Luxembourg (30.5 % of dis-
posable income), Finland (27.9 %), the Netherlands
(27.2 %) and Ireland (27.1 %). At the other extreme,
consumption is highest — and saving lowest, of course
— in the United Kingdom (84.8 %), Greece (83.2 %)
and Portugal (81.1 %) (see Table 1.4.3).

When the composition of disposable income for 1997
and 2001 is compared, the biggest changes appear in
Luxembourg, Finland and Denmark. In Luxembourg,
alongside the United Kingdom, Italy, Germany,
Portugal, the Netherlands, Greece and Belgium, con-
sumption gained in relative importance, while over the
same period, saving became more prominent as a use
of disposable income in Finland, Denmark, Sweden,
France, Ireland and Greece (see Table 1.4.4).

As for the absolute variation (value growth index
1995 = 100), saving in Ireland more than doubled over
the period under review (+ 150.3 %). There were also
considerable increases in the United Kingdom
(+ 79.7 %) and Finland (+ 74.4 %). The value of saving

Table 1.4.4. Variation in the use of disposable
income between 1997 and 2001 (as % points)

Cc Change as % points S

EU-15 2 + 0.6 - (74
EUR-12 2 + 0.3 - (74
B 2 + 0.1 - (74
DK N2 - 28 + N
D 2 + 0.9 - (74
EL 2 + 0.3 - (74
E 74 - 0.1 + 2
F 74 - 0.9 + 2
IRL 74 - 0.8 + 2
I H + 1.3 - WV
L + 8.5 -

NL 2 + 0.7 - (74
A 2 + 0.0 - (74
P 2 + 0.9 - (74
FIN - 3.2 +

S %4 - 1.0 + 2
UK H + 1.7 - v
NB:

2 v slight variation: below 1 percentage point.
A ¥ moderate variation: 1-3 percentage points.

strong variation: over 3 percentage points

NB: Eurostat estimation for Greece, Ireland and Austria.
Source: Eurostat.
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increased by only 3.1 % since 1995 in Germany, and
in Luxembourg, this value even declined by 5 %.
Ireland (+ 95.1 %) and the United Kingdom (+ 87.6 %)
also were the countries with the largest increases in
the value of consumption in comparison to the refer-
ence year 1995 (see Table 1.4.5).

Table 1.4.5. Value growth index for the uses of
disposable income, 2001 (1995 = 100)

Saving Consumption
EU-15 130.7 134.8
EUR-12 125.2 126.2
B 121.8 121.8
DK 152.1 124.4
D 103.1 111.7
EL 137.4 139.0
E 146.9 142.0
F 134.9 1215
IRL 250.3 195.1
I 136.9 148.9
L 95.0 136.4
NL 133.0 1334
A 115.8 117.3
P 131.4 1475
FIN 1747 130.8
S 131.3 127.4
UK 179.7 187.6

NB: Eurostat estimation for Spain, Ireland and Luxembourg.
Source: Eurostat.

Net lending/borrowing

In a final step, a country's resources that are not con-
sumed are either saved or invested or transferred to or
from the country. The balance between saving, invest-
ment (capital formation) and net capital transactions
with other countries therefore provides a summary of
the country's lending/borrowing in relation to the rest of
the world.

In 2001, the European Union's lending position
amounted to about EUR 38.9 billion. This position
remained steadily in the black in the period under review,

with the highest value attained in 1997, when EUR
112.0 billion was lent to the rest of the world. The figures
for the euro-zone were a little below the EU-15 figures
until 1998, when the EUR-12 figure of EUR 73.3 billion
almost coincided with the figure for the Union as a whole
(EUR 74.2 billion) and passed it one year later. This gap
widened in 2000, when the euro-zone lent EUR 25.7 bil-
lion to the rest of the world, well ahead of the EU-15 fig-
ure of only EUR 2.0 billion. In 2001, the downward trend
was reversed: the euro-zone's net lending amounted to
EUR 49.3 billion and EU-15's to EUR 38.9 billion. The
main reason for this difference is the borrowing position
of the United Kingdom, where in 2001 the net borrowing
figure reached EUR 25.7 billion. France and Italy pro-
duced net lending figures throughout the period under
review (1997-2001), though with a tendency of dimin-
ishing in size. Germany, on the other hand, consistently
generated borrowing positions until 2000, while in 2001,
Germany lent EUR 10 billion to the rest of the world (see
Table 1.4.6).

Apart from the United Kingdom, the other Member
States known to be in a position of net borrowing in
2001 were Greece, Spain, Austria and Portugal, of
which all except Spain had been so for the whole peri-
od covered. Besides France, Germany and ltaly, other
important net lenders were the Netherlands, Belgium,
Finland, Sweden and Denmark.

Table 1.4.6. Net lending and borrowing
(billion EUR, current prices)

1997 1998 1999 2000 2001

EU-15 112.0 74.2 33.1 2.0 38.9
EUR-12 103.1 73.3 50.3 25.7 49.3
B 11.5 11.3 12.5 11.2 12.3
DK 0.7 -14 3.7 2.8 4.6
D -17 -52 -154 -39 10.0
EL -04 -15 -1.2 -27 -5.1
E 7.9 2.5 -6.4 -151 -122
F 315 30.5 335 17.6 17.2
IRL 2.6 2.2 1.5 1.5 0.5
| 315 22.8 13.7 1.3 8.6
L : : : : :
NL 19.2 9.9 14.7 18.9 21.6
A -48 -41 -6.3 -6.1 -46
P -28 -45 -6.5 -99 -96
FIN 6.2 6.1 7.7 10.4 10.1
S 8.2 8.1 6.2 8.6 74
UK -13 -6.4 -27.8 -252 -257

NB: Eurostat estimation for Ireland. For Luxembourg, no ESA 95
data are available. The ESA 79 net lending/borrowing had been
EUR 3.5 billion in 1997.

Source: Eurostat.
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Figure 1.4.4. Net lending/borrowing

Evolution of net lending/borrowing in the EU and euro-zone (billion EUR)
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1.5. The economic situation of the
regions

Per capita GDP in the EU regions in 1999

The gross domestic product at market prices per
inhabitant — one of the key indicators for the EU's
structural and regional policies — had a smaller range
of values in 1999 than in 1998. In 1999 it varied
between 10 846 PPS in the French overseas depart-
ment of Réunion and 51 392 PPS in Inner London.
When expressed as a percentage of the EU average,
the values thus ranged between 51 % and 242 % of
the EU value.

Table 1.5.1 shows that regions with relatively high per
capita GDP values in PPS are located more or less in
the centre of the EU. The situation is quite different for
the regions with the lowest per capita GDP values:
they are either in the Mediterranean area — four in
Greece, two in Portugal and one in Spain — or are
French overseas departments (three regions). The gap
between the regions with the highest and lowest per
capita GDP values in PPS and the EU average
became smaller in 1999. Inner London still leads fol-
lowed by Région Bruxelles-Capitale. The next eight
regions of the 10 best, however, moved closer to the
top two in 1999. This also applies to the regions with
the lowest per capita GDP. They, too, moved closer
together. The Greek region of Ipeiros, which in 1998
still had the lowest value by far, managed to close the
gap in 1999 and move up to the regions ahead of it.

Table 1.5.1. The regions of the EU with the high-
est/lowest per capita GDP in PPS, EU-15 =100

Regions 1998 1999
Inner London 252 242
Région Bruxelles-Capitale 227 217
Luxembourg (Grand Duchy) 178 186
Hamburg 183 183
Tle de France 153 154
Oberbayern 150 151
Wien 149 150
Darmstadt 147 147
Utrecht 145 146
Bremen 142 142
EU-15 100 100
Centro (P) 57 57
Anatoliki Makedonia, Thraki 55 56
Guadeloupe 56 56
Peloponnisos 56 55
Dytiki Ellada 51 53
Acores 52 53
Extremadura 49 52
Guyane 51 51
Ipeiros 46 51
Réunion 51 51

Source: Eurostat.

It is striking that all regions with high per capita GDP
values in PPS are relatively small in area. They bene-
fit from high net commuter inflows which take the pro-
duction activity in these regions beyond the level pos-
sible with working residents alone.

Comparison between 1995 and 1999 per capita
GDP values

In this comparison it should be noted that the relative
changes reflect not only developments in production
activity: they are also influenced by changes in the size
and structure of the population and the purchasing
power parities.

A comparison of the situations in 1995 and 1999
shows clear differences between the EU regions. In
only 39 of the 211 regions for which basically compa-
rable data are available there was hardly any change
in the per capita GDP value as a percentage of the EU
average from 1995 to 1999 (ranging between 1.0 and
— 1.0 percentage points). In 83 regions, however, the
value rose by more than one percentage point and in
89 regions it fell by more than one percentage point.

The sharpest relative rise in the reference period was in
the Irish region of Southern and Eastern, where per capi-
ta GDP as a percentage of the EU average over this
period rose from just under 102 % to over
122 %: more than 20 percentage points.

Table 1.5.2. The regions of the EU with the high-
est increase and decrease in percentage points of
the per capita GDP in PPS relative to EU-15 per
capita GDP in PPS from 1995 to 1999

Relative

Regions increase/
decrease

Southern and eastern 20.5
Aland 18.8
Utrecht 15.8
Luxembourg (Grand Duchy) 15.1
Hampshire and the Isle of Wight 14.1
Border, Midland and Western 12.2
Inner London 11.9
Surrey, East and West Sussex 1.4
Berkshire, Buckinghamshire and Oxfordshire 11.0
Uusimaa 10.8
EU-15 0.0
Koblenz -73
Detmold -75
Lineburg -78
Réunion -78
Trier -79
Région Bruxelles-Capitale -8.0
vasisyenge -87
Antwerpen -9.0
Valle d'Aosta -10.5
Berlin -11.8

Source: Eurostat.
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Table 1.5.2. shows further regions with particularly
sharp relative increases or decreases in per capita
GDP in PPS. A point of particular note regarding the
10 regions with the sharpest increases is that three of
them in 1995 still lay below the EU average for
absolute per capita GDP. These were the English
regions of “Hampshire and the Isle of Wight” and
“Berkshire, Buckinghamshire and Oxfordshire”, and
the Irish region “Border, Midland and Western”. The
latter is the only one of these three which did not
reach the EU average per capita GDP in 1999 either.
The top 10 regions are all in the northern part of the
EU. Four are in the United Kingdom, two are in
Ireland and two in Finland. In addition we have
Utrecht in the Netherlands and the Grand Duchy of
Luxembourg. The group of the top 10 regions with the
sharpest declines include five German, two Belgian
and one French, Italian and Swedish region. Of these
10 regions, five had an absolute per capita GDP
lower than the EU average both in 1995 and 1999.
Four regions had values above the absolute EU aver-
age in both years. In the Berlin region, the per capita
GDP was above it in 1995 and below it in 1999.

Regional unemployment in 2001

The unemployment rate, i.e. the ratio of unemployed
persons to the labour force, was 7.6 % in the European
Union in April 2001. If we only look at the NUTS I
regions, the unemployment rate ranged between
1.2 % in the Dutch region of Utrecht and 33.3 % in the
French region of Réunion. As a result, for every 100
members of the active population in each case, there
were about 28 times as many people unemployed in
Réunion as in the Utrecht region.

In 2001, the difference between the positive and neg-
ative extreme values was similar to that of the year
2000. Of the 208 (') regions considered, in April
2001, 54 had a maximum unemployment rate of
3.8 % and thus lay some 50 % or more below the EU
average. These 54 NUTS Il regions were spread over
11 Member States. Only Greece, Spain and France
had no NUTS Il region with an unemployment rate as
low as or below 3.8 %. This also applies to Denmark.
Compared with the situation in 2000, the group of 10
regions with the lowest unemployment rates has now
been joined by the regions of Flevoland, Noord-
Holland, Zuid-Holland and Agores. The negative end
of the scale is formed by a total of 16 regions: five
from ltaly, three each from France and Germany, four
from Spain and one from Greece have an unemploy-
ment rate of over 15.2 %, which is at least twice as

Table 1.5.3. The regions of the EU with the high-
est/lowest unemployment rates in April 2001
(as a %)

Unemploy-

Regions ment
rate

Utrecht 1.2
Aland 1.3
Berkshire, Buckinghamshire and Oxfordshire 1.6
Flevoland 1.9
Surrey, East and West Sussex 2.0
Noord-Brabant 2.0
Noord-Holland 2.0
Oberdsterreich 2.1
Zuid-Holland 2.1
Acores 2.2
EU-15 7.6
Guyane 205
Sicilia 20.8
Ceuta y Melilla 219
Extremadura 221
Andalucia 22.3
Campania 22.4
Calabria 24.8
Martinique 26.3
Guadeloupe 29.0
Réunion 33.3

Source: Eurostat.

high as the average for the European Union as a
whole. On the other hand, no region left the group of
10 with the highest rates compared with the list for
the year 2000.

Change in the unemployment rate from 1997 to
2001

The unemployment rate fell by 2.9 percentage points
for the EU as a whole between April 1997 and April
2001. Over 40 % of all regions show a better trend
than the EU average. The others — just under 60 % —
have either the EU average or worse results. In a total
of 189 regions of the 201 (12) regions considered for
which data are available, a decline was recorded in
this period, the highest value of 9.9 percentage points
being registered in the Comunidad Valenciana region
(E). Of the 10 regions where the unemployment rate
had the sharpest decline between April 1997 and April
2001, eight are located in Spain and one in Ireland and
Italy respectively.

(11) For the German regions of Koblenz, Trier and Rheinhessen-Pfalz, no data are available for 2001.
(12) For the French overseas departments and the German regions of Koblenz, Trier and Rheinhessen-Pfalz, Chemnitz, Dresden and Leipzig

there are no data available either for 1997 or for 2001.
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Table 1.5.4. The regions in the EU with the highest
increase and decrease of unemployment rates
from 1997 to 2001 (in percentage points)

. Decrease/
Regions .
increase
Comunidad Valenciana -99
Andalucia -94
Catalufia -85
Comunidad de Madrid -84
Canarias -76
Cantabria -76
Castilla y Ledn -75
Pais Vasco -75
Extremadura -7.2
Southern and Eastern -6.9
EU-15 -29
Anatoliki Makedonia, Thraki 0.7
Calabria 0.9
Sterea Ellada 1.3
Kriti 1.4
Ipeiros 1.5
Kentriki Makedonia 15
Dytiki Makedonia 20
Dytiki Ellada 2.0
Thessalia 4.1
Notio Aigaio 5.4

Source: Eurostat.

An increase in the unemployment rate was recorded in
only 12 regions, the highest increase — of 5.4 per-
centage points — being recorded in the region Notio
Aigaio (EL). Eleven of these regions lie in Greece and
one in Italy. Compared with the previous five-year peri-
od, the regions of Berlin, Voreio Aigaio, Peloponnisos
and Sicilia have moved out of this group. They have all
been replaced by Greek regions.
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2. The Union in the interna-
tional framework

2.1. The EU in the world

In 2001, most of the world's economies experienced
growth well below that of the previous year and also
lower than the average of the last five years (see Table
2.1.1). The US economy experienced a significant
decline of GDP growth after having grown vigorously
during the preceding years: GDP rose by an annual
rate of only 0.3 %. Domestic demand showed mixed
results: — 2.7 % for investment, but + 2.5 % for private
consumption and + 3.7 % for government consump-
tion. External trade was very weak, exports declined
by 5.4 % and imports by 2.9 %. The US is notable for
its large share of private consumption, which account-
ed for 68 % of GDP in 2001 (see Table 2.1.2).

Canada also registered much lower growth than in the
previous year, with a 2001 annual rate of 1.4 %.
Investment growth was strongly reduced, but the 2001
growth rate of 1.7 % still compared favourably to the
decreases recorded in the EU, the United States and
Japan. Private consumption increased by 2.7 % and
government consumption accelerated to 3.4 %.

The Japanese economy was weak, not only compared
to its trading partners, but also in absolute terms: GDP
actually declined by 0.6 %. As in the previous years,
government consumption was the most buoyant com-
ponent with an annual growth rate of 3.1 %, while pri-
vate consumption slowed down to an annual rate of
increase of 0.3 %. Investment diminished by 1.9 %,
and while both exports and imports were sinking,
exports did so at a much faster rate of 6.6%, thus con-
tributing to the decline in GDP.

All of the G7 countries saw significantly reduced
growth. The EU-15's 1.5 %, achieved despite poor
growth in Germany, now marks the top of the range,
together with Canada. The United States could not
maintain its growth advantage over the European
economies, and the recovery of growth observed in
Japan was reversed. The slowdown in growth was,
however, an almost global phenomenon.

Growth was down by 4 percentage points to 5.0 % in
2001 in the Russian Federation, but well above the
average growth during the last five years. In Australia,
the loss of pace was smaller, continuing the downward
growth trend of the previous years.

In Asia, the newly industrialised countries that had
seen strong growth in 2000, recorded very strong
drops in GDP growth. Among the group of the four
most developed Asian countries, the strongest decel-

eration and the lowest overall growth was recorded in
Singapore, where real GDP fell by 2.1 %, down more
than 12 percentage points from 2000. For Hong
Kong, too, the growth reduction was more than 10
percentage points, even if overall growth was still
slightly positive at 0.1 %. In South Korea, GDP
slowed down to 3.0 % growth, which does not seem
too bad in comparison. In Taiwan, where growth in
2000 had been below that of the other countries men-
tioned, GDP declined by 1.9 %, i.e. almost at the
same pace as in Singapore. All four countries men-
tioned have comparatively high shares of exports and
imports in GDP, and this is especially true for Hong
Kong and Singapore. Among the other south-east
Asian countries, Malaysia, the Philippines and
Thailand were also seen to reduce economic growth,
albeit to a different degree. While Malaysia experi-
enced a drop of almost 8 percentage points in the
growth rate, from 8.3 % in 2000 to 0.4 % in 2001,
growth of GDP in the Philippines was only slightly
reduced to 3.4 %. However, both the Philippines and
Thailand showed growth rates above the five-year
average.

Table 2.1.1. Real GDP growth rates (as a %)

Average

2t 2001 4997/2001

EU-15 35 15 2.6
EUR-12 35 14 2.6
us 3.8 0.3 34
Canada 4.7 14 4.0
JP 2.4 -0.6 0.6
Australia 3.2 24 3.9
Russian Federation 9.0 5.0 3.0
Argentina -08 -3.7 0.7
Brazil 4.4 15 2.0
Chile 4.4 2.8 3.2
Mexico 6.6 -03 43
Hong Kong 10.5 01 25
Taiwan 59 -19 41
South Korea 9.3 3.0 4.1
Singapore 10.3 -2.1 46
Malaysia 8.3 04 2.8
Philippines 4.0 34 3.1
Thailand 4.6 1.8 0.4
China 8.0 7.3 7.8
India 5.4 43 5.4
Israel 6.4 -06 29
Saudi Arabia 45 2.2 19
South Africa 34 2.2 2.2
Nigeria 3.8 4.0 2.8
Algeria 24 35 341

Source: IMF, Eurostat.
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With a growth of 7.3 % in 2001, China almost main-
tained the pace of economic expansion, which had
been fast during all the preceding years, with an aver-
age annual increase of 7.8 % over the last five years.
For India, the decrease in the annual growth rate was
slightly bigger, but the 4.3 % rate observed in 2001
was still one of the highest listed in Table 2.1.1.
Regarding the growth rates for expenditure components
one year earlier, i.e. for 2000 in Table 2.1.2, a remar-
kable even growth among components is displayed,

Table 2.1.2. GDP main components, 2001/2000

Growth rates

(as a %)

Year PC GC GFCF
EU-15 2001 2.0 22 -04

2000 2.9 1.8 45
EUR-12 2001 1.7 22 -05

2000 2.5 19 47
us 2001 2.5 37 =27

2000 43 2.8 55
Canada 2001 2.7 34 1.7

2000 3.8 24 75
JP 2001 0.3 31 -19

2000 0.6 4.6 3.2
Australia 2000 2.7 48 0.5
Russian Federation 2000 16.9 1.6 17.7
Argentina 2000 13 -04 -86
Brazil 2000 99 -54 8.2
Chile 2000 4.1 35 43
Mexico 2000 9.5 35 10.0
Hong Kong 2000 5.5 21 9.8
Taiwan 2000 49 0.6 8.6
South Korea 2000 7.1 1.3 11.0
Singapore 2000 94 137 5.9
Malaysia 2000 -20.9 6.1 6.1
Philippines 2000 31 -11 =50
Thailand 2000 45 6.5 5.7
China 2000 6.3 12.0 8.3
India 2000 42 6.5 47
Israel 2000 5.8 1.2 -1.3
Saudi Arabia 2000 : : :
South Africa 2000 32 -25 1.3
Nigeria 2000 -51.8 86.2 39.7
Algeria 2000 1.8 2.8 1.9

while the majority of countries had reported much high-
er growth in foreign trade than in domestic demand for
that year.

The countries of Latin America, too, could not evade
the global decrease of GDP growth rates. Argentina
fared worst of the countries considered, the decline in
GDP already experienced in 2000 (- 0.8 %) aggra-
vating to — 3.7 %. Growth was substantially down in
Mexico as well, and GDP was actually even declining

Structure

(as a % of GDP)
EXP IMP PC GC GFCF EXP IMP
22 1.0 58.4 19.9 20.6 35.9 35.3
11.9 1.1 58.5 20.1 20.1 35.9 34.7
2.4 0.8 57.1 19.8 21.6 37.2 36.3
12.3 10.9 57.3 19.9 21.1 37.3 35.6
-54 -29 68.0 14.6 20.5 11.2 149
9.7 13.2 69.3 15.1 19.7 10.3 13.7
-40 -57 55.8 18.4 19.7 1005 40.3
8.4 8.7 56.8 18.7 19.8 433 38.1
-66 -06 55.9 16.7 26.3 10.8 9.3
12.4 9.6 56.4 175 25.8 10.4 9.8
10.9 74 59.3 18.8 22.5 21.8 22.9
4.3 17.5 456 16.1 18.3 459 24.8
20 -05 70.9 13.8 15.9 10.8 14
11.0 13.8 62.6 18.2 20.3 10.9 12.1
7.5 10.1 63.3 12.2 22.3 31.8 30.8
16.0 214 67.5 1.0 20.9 314 33.2
16.7 16.7 58.1 9.6 26.3 150.0 1453
17.6 14.5 61.9 12.9 235 54 .4 52.1
21.6 20.0 58.3 10.2 28.7 45.0 42.2
: : 39.8 10.5 295 1799 1614
26.2 16.3 427 10.6 256 1255 1044
6.6 0.2 63.2 12.8 20.5 56.3 50.2
15.4 20.4 59.8 9.4 21.3 67.0 59.0
32.0 24.8 47.0 131 36.1 25.9 23.2
5.0 5.0 65.4 13.2 21.9 14.0 16.6
23.3 114 59.1 28.5 17.8 40.0 46.9
: : 32.8 27.0 15.7 49.6 25.7
8.2 74 63.6 18.4 14.9 29.1 26.1
-1.6 16.0 454 20.5 22.7 52.3 41.0
74 7.0 417 141 215 424 22.0

NB: PC : private consumption; GC: government consumption; GFCF: gross fixed capital formation; EXP: export of goods and services;

IMP: import of goods and services.
Source: Eurostat, World Bank.
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slightly (- 0.3 %). Results in Brazil and Chile were
somewhat better. Table 2.1.2 shows that the countries
of Latin America all have relatively high proportions of
GDP used for private consumption expenditure.
Components growth rates in 2000, however, were
quite disparate, with Argentina showing weak results
across the board.

In order to give a more detailed picture of economic
results, in addition to Table 2.1.1, illustrating GDP growth,
Table 2.1.2 indicates the growth rates of the main com-
ponents of GDP and their share of GDP. These figures
refer mainly to 2000. Only for the biggest advanced
economies are both 2000 and 2001 indicated.

In order to compare different countries and regions,
the population and GDP have been selected to give an
indication of size, whilst per capita GDP gives a meas-
ure of wealth (see Figure 2.1.1).

When compared with other major countries and regions,
the population of the EU (6.3 %) as a share of
the world's population is well above that of the United

Figure 2.1.1. Size of world’'s main economies, 2000

States (4.6 %) and three times Japan's (2.1 %).
China's population, on the other hand, is more than
three times bigger.

If we consider its economic weight in the world, the EU's
share of world GDP is roughly a quarter (25.0 %) when
expressed in current prices — the purchasing power
equivalent would, of course, take a lesser part of the
world total. In other words, the EU's share of GDP is four
times larger than its share of world population, which
translates into a GDP per head four times that of the total
world average. Though their share of world population is
higher, the GDP generated in the 15 European countries
is lower than that produced in the United States (31.2 %
of world total), but it is more than 3 000 billion USD high-
er than Japan's GDP (15.4 % of world total). Compared
with some less well-off countries, while the EU's popula-
tion is less than a third of that of China, its current USD
GDP is more than seven times higher. These relations
are even more extreme when comparing the EU to
South Asia (including India as the biggest economy) or
sub-Saharan Africa (including South Africa).

1500
SAS
1300
China
1100
900
_5 700 SSA
®
=
Q.
4 LAC
ECA
500
MNA EU-15
300 EUR
us
Japan
100
HI
Canada
—100

GDP

0 2000 4000 6000 8000 10000 12000 OECD countries (HI)

GDP Population GDP
(billion of ‘Emi“ion) per head
USD) (in USD)
EU-15 7 874.8 378.7 20 800
EUR-12 6 048.4 304.0 19 900
us 9837.4 281.6 34 900
Japan 4 841.6 126.9 38 200
Canada 687.9 30.8 22 300
China 1079.9 1262.5 860
Non-EU-Europe and 9421 474.3 2000
Central Asia (ECA) ' '
Latin America and 50005 Eile 3800
Caribbean (LAC) ’ ’
Middle East and 659.7 295.2 2200
North Africa (MNA)
South Asia incl.
l.J al 596.8 1355.1 440
India (SAS)
-Sah Afri
Sub-Saharan Africa 3927 658.9 490
(SSA)
High income non- 857.3 50.8 16 900
--- World in total --- 31492.8 6 057.3 5200

NB: The countries included in the groupings are as specified in the World Bank's WDI 2002. It might be noted that the Russian Federation is

included in non-EU-Europe and Central Asia.
Source: World Bank World Development Indicators 2002, Eurostat.
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2.2. The candidate countries
Annual GDP growth

2001 — a year of diverging growth rates

This section sets out the most important national
accounts data of the candidate countries (CCs) for
membership of the European Union. The candidate
countries are Bulgaria, Cyprus, the Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Malta, Poland,
Romania, the Slovak Republic, Slovenia and Turkey.

The CCs do not comprise an economic area but a group
of different countries having the same objective to join
the Union. Economic performance has been, however,
rather varied. In 2001 the growth of current price GDP
ranged from — 7.4 to + 7.7 % in comparison with the
previous year, as shown in Table 2.2.1. This differs sig-
nificantly with the figures in 2000 when no country
recorded negative growth. Furthermore, the fastest
growing nation then went on to show the greatest
decline in 2001. Consequently, the year-on-year growth
of the group of 13 nations as a whole slipped into nega-
tive.

The economic situation in many of the individual
countries was not as bleak as the aggregate figure.
The growth was higher than the EU-15 average in
nine countries out of 13, ranging from + 3.0 % in
Slovenia to the + 7.7 % in Latvia. Of the four countries

Figure 2.2.1. Annual GDP growth rates (as a %)
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Source: Eurostat.

below the EU-15 average growth in 2001 the situation
was most alarming in Turkey. The previous year's growth
was undone with economic contraction of —7.4 %.
Malta also slipped into negative GDP growth but to
a much more moderate degree (— 0.8 %). The economy

Table 2.2.1. GDP growth rates, percentage change on previous year

1994 1995

Bulgaria (BG) 1.8 29
Cyprus (CY) 5.9 6.2
Czech Republic (CZ) 22 5.9
Estonia (EE) -20 4.3
Hungary (HU) 29 15
Latvia (LV) 0.7 -17
Lithuania (LT) -98 3.3
Malta (MT) 5.7 6.2
Poland (PL) 5.8 7.0
Romania (RO) 3.9 7.1
Slovak Republic (SK) 5.2 6.5
Slovenia (SI) 5.3 4.1
Turkey (TR) -55 7.2
Total (CC-13) 0.3 6.1
EU-15 (1) 2.8 24
EU-minimum () 1.0 16
P A

EU-maximum (1) 58 10.0
IRL IRL

(1) Based on ESA 79 up to 1995, ESA 95 from 1996 onwards.
Source: Eurostat.
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1996

-94
1.9
43
3.9
1.3
3.7
4.7
4.0
6.0
4.0
5.8
3.5
7.0

5.0
1.6

0.8

D
7.8
IRL

1997 1998 1999 2000 2001
-56 4.0 2.3 5.4 4.0
24 5.0 4.6 5.1 4.0
-08 -10 0.5 3.3 3.3
9.8 4.6 -0.6 7.1 5.0
4.6 4.9 4.2 52 3.8
8.4 4.8 2.8 6.8 1.7
7.3 5.1 -39 3.8 5.9
49 3.4 4.1 55 -08
6.8 4.8 4.1 4.0 1.1
-6.1 -48 -12 1.8 53
5.6 4.0 1.3 22 3.3
4.6 3.8 5.2 4.6 3.0
75 3.1 -47 74 -74
4.8 3.0 0.1 5.1 -0.7
2.5 29 2.7 3.5 1.5
1.4 1.8 1.6 29 0.6
D I I [ D
10.8 8.6 10.8 1.5 5.9
RL IRL RL IRL RL
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of the Slovak Republic slowed down to a moderate
+ 0.7 %. The fourth country below the EU-15 level was
Poland (+ 1.1 %), which experienced a slowdown after
seven years of stable growth.

GDP in euro
Total CC-13 GDP 7.1 % of the EU

The combined size of the economies of the CC-13 in
terms of GDP in current prices was EUR 627.7 billion
in 2001. Even with the inclusion of relatively large
countries such as Poland and Turkey, the CC-13 cor-
responds to a very small economic area compared to
the European Union: in 2001, its GDP was 7.1 % of
that of the EU.

Candidate countries' economies are very diverse in
size, ranging from EUR 4.0 billion in Malta to EUR
196.7 billion in Poland. The Maltese economy, in euro
terms, is five times smaller than that of Luxembourg,
the smallest EU Member State. Adding together the six
smallest CC GDPs still gives a total of only EUR 57.5
billion, less than 0.7 % of the EU-15 total.

CCs GDP per head less than one-fifth of EU fig-
ure, in euro terms

The CCs display equally wide-ranging figures in terms
of “GDP per head”, from EUR 1 900 in Bulgaria to EUR
15 100 in Cyprus. Most of the CCs are far below those
of the EU but this is partly a symptom of higher price
levels in the EU. More meaningful comparisons can be
made by expressing figures in purchasing power stan-
dards (PPS) instead of euro, as shown in the following
section.

Table 2.2.2. GDP at current prices and exchange
rates, in billion EUR

1996 1997 1998 1999 2000 2001
BG 7.8 9.2 114 12.2 13.7 15.2
CY 7.0 75 8.1 8.7 9.6 10.2
(o¥4 455 46.8 50.6 51.6 55.8 63.3
EE 34 4.1 47 4.9 5.6 6.2
HU 35.6 40.4 419 451 50.6 58.0
LV 4.0 5.0 54 6.2 7.8 8.5
LT 6.2 8.5 9.6 10.0 12.2 13.4
MT 2.6 29 3.1 34 3.9 4.0
PL 1133 1271 1413 1455 1709 196.7
RO 27.8 31.2 374 334 40.2 444
SK 16.1 18.6 19.6 18.9 21.3 22.8
Sl 14.9 16.1 17.5 18.8 19.5 20.9
TR 1431 1678 1778 1731 2167 164.6
CC-13 427 485 529 532 628 628
EU-15 6920 7288 7630 8024 8545 8815
% of EU-15 6.2 6.7 6.9 6.6 7.3 741
Minimum EU-15
L 13.8 14.3 15.6 16.9 18.4 20.5

Source: Eurostat.

GDP in real terms
Cyprus and Slovenia consolidate growth

Figure 2.2.2 summarises the current position of the
CCs in 2001 using the three key indicators of “annual
growth”, “GDP per head in PPS” and “economic size”
(total GDP in PPS).

Table 2.2.3. GDP per head at current prices and exchange rates

EUR

1996 1997 1998 1999 2000
BG 900 1100 1400 1500 1700
cY 10800 11500 12300 13000 14300
cz 4400 4500 4900 5000 5400
EE 2400 2900 3400 3600 4100
HU 3500 4000 4200 4500 5100
Lv 1600 2000 2200 2600 3300
LT 1700 2400 2700 2800 3500
MT 6900 7700 8100 8800 9900
PL 2900 3300 3700 3800 4400
RO 1200 1400 1700 1500 1800
SK 3000 3500 3600 3500 4000
Sl 7500 8100 8800 9500 9800
TR 2300 2700 2800 2700 3200
CC-13 3000 3400 3600 3800 4200

NB: For the calculation of per capita GDP, the data for the total population is taken from national accounts; it may be different from that

obtained via demographic statistics.
Source: Eurostat.

EU-15 = 100
2001 1996 1997 1998 1999 2000 2001
1900 5 6 7 7 7 8

15100 59 59 61 61 63 65
6200 24 23 24 24 24 21
4500 13 15 17 17 18 19
5700 19 20 20 21 2 2
3600 9 10 11 12 15 16
3800 9 12 13 13 15 17

10300 37 40 40 4 44 44
5100 16 17 18 18 20 22
2000 7 7 8 7 8 9
4200 16 18 18 16 17 18

10500 40 42 43 4 43 45
2400 12 14 14 13 4 10
4600 16 17 18 18 19 20
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Figure 2.2.2. Growth, size of GDP and GDP per head (as a % of EU average), in PPS, in 2001
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NB: The size (area) of the bubbles indicates the level of GDP in PPS.

Except for GDP growth, 1999 data are used for Malta.
Source: Eurostat.

The most widely used indicator of economic prosperity,
GDP per head, is displayed on the horizontal axis and
shows Cyprus and Slovenia ahead of the CC pack.
With respective 2001 growth rates of 4 % and
3 % following the healthy growth rates of the past
decade, they are positioned near the advantageous
top-right-hand portion of the graph.

Turkey is positioned in a less favourable area of the
graph, with low GDP per head and a contracting econ-
omy. Other countries with low GDP per head recorded
positive GDP growth rates in 2001.

Candidate countries smaller than most Member
States, in real terms

When making comparisons between the GDP of dif-
ferent countries, it is better to express figures in an
artificial currency unit called PPS (purchasing power
standard, see Section 7.4). This makes allowances for
the varying price levels in different countries and
makes the comparisons of GDP, both in absolute
terms and “per head”, more meaningful.

Table 2.2.4 shows that the CC-13 group is not as small
compared to EU-15 as it appeared in euro terms (see
Table 2.2.2). It amounts to 15.3 % of the EU total in 2001,
compared to just 7.1 % when using the euro figures.

58

With certain exceptions, most of the candidate coun-
tries have small economies compared to the EU
Member States. Turkey and Poland, on the other hand,
appear in seventh and eighth place in a league table of
the 28 Member States and candidate countries. All but
four of the candidate countries are larger than
Luxembourg.

Cyprus and Slovenia closest to EU in real GDP
per head

Table 2.2.5 shows Cyprus and Slovenia maintaining
their position as leading CCs in terms of GDP per
head in PPS (80 % and 70 % of EU-average,
respectively), both above the EU minimum, Greece
(67 %), and with Cyprus also exceeding Portugal
and Spain.

Many of the CCs have made progress towards the EU
average between 1996 and 2001 with Estonia (35 to
42 %), Slovenia (64 to 70 %) and Latvia (26 to
32 %) making the largest strides in percentage point
terms. Conversely, Romania and Turkey, at the foot of
the table, slipped 5 and 3 percentage points respec-
tively while the Czech Republic, one of the leading
CCs, dropped from 64 % of the EU average to 60 % in
2001.
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Table 2.2.4. GDP at current prices in billion PPS

FIN
HU
IRL
SK
BG

SI
LT

L

Lv
EE
CcY
MT

CC-13
EU-15

% of E

1996

1630.5
1115.2
1107.8
1090.8
575.6
312.9

318.8
256.3

209.1
166.3
167.3
130.2
129.0
174
1221
120.0

91.7
87.0

62.7

47.5
45.9
236
22.2

13.1

1.6
9.2
10.0
3.8

1y 1074
6 920
U-15 155

1997

1716.9
1149.7
1138.6
1173.9
610.3
340.6

362.3
281.3

2204
173.9
175.5
143.7
134.3
123.0
124.5
115.8

99.0
93.4
73.6

51.6
44.5
25.3
24.5

14.4

12.9
10.4
10.5

41

1147
7288
15.7

(") Not including Malta.
Source: Eurostat, OECD.

Figure 2.2.3. GDP per head, in thousands of PPS, 2001

1998

1765.2
1203.8
1208.2
1241.9
633.8
367.1

369.6
300.1

229.6
179.4
182.2
148.2
142.6
126.9
125.4
112.2

105.8
99.7
79.4

54.6
47.1
26.8
26.2
15.5

13.8
1.1
1.2

4.3

1198
7630
15.7

1999

1853.6
1278.3
1267.3
1273.3
692.7
384.3

360.4
319.6

2315
190.9
190.9
155.8
153.0
135.1
128.9
113.5

11.0
106.3

88.9

56.6
49.3
28.8
25.8

17.2

14.5
1.3
12.0

45

1227
8024
15.3

2000

1952.4
1375.4
1362.5
13471
736.7
405.6

379.1
345.9

2417
206.3
202.2
165.7
159.4
143.7
129.6
122.6

121.7
114.5
99.3

56.6
48.9
304
28.3

19.3

16.6
12.5
1.8

1297
8 545
15.2

2001

1989.8
1421.4
14115
1392.6
7733
4174

357.3
355.9

253.1
2104
206.6
172.2
170.0
148.0
136.2
131.3

124.5
121.0

106.2

59.5
51.8
31.8
30.5

19.8

18.2
134
12.5

1319
8817
15.0

GDP main aggregates

Expenditure components

According to Table 2.2.6, the share of 2001 GDP
accounted for by final consumption of households and
NPISH, where data were available, varied amongst the
CCs from 52.5 % in Hungary to 72.0 % in Turkey.
Historically, Romania posted the highest share, but
was unable to provide up-to-date figures. There is a
general tendency for the poorer countries (low GDP
per head) to use a higher share of their GDP for this
component, in order to satisfy basic needs from limited
incomes. The Czech Republic, Estonia, Hungary, and
the Slovak Republic displayed shares smaller than the
EU-15 total.

Concerning final consumption of general government,
CC figures range from just 14.2 % in Bulgaria and
Turkey to 22.4 % in Hungary. The highest value of
gross fixed capital formation, as a % of GDP, in 2001
was 28.3 % in the Czech Republic. CC investment
rates are generally higher than those in the EU, though
comparable with the levels seen in Greece, Ireland,
Portugal and Spain.

In 2001, Estonia took over Malta's position as the
heaviest trader, relative to their economic size, with
exports amounting to 90.6 % of GDP, and imports
94.4 %, much larger figures than in 1999. Turkey and
Poland, the largest CC economies, posted the lowest
trade figures, as a percentage of their total GDP.

Whilst seven of the 12 available countries saw their
trade deficit decrease between 1999 and 2001, only
Turkey's broke into surplus (+ 2.4 %). Lithuania contin-
ued to record the most severe deficit (- 11.3 %).

25

20

15

10

EU-15

BG

CY

Ccz

EE

HU

Lv LT

EU minimum (EL)

CC-13

MT PL RO SK Sl TR

NB: For Malta 1999 figure is used.

Source

: Eurostat.
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Table 2.2.5. GDP per head at current prices in PPS

In PPS

1996 1997 1998 1999 2000 2001
L 31200 34000 36200 39400 43800 44300
IRL 17300 20100 21400 23800 26200 27700
DK 22300 23300 23900 25400 26900 27 600
NL 20200 21800 23400 24300 25500 26000
A 20600 21500 22200 23600 25400 25900
B 20600 21700 22500 22600 24200 24 600
[ 19300 19800 21000 22000 23600 24400
D 19900 20900 21500 22600 23800 24100
FIN 17900 19300 20500 21500 23500 24 000
F 18700 19200 20000 21200 22700 23300
UK 18600 19900 21000 21400 22500 23200
s 18900 19800 20600 21500 22800 23200
E 14700 15500 16100 17500 18500 19200
cY 15400 16100 17000 18100 17600 18500
P 13100 14400 14900 15600 16600 17 100
S| 11900 12800 13500 14500 15300 16000
EL 12300 12800 13600 14500 15100 15500
cz 11800 12100 12200 12500 12600 13300
HU 8500 9200 9900 10600 11400 11900
SK 8800 9600 10100 10500 10500 11100
EE 6500 7500 8000 8200 9200 9800
PL 6600 7300 7800 8300 9000 9200
LT 6200 6900 7400 7300 8100 8700
LV 4700 5200 5600 6100 7000 7700
BG 5500 5400 5700 6000 6000 6500
RO 5300 5100 5000 5100 5500 5900
TR 5100 5600 5800 5600 5600 5200
MT 9900 10600 11100 11700 : :
CC-13(, 6400 6800 7100 7300 7500 7600
EU-15 18500 19400 20300 21300 22600 23200

EU-15 =100
1996 1997 1998 1999 2000 2001
169 175 178 185 194 191
94 104 105 12 116 19
121 120 18 19 19 19
109 12 15 114 13 12
M M 109 M 12 12
M 12 M 106 107 106
104 102 103 103 104 105
108 108 106 106 105 104
97 99 101 101 104 103
101 99 99 100 100 100
101 103 103 100 100 100
102 102 101 101 101 100
79 80 79 82 82 83
83 83 84 85 78 80
71 74 73 73 73 74
64 66 67 68 67 69
66 66 67 68 67 67
64 62 60 59 56 57
46 47 49 50 51 51
48 49 50 49 46 48
35 38 39 38 40 42
36 38 38 39 40 40
33 35 36 34 36 38
25 27 28 28 31 33
30 28 28 28 27 28
29 26 25 24 24 25
28 29 29 26 25 22
54 55 55 55 : :
35 35 35 34 33 33
100 100 100 100 100 100

NB: For the calculation of per capita GDP, the data for the total population are taken from the national accounts: they may be different from

those obtained via demographic statistics.

(1) Not including Malta in 2000 and 2001.
Source: Eurostat, OECD.

CCs switch from agricultural production to serv-
ice activities

Table 2.2.7 and Figure 2.2.4 show GVA broken down
into the main branches for 1996 and 2001. Production
in the CC-13 group as a whole has become slightly
less dominated by agriculture (10.9 % in 1996 to 7.3 %
in 2001) and more directed towards services. Romania
has seen the greatest shift in this direction with agri-
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culture dropping from 20.6 to 14.6 % of GVA and serv-
ices rocketing from 37.0 to 51.4 %. This pattern of
change is also evident in Latvia and Lithuania,
though the agriculture branch in these countries was
already much smaller, and services larger.

At the same time there are general slight declines for
industry and construction in most of the candidate
countries.
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Table 2.2.6. Main GDP components, (as a % of total GDP)

Final consumption

€7 e of general External trade
holds and g GFCF Exports Imports

NPISH government balance
97 99 01 97 99 01 97 99 01 97 99 01 97 99 01 97 99 01

BG 73.0 71.3 69.6 126 152 14.2 1.0 151 17.8 583 446 557 537 503 632 46 -58 -75
CcY 66.0 . 68.5 18.8 17.7 18.3 181 161 163 471 446 469 521 476 518 -50 -30 -50
cz 53.6 53.5 532 19.8 196 192 306 278 283 565 606 713 625 619 741 -60 -13 -27
EE 59.3 58.2 56.4 230 234 203 281 249 261 784 772 906 900 822 944 -116 -49 -38
HU 50.3 524 525 219 216 224 222 239 234 455 530 605 455 555 626 0.0 -25 -21
Lv 66.7 62.9 63.8 19.2 20.6 20.1 188 252 194 511 439 504 596 542 559 -85 -103 -54
LT 65.1 65.5 : 19.0 22.2 : 244 221 273 545 39.7 449 651 501 562 -106 -10.3 -11.3
MT 624 62.8 : 205 187 202 253 234 232 8.1 907 878 935 963 923 -84 -56 -45
PL 63.7 644 66.5 16.0 155 1565 235 255 215 255 261 298 298 325 335 -43 -64 -37

RO 742 854 : 12.3 126 . 212 17.7 190 292 280 335 362 329 416 -71 -48 -8.1
SK 50.3 52.7 53.6 217 198 213 343 303 249 561 610 60.1 656 654 605 -96 -43 -04
Si 56.4 55.8 : 204 20.2 : 234 274 » | 574 525 . 583 56.9 : -08 -44 :
TR : 0 720 123 152 142 264 219 178 246 232 332 304 269 308 -58 -37 24

CC-13
EU-15 578 58.3 586 20.3 20.0 20.1 194 202 201 319 324 359 297 312 347 22 11 1.2

Source: Eurostat.

In 2001, Romania had the largest agricultural branch Figure 2.2.4. GVA by branch, 2001 (as a % of total
(14.6 %), and Malta the smallest (2.4 %), relative to GVA)

GDP. Cyprus had the biggest services branch
(74.9 %), and Romania the smallest (51.4 %).
ccas |
Table 2.2.7. Gross value added by branch, TR -
(as a % of the total) si
Agricul-~ Industry, o\ gervice SK
iy el (e uelie) oo - e
ing energy ro R
1996 2001 1996 2001 1996 2001 1996 2001 PL I
BG(") 154 145 259 242 43 36 545 577 vt ||
CY® 48 42 147 133 89 77 716 749
cz 48 42 363 329 77 72 511 558 o
EE 84 63 238 221 63 58 615 658 v Il
HU () 66 43 263 287 43 46 628 624
LV 00 47 264 187 47 62 599 704 Hu [l
LT 122 7.0 258 284 71 6.1 549 586 EE .
MT 29 24 248 245 31 28 693 704
PL 64 34 301 254 74 75 561 638 cz |
RO 206 146 355 285 69 55 370 514 oy l
SK(1) 56 45 312 289 75 53 558 613
sl 44 31 320 310 56 59 580 60.1 sc [N
TR 16.1 121 240 238 55 48 544 593
0% 20% 40% 60% 80%  100%
cc-13 109 73 281 261 63 60 546 60.6 M Agriculture, fishing, etc. Industry, including energy
(1) 2001 data are not available. 2000 shown instead. Construction Service activities
(2) 2001 data are not available. 1999 shown instead.
Source: Eurostat. Source: Eurostat.
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The candidate countries send data to Eurostat four
times each year using the same standardised format
as the Member States, though the completeness of
the tables varies from country to country. Data for
this publication were, in most cases, supplied prior
to mid-May 2002, and have been validated by
Eurostat.

Data quality

All candidate countries are working towards ESA 95
compliance but this is a long and difficult process. In
particular, Turkey currently bases its accounts on
SNA 1968 while Malta's data are derived from the
national system of 1954, with some elements of SNA
1968.

The CCs have generally made significant progress in
improving the coverage and quality of their estimates
over the past couple of years. This has been sup-
ported by a series of EU-sponsored projects and
workshops, which has helped to improve the sources
and methods used to compile national accounts and
heightened the exhaustiveness and consistency of
the different national accounting systems. However,
not all the changes have yet been implemented in the
accounts for all years and the problem of consistent
time series, in particular, remains to be solved in most
CCs. Therefore, revisions of both the level and
growth rates of GDP should be anticipated in the
future.

All data in this publication should therefore still be
treated with an appropriate level of caution, as full
comparability with EU Member States cannot yet be
guaranteed.

Exchange rate regimes

The exchange rate regimes adopted by the candidate
countries are as follows:

— managed floating exchange rate; Romania,
Slovakia and Slovenia;

— independent floating system: Czech Republic,
Poland and Turkey;

— fixed parity (peg): Cyprus, Hungary, Latvia and
Malta;

— currency board: Bulgaria, Estonia and Lithuania.

Exchange rates since 1996

An analysis of changes in the rates for the candidate
countries' currencies against the euro over the period
1996 to 2001 highlights the contrasts between the
countries.

After a period of turbulence during the first half of the
1990s, the Bulgarian lev has been stable since July
1997 following the establishment of the currency board.
Since that date, the Bulgarian currency has been tied
firstly to the German mark and then, as of 1 January
1999, to the euro. In July 1999, following a new mone-
tary reform, the authorities decided to divide their cur-
rency by 1 000 (1 000 old leva are worth one lev).

The Cyprus pound has been extremely stable against
the ecu/euro over the whole period under observation.
Between 1996 and 2001, it rose 4 % against the
ecu/euro, to fluctuate by under 1 % against the euro
every year since 1998. Since January 1999, the Cypriot
currency has been linked to the euro at the key rate of
CYP 0.5853 = EUR 1, fluctuating within a 2.25 % band.
This band was widened to +/— 15 % with effect from
1 January 2001, the key rate remaining unchanged.

Table 2.2.8. Exchange rates of candidate countries (period average) 1 EUR/ECU (1) = ...

1996 1997
BG Lev BGN 0.225 1.902
cYy Pound CYP 0.592 0.583
Cz Koruna CzK 34.46 35.93
EE Kroon EEK 15.28 15.72
HU Forint HUF 193.74 211.65
LV Lat LVL 0.700 0.659
LT Litus LTL 5.079 4.536
MT Pound MTL 0.458 0.437
PL Zloty PLN 3422 3.715
RO Leu ROL 3922 8112
SK Koruna SKK 38.92 38.11
Sl Tolar SIT 171.78 181.00
TR Lira TRL 103 214 171 848

(1) Euro from 1999/ECU until 1998.
Source: Eurostat.
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January-

1998 1999 2000 2001 April 2002
1.969 1.956 1.953 1.948 1.950
0.577 0.579 0.574 0.576 0.576
36.32 36.89 35.60 34.07 31.40
15.75 15.65 15.65 15.65 15.65
240.57 252.77 260.05 256.59 243.60
0.660 0.624 0.559 0.560 0.559
4.484 4.264 3.695 3.582 3473
0.435 0.426 0.404 0.403 0.400
3.918 4.227 4.008 3.672 3.613
9985 16 345 19 922 26 004 28 590
39.54 44.12 42.60 43.30 42.10
185.96 19447 206.61 217.98 222.58
293 736 447 237 574816 1102425 1188 748
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In the Czech Republic, the koruna (CZK) has risen
sharply against the ecu/euro since the end of 1997,
with the exception of a 2.5 % fall during 1999: the rise
was 8 % in 1998, 3 % in 2000 and almost 10 % in
2001. During the first five months of 2002, the CZK has
continued to appreciate slightly against the euro.

The Estonian kroon remained stable throughout the
reference period, thanks to the fixed exchange rate
regime (currency board) adopted by the monetary
authorities, firstly against the German mark and then,
as from 1999, against the euro.

In Hungary, changes in the forint rate between 1996
and 2001 may be split into three distinct phases.
Between 1996 and 1998, the forint lost around 10 % a
year against the ecu. This period was followed by a
much smaller forint devaluation in 1999 and 2000 and,
finally, 2001 saw a rise of around 8 %. During the first
five months of 2002, the HUF has continued to rise in
value against the euro.

In Latvia, the exchange regime adopted by the mone-
tary authorities is governed by a fixed link with SDRs
(special drawing rights). With the exception of 1998,
when the lat lost around 2 % against the ecu, the
Latvian currency has strengthened steadily since
1996, with a rise of some 13 % in 1999. It rose 2 %
against the euro in 2000 and 3.6 % in 2001.

Lithuania, like the other two Baltic countries, also
reaped the benefit of a highly stable currency follow-
ing the setting up of the currency board. The
Lithuanian currency was tied to the US dollar at the
rate of four litas per dollar between 1994 and January
2002. In 1999, 2000 and 2001, when changes in the
euro rate against the USD had a marked effect on the
litas, it rose by 16, 8 and 6 % respectively against the
euro. Since 2 February 2002, the litas has been fixed
against the euro (currency board) at LTL 3.4582 to
the euro.

With the exception of 1998, the Maltese pound has
risen steadily against the euro since 1996. The
sharpest rise occurred in 1999 — almost 6 % — owing
largely to changes in the US dollar and sterling rates
against the euro. The reference basket comprises the
euro (56.8 %), the GBP (21.6 %) and the USD
(21.6 %). In 2000 and 2001, the Maltese pound rose
by 1.9 % and 2 % respectively against the euro.

In Poland, the zloty lost over 20 % of its value between
the end of 1995 and the end of 1999, under a devalua-
tion plan introduced by the monetary authorities (0.3 %
a month from March 1999 to 11 April 2000 against a
basket comprising 55 % euro and 45 % dollar). Since 12
April 2000, the zloty has been floating freely on the for-
eign exchange markets, rising by some 8 % in 2000 and
10 % in 2001. During the first four months of 2002, how-
ever, the Polish currency lost around 3 % against the
euro.

Romania — where inflation remains very high — saw its
currency drop from 3 384 lei to the euro at the end of
1995 to 27 817 at the end of 2001. However, although
the leu depreciated by over 30 % a year between 1996
and 1999, it fell by only 24 % in 2000 and 12 % in 2001.

Up to August 1998, the Slovak koruna enjoyed the
advantages of a relatively stable exchange rate of
between 38 and 39 koruny to the ecu. It was then tied
to a basket made up of the German mark and the US
dollar. On 2 October 1998, the Slovak monetary
authorities introduced a managed floating exchange
rate, and from that point on the currency's value plum-
meted, falling 11 % against the ecu over 1998 as a
whole. Since then, with the exception of a 3.5 % drop
in 2000, the koruna has been more stable, regaining
1.9 % in 1999 and 2.7 % in 2001. The first few months
of 2002 would seem to indicate that the rate against
the euro is stabilising.

The Slovenian tolar declined steadily against the
ecu/euro during the period in question, falling from
177.282 tolars to one euro to 218.836 between the end
of 1996 and the end of 2001. With the exception of
1999 and 2001, when the currency fell by only 1 % and
2.4 % respectively, it lost some 5 % of its value every
year between 1996 and 2001.

Between the start of 1996 and the end of 2001, Turkey's
currency declined by 93.7 % from 80 441 Turkish liras to
the ecu/euro to 1 269 500. In 2001 alone, the devalua-
tion rate for the lira against the euro was 51 %, where-
as it had fallen by only 13 % in the previous year.
However, in the first four months of 2002 the exchange
rate recovered a certain amount of stability.

Public deficit and debt

The government deficit/surplus and debt statistics of
the candidate countries do not yet fully comply with EU
methodological requirements, but may nevertheless
be considered fairly reliable measures of the govern-
ment financial position. Broadly speaking, the deficit
[/surplus refers here to the national accounts concept of
general government net borrowing/net lending of the
European system of accounts (ESA 95). General gov-
ernment comprises the subsectors of central govern-
ment, state (regional) government, local government,
and social security funds.

In some cases the public finances of candidate coun-
tries compare favourably with those of many EU coun-
tries, particularly in terms of the debt position. However,
the large structural changes which have taken place in
these economies have resulted, for some countries, in
sharp swings in the deficit/surplus. Overall, it may be
said that no particular trend in government finances has
been evident during the years 1997-2001.

On an individual country level, the financial balance of
Bulgaria and Estonia has tended to be in surplus or
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show a small deficit. The outstanding government debt
of Estonia is also exceptionally low. Latvia, Lithuania,
and Slovenia have also relatively low deficits and debt.
Malta and Hungary have recorded sizeable deficits,
but the trend was improving until 2001. The double-
digit deficit of the Slovak Republic in 2000 was partly
caused by writing-off debts of the banking sector.
Turkey has recorded persistently high deficits, made
worse in 2001 by the financial crisis which broke out
towards the end of the previous year, causing also the
debt to reach a figure in excess of GDP.

Interest rates

The link between interest rates and inflation has been
apparent among the candidate countries: rates have
tended to be higher in those countries suffering from
relatively high inflation, most notably Romania, Turkey,
and (until 1998) Bulgaria. As the general trend in infla-
tion in 1996-2001 has been downwards, so have inter-
est rates fallen. The most spectacular example was in
Bulgaria, where inflation fell rapidly following the
establishment of a currency board in July 1997.

Interest rates in the Baltic States, Malta and Cyprus
have generally been relatively low since 1996, joined
by the Czech Republic since 1999. Meanwhile rates in
Hungary, Slovenia, and the Slovak Republic have
tended to move lower. One exception to the downward
trend occurred in 2000, in Poland, where monetary
policy was tightened in order to reduce inflationary
pressures and the risk of an overheating economy.
However, in 2001 Polish rates were eased, the day-to-
day money rate falling from around 20 % at the begin-
ning of the year to below 12 % at the end.

Turkish interest rates moved sharply upwards towards
the end of 2000, as weaknesses in the stabilisation pro-
gramme became apparent, causing a financial crisis.
The day-to-day money rate reached a peak of 400 %
(monthly average) in February 2001, before falling
sharply, and ending the year at below 60 %.

Table 2.2.9. Interest rates as a % (day-to-day
money market rates, annual average)

1996 1997 1998 1999 2000 2001
BG 2864 136.8 24 2.6 2.9 3.7
cYy 6.9 4.7 4.8 5.2 6.0 4.9
cz 1.6 192 136 6.8 5.3 5.0
EE 3.5 6.5 1.7 4.9 4.8 4.5
HU 238 208 180 14.8 1.1 109
Lv 13.1 3.7 44 4.7 3.0 5.2
LT ; : 6.1 6.3 3.6 3.4
MT ; 5.2 5.5 5.0 4.7 4.7
PL 212 227 211 14.1 181 1741
RO 534 860 809 808 448 410
SK 116 246 145 1.5 8.0 7.3
Si 13.8 9.6 74 6.8 6.8 6.7
TR 76.2 703 746 735 567 920

Source: Eurostat.
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Table 2.2.10. General government deficit () or
surplus (+) (as a % of GDP)

1997
BG () -0.3
CYy :
Cz -27
EE 2.0
HU -6.8
Lv :
LT (3 -1.1
MT -10.7
PL (3 -43
RO (4) -45
SK -57
Sl :
TR -134

1998
1.3

-45
-04
-8.0
-0.7

-3.1

-10.8
-23
-3.2
-47
-23

-19

1999 2000
02 -06
-32 -33
40 -04
-53 -30
-53 -27
-56 -27
-83 -70
-15 -18
-45 -45
-64 -128
-22 -32
-187 -6.0

2001
1.7

-55
0.2
-41
-16
-19
-70
-39
-34
-56
-25
-28.7

(1) For 2001, sector classification does not appear to be fully in
accordance with ESA 95 methodology.

(2) Data for 1997-2000 are not strictly in accordance with ESA 95
methodology in terms of treatment of accrued expenditure.

(3) Data for 1999-2001 are subject to verification of sector classi-
fication of open pension funds in accordance with ESA 95

methodology.

(4) Data not fully verified: statistical treatment of financial defea-
sance does not appear to be in accordance with ESA 95

methodology.
Source: Eurostat.

Table 2.2.11. General government debt

(as a % of GDP)

1997
BG () 107.4
CY :
CcZ 13.0
EE 6.8
HU 64.2
LV :
LT (3 15.7
MT 515
PL (3 46.9
SK 29.7
S| ;
TR 53.1

1998
79.6

13.7

6.0
61.9
10.6
171
64.9
416
18.0
28.9
25.1
50.1

1999
79.3

14.5

6.5
61.0
13.7
23.0
59.9
427
24.0
40.2
26.4
65.9

2000
73.6

17.0

5.1
55.4
13.9
240
60.7
38.7
240
452
216
56.4

2001
66.3

23.7
4.8
53.1
16.0
23.1
65.7
39.3
233
441
21.5
102.5

(1) For 2001, sector classification does not appear to be fully in
accordance with ESA 95 methodology.

(2) Data for 1997- 2000 are not strictly in accordance with ESA
95 methodology in terms of treatment of accrued expendi-

ture.

(3) Data for 1999-2001 are subject to verification of sector clas-
sification of open pension funds in accordance with ESA 95

methodology.

(4) Data not fully verified: statistical treatment of financial defea-
sance does not appear to be in accordance with ESA 95

methodology.
Source: Eurostat.
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Interest rates tended to ease in the candidate coun-
tries in the first three months of 2002, the day-to-day
money rate in Hungary, for example, falling below 10 %.

Rates fell to particularly low levels (below 2 %) in
Bulgaria and Lithuania.
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2.3. External trade

Extra-EU trade

Total extra-EU trade flows

Figure 2.3.1 shows that extra-EU trade increased each
year between 1990 and 2001. However, as the figures
are measured in nominal terms, it is sometimes difficult
to assess the actual size of the increase, especially
when there has been high inflation or exchange rate
movements.

After a dramatic increase in 2000, the EU deficit fell from
EUR 91.4 billion to EUR 44.1 billion in 2001.

Between 1990 and 2001, the average export growth
rate has been 8.7 %, due to the combination of sluggish
growth during the early 1990s followed by a sharp
upturn in EU sales to non-member countries, starting in
1993. In 2001, extra-EU exports recorded a growth rate
of 3.7 % over the previous year.

Among the Member States, Germany has always been
the main extra-EU exporter, accounting for 29.3 % of the
total in 2001. France, the United Kingdom and ltaly fol-
low with shares of 14.5 %, 13.2 % and 12.7 % respec-
tively. During the 1990s, the total share of the four lead-
ers has remained almost stable at about 70 %. Ireland,
whose export share has more than trebled since 1990,
has recorded the most spectacular increase.
Table 2.3.1. Extra-EU trade
1990 1999 2000
EU-15 exports (billion EUR)
390.6

760.2 942.0

Exports as a % of EU-15

B (1) 5.0 5.2 55
DK 2.3 2.1 2.0
D 28.8 285 276
EL 0.5 0.6 0.7
E 38 37 3.9
F 155 15.1 144
IRL 1.0 3.0 3.3
| 12.7 12.1 12.3
L () : 0.1 0.2
NL 5.2 55 5.7
A 2.7 3.0 3.0
P 0.6 0.5 0.6
FIN 2.0 2.2 2.3
s 43 44 44
UK 15.6 13.9 14.1

(1) Luxembourg included with Belgium until 1998.
Source: Eurostat, Comext.

2001

977.0

4.7
2.0
29.3
0.6
3.8
14.5
3.5
12.7
0.1
56
3.1
0.6
2.3
3.9
13.2

The general trend in extra-EU imports has been similar
to that for exports. After declining in 1992, EU purchas-
es from non-member countries started rising slightly in
1993 and continued to increase over the years up to
2000. After a sharp increase of about 33 % in 2000,
extra-EU imports decreased by 1.2 % in 2001.

Germany was the main outlet for exports from non-
member countries to the Union, with 23.8 % of the
total in 2001, followed by the United Kingdom
(18.2 %), France (12.5 %), ltaly (11.1 %) and the
Netherlands. The total share of these five countries
together was stable during the 1990s, representing
over three-quarters of total extra-EU imports.

Between 1991 and 1997 the extra-EU trade balance
had improved each year, and a surplus of ECU 48.6
billion was reached in 1997. In 1998 the surplus fell
to ECU 22.9 billion and, since 1999, the EU has been
recording a trade deficit up to EUR 91.4 billion in
2000. In 2001, the deficit fell to EUR 44.1 billion.

While the total extra-EU trade flows are in deficit, the
balances of individual Member States are widely
divergent. Germany has usually recorded the great-
est surplus among the Member States. During recent
years, after absorbing the shock of reunification in the
early 1990s, it has again produced the greatest extra-
EU surplus, reaching EUR 42.8 billion in 2001. After
a strong increase in its trade surplus, Ireland repla-
ced Sweden in second place in 2001 with a surplus of

1990 1999 2000 2001
EU-15 imports (billion EUR)
439.4 710.5 779.2 1025.6
Imports as a % of EU-15
5.8 5.9 5.8 5.4
1.8 1.7 15 1.6
232 241 235 23.8
1.1 1.2 14 14
5.7 5.1 5.5 55
13.9 12.6 12.3 125
1.0 22 20 1.9
12.3 10.2 10.8 1.1
: 0.2 0.2 0.3
8.8 1.1 1.2 10.9
26 24 24 26
1.2 1.1 1.0 1.1
1.9 1.3 14 1.3
35 2.7 2.7 24
17.3 18.3 18.2 18.2

(1) The tables and charts in this chapter on EU trade are compiled by Eurostat using data forwarded by Member States according to har-
monised concepts and definitions. Therefore, results may differ from national publications.
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Figure 2.3.1. Extra-EU trade flows 1990-2001 (billion EUR)

2001

2000 -914

1999

1998

1997

1996

1995

1994

1993

1992

1991

1990

300 500 700 900

Exports Imports

48.6

45.3

W Trade balance

Source: Eurostat, Comext.

EUR 14.7 billion, followed by France (EUR 13.8 bil-
lion) and Sweden (EUR 13.7 billion).

Table 2.3.2. Extra-EU trade growth rates (as a %)
Exports Imports

2001/2000 2001/1990 (2 2001/2000 2001/19902)

EU-15 37 87 12 8.0
B (") -12.0 8.1 -85 73
DK 75 74 26 6.7
D 9.9 8.8 0.0 8.2
EL ~106 107 10 10.4
E 0.8 8.8 ~03 7.7
F 43 8.0 0.2 6.9
IRL 11.4 218 _58 14.6
I 73 8.7 1.0 6.9
L (1 ) -07 : 384 :
NL 1.7 9.4 _34 10.1
A 73 10.1 85 8.0
p 43 7.9 20 6.9
FIN 1.0 10.0 —6.4 43
s -85 7.7 ~139 43
UK -24 7.1 -1.1 8.5

(1) Luxembourg included with Belgium until 1998.

(2) Annual growth rates average.
Source: Eurostat, Comext.

Table 2.3.3. Extra-EU trade balance

2001/

1990 1999 2000 2001 .

In billion EUR A

variation

EUA15  _489 —-196 -914 —441 47.3
B (1) ~60  -60  -81 -92 ey
DK 10 26 27 37 1.0
D 109 289 174 428 257
EL ~30  -47  -74 -83 09
E ~102  -116  -196 -192 05
F ~05 163 82 138 56
IRL ~03 59 99 147 47
I _46 126 41 14 73
L () . _08  -07 -15 08
NL _184 447 616 -568 48
A ~07 45 39 39 00
P _30 -43  -56 -56 00
FIN 05 6.3 79 90 11
S 15 124 133 137 0.4
UK 152  -369 —-554 —566 11

(1) Luxembourg included with Belgium until 1998.
Source: Eurostat, Comext.
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By contrast, the Netherlands and the United Kingdom
registered, as almost always, the highest deficits
totalling EUR 56.8 billion and EUR 56.6 billion
respectively in 2001. Nevertheless, the Dutch deficit
should be seen in the light of its intra-EU surplus and
its transit role in EU trade.

Extra-EU trade by main partner
Exports

In the period under review, the group of industrialised
countries made up of the United States, Japan and
EFTA represented the main market for the EU as a
whole. The United States is the main individual part-
ner for extra-EU exports with a 24.3 % share in 2001.
Japan's share of extra-EU exports has fallen from its
1996 peak to 4.6 %, while the share of exports to
EFTA has declined slightly to 10.5 %.

The central and east European countries (CEECS)
and the Commonwealth of Independent States (CIS)
together received 18.0 % of extra-EU exports in 2001,
and have steadily increased their share of EU exports
over recent years.

African markets dramatically reduced their share,
partly due to the fall in primary goods prices.

Latin America's share of extra-EU exports fell to
5.8 % in 2001. In fact, thanks to the economic recovery,
the EU export share to these countries began to
increase from the beginning of the 1990s.

Table 2.3.4. Extra-EU trade, by partner
1990 1999 2000

EU-15 exports (billion EUR)

390.6 760.2 942.0

Exports as a % of EU-15

us 212 24.1 24.7
JP 6.3 4.7 4.8
EETA 15.3 16 10.5
CEEC 6.2 134 13.3
cIs : 2.8 3.0
Africa 11.9 75 7.0
Latin America 43 6.0 58
DAE 7.9 8.2 8.7
China 15 25 2.7
Near-Middle East 7.9 6.5 6.3
Oceania 2.6 2.3 2.1
ACP 45 4.1 4.1
Mediterranean Basin 124 16 16
ASEAN 44 4.1 43
OPEC 9.6 5.8 5.7
NAFTA 24.9 27.6 28.4

Source: Eurostat, Comext and IMF-DOTS.
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The export share of the dynamic Asian economies
(DAE) reached 8.3 % in 2001, and has begun to
recover from the financial crisis in the region.

The relatively low share of extra-EU exports to China
in comparison to other partners (3.1 % in 2001)
should be noted.

EU exports to Near and Middle Eastern countries
have fallen back to below 7 % in recent years.

Oceania's extra-EU export share has remained at
around 2 % since 1991.

Imports

The group of industrialised countries constituted by
the United States, Japan and EFTA are by far the
most important suppliers to the European Union. The
United States is also the main individual partner for
extra-EU imports, with a share of 19.0 % in 2001.
Japan's share has declined, from a peak of 12.2 % in
1992 to 7.4 % in 2001. The share of imports from
EFTA has also declined in the last three years, to
10.6 % in 2001.

The CEECs and CIS, which accounted for 9.0 % in
1992, accounted together for 17.0 % of total extra-EU
imports in 2001. This trend reflects the economic
changes that occurred in these countries during these
years. After the crisis that followed the dissolution of
Comecon, the CEECs quickly redirected their trade
towards the EU markets.

2001 1990 1999 2000 2001
EU-15 imports (billion EUR)
977.0 439.4 779.8 10334 1021.1

Imports as a % of EU-15

24.3 20.8 20.6 19.3 19.0
4.6 1".7 9.2 8.4 74
10.5 13.3 10.8 10.5 10.6
14.1 54 10.2 9.9 1.4
3.9 : 41 5.3 5.6
7.1 11.6 7.3 8.1 8.5
5.8 6.2 4.8 4.7 48
8.3 8.2 10.9 10.6 9.6
3.1 2.6 6.4 6.8 74
6.6 6.0 41 5.1 44
2.0 1.6 1.3 1.2 1.3
41 4.8 4.2 4.2 4.6
10.3 10.1 8.1 8.6 8.9
43 4.0 7.1 6.9 6.4
6.5 10.6 6.2 8.3 75
28.1 238 22.9 217 21.5
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Table 2.3.5. Extra-EU trade balance, by partner

1990 1999 2000
Billion EUR

Extra EU-15 -48.9 -19.6 -914
uUs -87 224 334
JP -26.9 -36.5 -422
EFTA 1.1 33 -93
CEEC 0.5 21.7 22.3
Cis ; -11.0 -272
Africa -45 -0.1 -17.8
Latin America -10.1 8.5 5.7
DAE -52 -232 -279
China -586 -30.3 -448
Near-Middle East 45 17.7 6.9
Oceania 2.9 7.3 7.3
ACP -36 -1.1 -5.0
Mediterrean Basin 43 25.0 20.8
ASEAN -04 - 241 -30.7
OPEC -91 -44 -322
NAFTA -741 31.2 42.7

(1) Imports and exports.

Source: Eurostat, Comext and IMF-DOTS.

Africa, Latin America and Oceania all saw a decrease
in their shares during the period under review.

The DAE and China have become very important
suppliers to the European Union in recent times.
Their shares of total EU imports were 9.6 % and
7.4 % in 2001.

Trade balance

The EU's trade balance with the United States has
moved into a significant surplus over recent years,
reaching EUR 43.8 billion in 2001.

Both in relative terms (as a percentage of trade with
each country), and in value, bilateral trade with China
recorded the biggest deficit in 2001 (43.3 % or EUR
45.7 billion), whereas Japan ranked in second place
for the same year (25.5 % or EUR 30.6 billion).

The European Union has registered remarkable
improvements in its trading position with the CEECs.
A surplus of ECU 0.5 billion in 1990 shifted to a sur-
plus of EUR 21.5 billion in 2001.

An increase in the EU exports to the CIS countries
led to a significant reduction of the trade deficit in
2001.

The EU balance with Latin America and Near and
Middle Eastern countries declined in 2000 (surpluses
of EUR 5.7 billion and EUR 6.9 billion respectively) to

2001 1990 1999 2000 2001
As a % of total trade ()

—-44.1 -59 -13 -46 -22
43.8 -5.0 6.5 7.8 10.1
-30.6 -354 -34.1 -32.0 -255
-56 0.9 1.9 -45 -26
21.5 1.0 1.9 9.8 8.5
-19.7 : -20.9 -329 -20.7
-17.1 -4.6 -01 -1.9 -11.0
7.1 -229 10.3 5.5 6.7
-16.5 -78 -158 -14.6 -9.2
-45.7 -324 -43.9 -46.8 -433
19.4 79 21.8 6.2 17.7
6.9 16.9 26.8 23.2 21.2
-75 -93 -16 - 6.1 -86
10.0 4.6 16.5 10.5 5.2
-234 -12 -279 -276 -217
-12.7 -10.8 -48 -23.0 -91
55.2 -35 8.0 8.7 1.2

sharply increase in 2001 (especially with the Near
and Middle Eastern countries) reaching surpluses of
EUR 7.1 billion and EUR 19.4 billion.

The trade position with the DAE improved in 2001,
with a EUR 16.5 billion deficit compared with EUR
27.9 billion in 2000.

The trade deficit recorded with OPEC countries
decreased in 2001 due to a combined reduction of
prices and volumes of crude oil imports.

Extra-EU trade by main product

The European Union is a traditional exporter of man-
ufactured products; in 2001, the share of manufac-
tured products in total extra-EU exports reached
88.2 %.

Among manufactured products, the biggest share of
extra-EU exports was accounted by machinery and
transport equipment (47.0 % of total extra-EU exports in
2001). During the period under consideration, the share
of chemical products also grew while the group “Other
manufactured goods” remained stable at around 27 %.

The corresponding reduction in the share of primary
products was mainly due to the declining importance of
extra-EU exports of agri-food products (5.2 % in 2001).
Meanwhile exports of crude materials were fairly sta-
ble at around 2 %.
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Table 2.3.6. Extra-EU trade, by product

1990 1999

Exports (billion EUR)

2000

Total 390.6 760.2 942.0
Exports as a %
Primary products 12.2 9.9 10.5
Food, beverages, tobacco 74 57 53
Crude material 2.3 2.0 2.0
Energy 25 2.2 3.2
Manufactured goods 81.7 874 87.2
Chemicals 1.3 14.0 13.8
Machinery, transport 39.9 46.3 46.6
Other manufactured goods 30.5 271 26.9
Not classified elsewhere 6.1 2.6 2.2

Source: Eurostat, Comext.

The trend in extra-EU imports clearly shows the
growing role of manufactured products. Primary prod-
ucts accounted for only 24.5 % in 2001. During the
last decade, various factors substantially modified the
EU import structure and consequently the share of
manufactured imports increased reaching 72.3 % in
2001.

Machinery and transport equipment increased its
share and it became the most important group of prod-
ucts imported, reaching 37.0 % in 2001. Chemicals
and other manufactured products were more stable,
with shares of 7.5 % and 27.8 % in 2001. Over the last

Table 2.3.7. Extra-EU trade balance, by product

1999
Total -19.6
Raw material -93.1
Food, beverages, tobacco -6.5
Crude material -249
Energy -61.7
Manufactured goods 75.6
Chemicals 417.7
Machinery, transport 45.9
Other manufactured goods -18.0
Not classified elsewhere -22

(1) Imports and exports.
Source: Eurostat, Comext.
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2001 1990 1999 2000 2001
Imports (billion EUR)
977.0 439.4 779.8 1033.4 1021.1
Imports as a %

9.7 33.1 21.6 24.6 245
5.2 8.4 6.4 5.3 5.7
1.8 7.7 5.2 49 4.8
26 17.0 10.0 14.4 14.1
88.2 61.0 75.5 721 72.3
14.3 6.5 7.6 6.9 75
47.0 28.3 39.2 38.2 37.0
26.9 26.2 28.7 271 278
22 5.9 2.8 33 3.2

four years the rising oil price has led to a dramatic
increase in the share of energy in EU imports, from
8.7 % in 1998 to 14.1 % in 2001.

The European Union economy, based on manufacturing
industry, has a structural deficit in the primary sector
(EUR 155.9 billion in 2001) and a structural surplus in the
manufactured goods sector (EUR 123.7 billion in 2001).

The energy deficit stabilised in 2001 (EUR 118.6 billion
compared with EUR 118.8 billion in 2000) while the
surplus for machinery and transport equipment has
strongly increased (EUR 81.5 billion in 2001 compared
with EUR 44.5 billion in 2000).

2000 2001 1999 2000 2001
Billion EUR As a % of total trade ()

-91.4 -44.1 -13 -46 -2.2
-155.3 -155.9 -38.1 -44.0 -452
-49 -6.6 -6.9 -47 -6.1
-31.6 -30.7 -448 -457 -459
- 1188 -118.6 -65.0 -66.3 -70.3
76.3 123.7 6.0 4.9 7.7
58.2 63.7 28.8 29.0 294
445 81.5 7.0 5.3 9.7
-26.4 -215 -42 -50 -39
-124 -12.0 -51 -22.7 -221
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Intra-EU trade

Figure 2.3.2. Intra-EU trade (as a % of total trade)

The Intrastat system was introduced on 1 January
1993 due to the abolition of customs formalities with-
in the EU. Since that date, data have been collected
directly from firms. As the Intrastat system for collect-
ing data is different from the system used in previous
years, the change in the figures between 1992 and
1993 should be interpreted with caution.

Share of intra-EU trade in total EU trade flows

Intra-EU trade has always represented more than
50 % of the EU's total trade, and at present it is around
60 %. Since 1970, there have been four periods when
intra-EU trade declined as a percentage of total EU
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trade. During the periods 1973-75, 1979-81 and

1998-2001, the relative importance of intra-EU trade
fell sharply due to increases in primary goods prices.
The total value of extra-EU imports went up, raising
total extra-EU trade figures in comparison with intra-
EU trade. In 1993, in spite of implementation of the
internal market, another decline in the relative impor-
tance of intra-EU trade occurred. At this time the collec-
tion of intra-EU data was reorganised. A substantial drop
in intra-EU figures, implying a certain degree of underes-
timation of flows, corresponded with the introduction
of Intrastat. In particular, arrivals are underestimated,

Table 2.3.8. Intra-EU dispatches/arrivals

1990 1999 2000 2001
Dispatches (billion EUR)
787.3 13380 1563.2 1583.4
As a % of total exports ()

EU-15 66.8 63.8 62.4 61.8
B (3) 79.9 76.4 744 771
DK 68.4 67.0 66.9 65.8
D 64.0 57.5 56.5 55.2
EL 68.0 53.9 43.5 43.9
E 67.6 71.2 70.3 69.5
F 65.3 62.4 61.6 60.6
IRL 78.6 66.0 63.2 62.9
| 62.8 58.2 55.5 53.8
L (3) : 85.4 84.2 87.2
NL 814 79.5 78.7 78.6
A 67.2 62.9 61.4 61.5
P 81.2 83.2 80.3 79.7
FIN 62.2 57.7 55.7 53.7
S 62.3 58.4 55.9 54.7
UK 57.3 58.6 57.0 57.6

(1) Dispatches and exports.
(2) Arrivals and imports.

(3) Luxembourg included with Belgium until 1998.
Source: Eurostat, Comext.

Source: Eurostat, Comext.

and dispatches are considered the most reliable figure of
intra-EU trade. However, it is difficult to assess to what
extent the shift in 1993 is a statistical phenomenon.

The volume of intra-EU trade did in fact increase sig-
nificantly with the enlargement of the EU in 1995, since
the trade of Austria, Sweden and Finland is strongly
geared to the EU market. Thus, the intra-EU share
of total EU trade before the three new Member States
joined the EU was 58 % in 1994. One year later, in 1995,

1990 1999 2000 2001
Arrivals (billion EUR)
786.6 12701 1484.2 14885
As a % of total imports (2)

64.2 62.0 59.0 59.3
74.2 70.4 68.7 70.8
69.4 69.8 68.3 68.4
62.1 57.8 54.9 55.8
67.7 66.8 56.0 54.3
62.3 68.7 66.4 64.5
68.1 66.6 65.1 64.9
73.9 61.7 62.2 65.2
61.9 61.5 56.7 56.5
: 81.7 82.6 78.2
63.7 55.1 511 51.8
70.7 72.3 68.8 68.2
72.0 78.1 751 741
60.5 65.4 61.9 63.5
63.4 67.7 64.2 65.2
56.5 53.2 494 50.0
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when the enlargement took place, the share
of intra-EU trade reached around 64 %. The EU time
series presented in this publication do not show this
shift, because they are calculated as if all 15 Member
States had belonged to the EU since the beginning in
order to keep the time series stable. Nevertheless, the
time series reflects the increasing importance of intra-
EU trade within total EU trade. This has become pos-
sible because the links among Member States'
economies have become stronger over the last few
decades.

The share of intra-EU trade varies widely from one
Member State to another. As a general rule, for rela-
tively small countries such as Luxembourg, Portugal,
Belgium and Denmark, the shares are higher, while
Italy, Germany and the United Kingdom have lower
ratios. Some countries like France are in an intermedi-
ate position.

As mentioned above, dispatches are considered the
most reliable figure for analysing intra-EU trade.
Manufactured goods registered the highest share of
total intra-EU trade with 80.8 % in 2001. As in the case
of extra-EU trade, the most dynamic product category
in the last 10 years has been machinery and transport
equipment, which grew from 36.2 % in 1990 to 41.3 %
in 2001, while chemical products increased by two per-
centage points during the same period.

The intra-EU share for primary products decreased
from 17.3 % in 1990 to 15.8 % in 2001. In 2001, intra-
EU trade as a percentage of total EU trade in primary
products and manufactured products was fairly simi-
lar (around 59 % and 61 %), although up to 1992
the ratio for manufactured products was always sig-
nificantly higher. This reflects the fact that extra-EU

Table 2.3.9. Intra-EU dispatches, by product
(as a %)

1990 1999 2000 2001
Total (billion EUR) 787.3 1 338.0 1563.9 1583.4

Shares (as a %)

Primary products 173 154 161 158
Food, beverages, tobacco 9.9 95 8.8 8.9
Crude material 4.0 3.0 3.0 2.8
Energy 3.5 29 4.3 4.1
Manufactured goods 786 822 818 80.8
Chemicals 107 126 129 134
Machinery, transport 362 420 421 413

Other manufactured goods 317 276 269 26.0
Not classified elsewhere 41 24 21 34

Source: Eurostat, Comext.
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trade in manufactured goods is becoming more
important. Major differences can be found between
product categories. In the case of primary products
the intra-EU ratios for food products were conspicu-
ously higher (71.6 % in 2001) than those for fuel
products and crude material (42.9 % and 57.1 %
respectively), which are more oriented to extra-EU
trade. As for manufactured products, the intra-EU
ratios for chemicals were higher (66.1 %) than those
for machinery and transport equipment and other
manufactured goods (both around 60 %).

Figure 2.3.3. Total intra-EU dispatches and
arrivals (billion EUR)

1800
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NB: Arrivals have been underestimated since 1993 (introduction of
Intrastat).
Source: Eurostat, Comext.

Table 2.3.10. Intra-EU share of total trade (') by
product (as a %)

1990 1999 2000 2001

Total 655 629 60.7 60.6
Raw material 584 625 585 587
Food, beverages, tobacco 701 729 721 716
Crude material 593 588 578 5741
Energy 39.0 439 425 429
Manufactured goods 675 63.0 613 60.7
Chemicals 696 671 66.7 66.1
Machinery, transport 66.7 623 604 60.0

Other manufactured goods 67.7 623 603 59.0
Not classified elsewhere 623 611 555 68.1

(1) Intra and extra.
Source: Eurostat, Comext.
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Intra-EU trade balance

Since 1993 and the introduction of the Intrastat system
(see note above), the sums of the intra-EU arrivals and
dispatches recorded by the Member States do not tally
as they should do theoretically. Before 1993, although
divergences existed, they were relatively small, but
from 1993 new statistical problems occurred, mainly
because of non-response from firms and the threshold
system introduced.

As far as the threshold system is concerned, the import
(arrival) flow is in principle less concentrated than the
export (dispatch) flow and this could partially ex-
plain the underestimation of arrivals: with Intrastat, the
smaller companies are no longer obliged to make a
statistical declaration. Only a few Member States pro-
duce “corrected” figures which take account of the
threshold effect.

The statistical discrepancies in intra-EU trade flows
make it difficult to assess the development of intra-EU
trade balances by Member States. This applies par-
ticularly to the transition from 1992 to 1993. However,
the following can be concluded:

Since 1985, the Netherlands has almost always
recorded the largest intra-EU surplus. In 2001, it
reached EUR 81.6 billion, followed by Germany
(EUR 44.2 billion), Belgium (EUR 21.5 billion) and
Ireland (EUR 21.3 billion).  Nevertheless, the
Netherlands is a special case, as an important part of
its trade is “in transit” (i.e. coming from outside the EU
and going to another Member State). This is consistent

Table 2.3.11. Intra-EU trade balance (billion EUR)

1990 1999 2000 2001
B (") 4.2 19.5 19.9 215
DK 14 1.6 35 33
D 33.9 36.3 42.0 442
EL -6.3 -135 -129 -123
E -10.4 -174 -246 -17.7
F -16.2 -6.2 -194 -18.2
IRL 2.6 17.1 18.6 213
| -46 14 -22 -22
L (" : -20 -25 -08
NL 20.7 56.3 77.7 81.6
A -55 -94 -89 -82
P -36 -10.1 -11.3 -10.2
FIN 0.2 3.2 4.7 2.8
S 1.2 2.9 2.1 04
UK -16.9 -125 -78 -10.6

(1) Luxembourg included with Belgium until 1998.
Source: Eurostat, Comext.

with its large extra-EU deficit. The growth in the Irish
surplus during the 1990s is particularly impressive.

France, Spain, Greece and the United Kingdom
recorded the largest intra-EU deficits, totalling EUR
18.2 billion, EUR 17.7 billion, EUR 12.3 billion and
EUR 10.6 billion respectively in 2001.

For some countries at different periods, their global
deficits (their extra-EU deficits must be added) have
shown a dramatic increase in comparison with the size
of their economies (e.g. ltaly in the early 1980s and
Spain in the early 1990s).

Figure 2.3.4. Trade balances of EU Member States in 2001 (billion EUR)
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Source: Eurostat, Comext.
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2.4. International trade in services

Figure 2.4.1. Extra-EU trade in services, 1992-2000
(billion EUR)

Balance of payments

A country's external trade in services is registered in
its balance of payments (BOP). The balance of pay-
ments records all economic transactions undertaken
between the residents of a country and the non-resi-
dents during a given period of time.

The balance of payments of the European Union is
compiled as the sum of harmonised balance of pay-
ments accounts of the 15 Member States. The bal-
ance of payments of the EU institutions is also added
to the European Union aggregate.

The methodological framework is that of the fifth edi-
tion of the International Monetary Fund (IMF) balance
of payments manual.

In 2000, the EU was the world's largest trader in serv-
ices. Extra-EU exchanges (exports and imports) of
services amounted to EUR 590.8 billion, making for
24 % of total world trade in services. The United States
ranked second with EUR 550.9 billion and a share of
22 % whereas Japan's imports and exports of services
reached EUR 201.6 billion, leaving an 8 % share in
total world exchanges of services.

The extra-EU surplus in services remained stable at
EUR 5.6 billion in 2000. Nevertheless, there were dis-
parate trends between the most relevant types of servic-
es; hence, the EUR 1.9 billion surplus in other business
services (2) in 1999 moved into a EUR 3.6 billion deficit
in 2000. In contrast, the travel deficit contracted at
EUR - 3.0 billion in 2000, EUR 2.0 billion less than in
1999.

Extra-EU trade in services in 2000: almost double
1992 volume

Trade in services has grown markedly since 1992 with
EU imports and exports of services rising from
ECU 304.5 billion in 1992 to EUR 590.8 billion in 2000.
The annual growth rate of trade in services attained in
2000 was the highest since 1992, with both credits and
debits growing by 18 %. However, over the same peri-
od, debits rose more rapidly than credits, and conse-
quently the surplus diminished from ECU 13.8 billion in
1992 to EUR 5.6 billion in 2000. Since 1997, when the
balance of services reached a high of ECU 16.2 billion,
the surplus contracted uninterruptedly, although the
contraction was much more tempered in 2000
(= 3 % in 2000 against — 43 % in 1999).

350
300 15
250
200 10
150
100 5
50
0 0

1992 1993 1994 1995 1996 1997 1998 1999 2000

Exports Imports —@— Balance (right-hand scale)

Source: Eurostat.

Composition of extra-EU trade in services
remained unchanged in 2000

The share of the main categories of services in rela-
tion to the total remained practically unchanged in
2000. Three quarters of the total transactions in serv-
ices corresponded to transportation, travel and other
business services. Royalties and licence fees repre-
sented 6 % of total services whilst financial services
accounted for 5 % after boosting by 32 % in 2000.
Computer and information services and construction
services cornered 3 % of EU total transactions in
services each. Finally, insurance services, communi-
cations services, personal, cultural and recreational
services and government services, n.i.e. presented
all a share of 2 %.

(2) The item “other business services” covers merchanting and other trade related services; operational leasing; legal, accounting, manage-
ment consultancy and public relations services; advertising, market research and public opinion polling services; research and develop-
ment services; architectural, engineering and other technical services; agricultural, mining and on-site processing; other; services

between affiliated enterprises, n.i.e.
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Figure 2.4.2. Breakdown of total extra-EU transactions in services in 2000
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EU services in 2000: travel deficit contracted by
EUR 2.0 billion and transactions in transportation
services boosted by 23 %

Air transport presented a EUR 7.6 billion surplus
in 2000, which contrasted with the deficits recorded by
sea transport and other transportation, EUR — 3.1 billion
and EUR - 1.5 billion, respectively. Moreover, exports
and imports of transportation services increased by
23 % and 24 %, respectively, together amounting to
EUR 149.7 billion, mainly due to the striking rise of sea
transport, which saw a 35 % growth in 2000.
Additionally, the deficit in travel contracted notably in
2000, totalling EUR — 3.0 billion. The volume of travel
transactions in 2000 was more than double that of 1992.

The customary EU surplus in insurance services rose to
EUR 5.3 billion in 2000; however, the main contribution
to the EUR 5.6 billion surplus in the balance of services
was from financial services, which yielded a EUR 9.3 bil-
lion surplus in 2000 (EUR 2.3 billion more than in 1999).

Both exports and imports of financial services rose by
32 % in 2000 in relation to 1999 recording an unprece-
dented growth rate. Hence, exports amounted to EUR
18.7 billion while imports totalled EUR 9.3 billion.
Nevertheless, concerning cumulative growth since
1992, the most stunning rise was recorded in computer
and information services; these transactions multiplied
more than fourfold during this period, passing from
EUR 3.7 billion to EUR 15.7 billion.

The noteworthy deficit recorded in royalties and
licence fees (EUR - 7.6 billion), together with the
EUR — 3.6 billion deficit in other business services,
counterbalanced part of the positive results achieved
in other items. Regarding royalties and licence fees,
the deficit registered by this item has become a struc-
tural phenomenon in the EU, predominantly due to the
amount of the deficit accrued with the United States,
i.e. EUR - 10.1 billion in 2000. Nevertheless, the deficit
narrowed by EUR 0.9 billion in relation to 1999.
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Figure 2.4.3. Extra-EU balances by type of servic-
es (billion EUR)
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The most exceptional variation in terms of net flows
concerned other business services, passing from a
EUR 1.9 billion surplus in 1999 to a EUR - 3.6 billion
deficit in 2000. The balances of all its sub-items
recorded larger deficits or a less significant surplus
than in 1999. Thus, the largest deficit, obtained in mer-
chanting and other trade related services, passed from
EUR - 0.2 billion in 1999 to EUR — 3.9 billion in 2000.
The deficit in operational leasing stood at EUR — 0.8
billion in 2000 compared to EUR — 0.1 billion in 1999,
whereas the surplus in miscellaneous business, pro-
fessional and technical services decreased by
EUR 1.0 billion to EUR 1.2 billion.

The EU partners in trade in services

Trade in services with Japan reported the largest EU
bilateral surplus (EUR 8.2 billion) in 2000 whereas
exchanges with European countries other than EU and
EFTA countries led to the highest bilateral deficit
(EUR - 8.1 billion). Exchanges of transportation serv-
ices with the United States of America left a
EUR 7.8 billion surplus whilst the balance of royalties
and license fees amounted to EUR — 10.1 billion.

Table 2.4.1. Geographical breakdown of extra-EU trade in services 2000 (billion EUR)

Other America, United Aslla, o .

Extra EFTA European Africa exclu- States e):; u- J :ear;la Other

EU-15 (1) countries ding of | '"g apan a"r pio:r

?) USA America “2P2 egions
Services 5.6 35 -81 -13 0.8 20 -09 8.2 0.7 0.6
Transportation 3.0 0.6 -42 17 0.1 78 -22 2.3 08 -05
Travel -3.0 5.0 -58 -29 -26 14 -17 4.0 -05 0.1
Other services 56 -21 1.9 34 3.2 -72 3.0 19 04 1.0
Communications services -0.7 0.0 -04 -041 -0.2 0.2 -02 -041 0.0 0.0
Construction services 26 -01 0.3 1.1 04 0.7 0.3 0.0 0.0 0.1
Insurance services 53 0.3 0.2 0.2 1.2 25 0.6 0.2 0.1 0.0
Financial services 9.3 0.7 1.1 0.5 14 3.4 1.0 1.2 01 -01
Computer and information services 31 1.6 0.5 0.2 0.6 -03 0.2 0.2 0.1 0.0
Royalties and licence fees -76 -06 04 0.3 04 -10.1 1.3 0.2 0.2 0.3
Other business services -36 -35 0.5 1.5 -01 -21 0.1 0.1 -01  -041
Personal, cultural and recreational services -33 -04 -02 -041 -0.2 -2.6 0.0 0.1 0.0 0.0
Government services, n.i.e. 04 -041 -04 -03 -0.3 1.1 -0.3 0.0 0.0 0.8
Services not allocated 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

(1) European Free Trade Association.

(2) European countries other than EU and EFTA countries.
Source: Eurostat.

76



EY%

eurostat

THE UNION IN THE INTERNATIONAL FRAMEWORK

2.5. Foreign direct investment

Foreign direct investment (FDI) statistics give informa-
tion on one of the major aspects of globalisation. For
enterprises wanting to sell abroad, FDI is a supple-
ment or an alternative to cross-border trade in goods
and services.

Within the balance of payments statistics Eurostat
maintains an FDI database that comprises harmonised
and thus comparable data with a geographical and
activity breakdown of inward and outward FDI flows,
positions and earnings for the European Union, its
Member States and its major FDI partners.

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

FDI flows and positions

Through direct investment flows, an investor builds
up a foreign direct investment position that features

on his balance sheet. This FDI position (or FDI stock)
differs from the accumulated flows because of reval-
uation (changes in prices or exchange rates) and
other adjustments like rescheduling or cancellation of
loans, debt forgiveness or debt-equity swaps.

This section first gives a brief overview of recent trends
in FDI activity and presents the latest FDI flows figures
(for 2001 and revised data for 2000) for the EU as a
whole and for individual EU Member States. Secondly,
we look at the detailed geographical breakdown of the
EU direct investment outside the EU, using longer and
more detailed series that cover flows up to 2000 and

end-1999 positions (3).

FDI activity contracted in 2001 after four
years of high growth 4

The acceleration of globalisation in recent years has
brought a characteristically strong rise in foreign direct
investments (FDI) among the world's main economic
actors. For the European Union this trend was especial-
ly strong during the second half of the 1990s and in
2000. In 2000, after three years of strong growth, EU
outward FDI flows excluding reinvested earnings
reached the record level of EUR 323 billion (equivalent
to 3.8 % of the EU GDP). By the end of 2000 EU FDI
assets had risen to three times their 1995 value and
exceeded United States assets abroad. The EU FDI net
position was EUR 683 billion, equivalent to 8 % of GDP.

During the same period 1995-2000, the United States
reversed their historical role of net investor abroad and
became the major world recipient of FDI capital and a
net recipient in terms of annual FDI flows. The US net

Figure 2.5.1. EU FDI stocks with extra-EU countries, assets, liabilities and net 1995-2000

Billion ECU/EUR
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Assets

1998 1999 2000
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NB: The 2000 figures are estimated by cumulating 2000 flows to end-1999 positions and adjusting assets for exchange rate changes.

Source: Eurostat.

(3) See Eurostat EU FDI Yearbook 2001 for a complete presentation of the detailed series, also with respect to its breakdown between indus-

trial activities.

(4) The preliminary figures for 2001 presented here cover equity capital and inter-company loans but exclude reinvested earnings.
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Figure 2.5.2. USA FDI stocks with the rest of the world, assets, liabilities and net 1995-2000
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Source: BEA.

FDI position was still positive but close to zero at the
end of 2000. A high share of this investment came in
fact from the EU itself. At the same time, high growth
rates were also recorded for EU inward FDI. In
absolute terms, the value of EU inward FDI stocks
grew from ECU 367 billion at the end of 1995 to EUR
899 billion at the end of 2000. Comparing the EU with
the United States shows that the difference in the
value of FDI stocks held invested in the two economies
widened most significantly in 1999 and 2000 (°).

In 2001, however, EU FDI flows with extra-EU countries
saw a reduction by nearly 40 % on 2000, on both the

inward (— 39 %) and the outward (— 37 %) side. This
reflected a worldwide reduction in international mergers
and acquisitions, after seeing all records broken in 2000.
The contraction in FDI was generalised and concerned,
with comparable intensity, also US investment abroad.
On the other hand, the US market appeared to have lost
part of its attractiveness for director investors (6). The fall
in extra-EU outward FDI was in fact largely driven by the
reduction by 42 % of EU investment in the United States.

With outflows at EUR 202 billion (2.3 % of EU GDP)
and inflows at EUR 97 billion (1.1 % of EU GDP),
in 2001 the EU continued to be a net investor abroad.

Figure 2.5.3. Annual rate of growth of EU FDI flows with extra-EU, 1996-2001

%
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-50
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Outward flows
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Inward flows

Source: Eurostat.

(5) It is worth pointing out that the fluctuation in the euro/dollar exchange rate contributed to the growth of US liabilities, measured in euro, as
well as to the growth of EU FDI assets abroad, as a large part of them was already located in the United States.

(6) See data published at http://www.bea.doc.gov/bea/di/.
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Figure 2.5.4. EU FDI flows as a percentage of GDP
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NB: FDI flows excluding reinvested earnings.

Source: Eurostat.

However, the net FDI outflows fell to 1.2 % of GDP as
compared to the 1.9 % recorded in 2000. Always con-
sidering net investment, Germany was the main con-
tributor to the EU total with a net outflow of EUR 51 bil-
lion, followed by France and Spain with EUR 26 and
EUR 12 billion, respectively. On the other hand, with
inward higher than outward by EUR 18 billion, the
United Kingdom was the most important net recipient
of FDI capital in 2001. Finland, Sweden and ltaly were
the only other Member States recording inflows higher
than outflows in 2001.

As shown in figure 2.5.4, the fall in 2001 FDI flows was
particularly intense for intra-EU investment, but this
was also due to the exceptional level they had reached
in 2000. After the three-digits growth rates recorded in
1999 and 2000, in 2001 intra-EU FDI flows fell to
2.7 % of the EU GDP, but still remained higher than
flows with the extra-EU (inward and outward). In par-
ticular, 2001 intra-EU direct investment accounted for
two thirds of total FDI inflows received by Member
States (78 % in 2000).

The fall in 2001 FDI was widespread among
Member States

In 2001, reduced FDI flows were recorded by the vast
majority of Member States. The only countries having
positive growth rates on both inward and outward invest-
ment with the extra-EU were Germany and Greece. For
FDI received, also France, the Netherlands and Finland
recorded higher inflows than the year before. On the
other hand, outflows from Austria, Belgium/Luxembourg
and Denmark increased between 2000 and 2001.
Ireland recorded a disinvestment in both directions, but
the withdrawal of capital from FDI stocks invested in
Ireland was particularly high (EUR 12 billion).

With EUR 60 billion and a share of 30 %, Germany
was the first contributor to 2001 extra-EU FDI outflows,

Figure 2.5.5a. FDI inflows from extra-EU countries
by Member States (as a % of GDP)
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Source: Eurostat.

Figure 2.5.5b. FDI outflows to extra-EU countries
by Member States (as a % of GDP)
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NB: FDI flows excluding reinvested earnings.
Source: Eurostat.
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Table 2.5.1. EU FDI flows with extra-EU countries, 2000 and 2001 by source and destination (excluding

reinvested earnings, million EUR)
Outward flows to
Extra-

Year: Share in

2001 total EU % Fy AR X CEmEcE
EU-15 (1) 100 202039 98 249 8 259 18 844
BIL 19.8 39 953 20 248 2024 113
DK 18 3 556 81 - 40 40
D 295 59 566 49 169 362 49
EL 0.2 449 195 0 15
E 7.8 15 820 2475 291 25
F 15.6 31 500 14 700 400 300
IRL -06 -1209 : : :
I 17 3490 889 -92 100
NL 179 36 140 23374 -7 500
A 13 2 681 18 25 6
P 0.9 1736 82 : 4
FIN -03 - 585 1100 50 150
S 15 3009 2563 157 267
UK 29 5934  -16162 5216 16 992
Outward flows to

Year: Share in Extra-

2000 total EU % el JEEED (A
EU-15 (1) 100 322527 168623 6372 37 941
BIL (2) 9.7 31243 15022  —1081 313
DK 0.5 1529 1798 _54 174
D 14.3 46 278 27 571 3182 195
EL 0.1 377 175 5 0
E 11.1 35 660 7249 29 0
F 24.9 80 200 32 400 2500 32000
IRL 1.2 3716 : : :
I 14 4383 1870 10 57
NL 147 47 444 34 595 178 1010
A 0.8 2629 555 -2 10
P 16 5065 383 0 -2
FIN 3.9 12733 4355 78 455
s 3.6 11 700 3713 198 -9
UK 12.3 39 570 36 925 1326 3825

Inward flows from

Share in Extra-

total EU % EU USA Japan Canada
100 96 737 52 752 7514 5708
31.2 30 140 15 220 - 26 2 817
0.5 497 429 54 27
9.2 8935 5455 - 454 712
0.1 135 37 0 1
38 3702 1514 76 13
6.1 5900 4 200 200 -20
-125 -12 088 : : :
37 3534 1770 475 65
29.2 28 199 23017 394 323
0.3 285 235 12 1
0.1 104 171 1 58
0.7 646 50 0 0
34 3300 273 20 894
24.2 23 448 9349 6 067 2279

Inward flows from

Share in Extra-

total EU % EU USA Japan Canada
100 158 962 73 982 11734 14 699
23.6 37 507 14 030 -149 12 167
1.6 2522 1650 27 27
53 8425 974 860 347
0.1 95 72 -5 -2
8.1 12 921 11 252 56 -10
25 4000 3200 100 100
9.6 15 279 : : :
2.6 4171 2233 83 294
171 27 186 17 878 4 997 60
0.4 646 338 28 -12
0.1 113 -24 2 32
0.2 370 -89 51 1
6.5 10 304 3046 1085 31
22.3 35422 18434 4 597 2043

(1) EU-15 aggregates with USA, Japan and Canada include estimates for Ireland.

(2) Belgium-Luxembourg Economic Union.
: Not available.
Source: Eurostat.

followed by Belgium/Luxembourg (20 %) and the
Netherlands (18 %). The United Kingdom's contribu-
tion fell to EUR 6 billion in 2001 (3 % of total EU and
— 85 % on 2000). France and Spain followed a similar
pattern, with FDI to extra-EU countries falling by 61 %
and 56 %, respectively. The decrease was more mod-
erate in the case of Italy (- 20 %), whose share how-
ever remained low, at 2 % of the EU total.

Considering inflows from extra-EU countries, in 2001
Belgium/Luxembourg and the Netherlands had a
share in the total EU of 31 % and 29 % respectively,
followed by the United Kingdom with 24 %. Apart from
Ireland, the Member States that recorded the higher
falls in FDI inflows with respect to 2000 were Denmark,
Spain and Sweden.

80

EU FDI in major extra-EU areas

80 % of EU FDI went to non-EU OECD countries
between 1998 and 2000

Figure 2.5.6 shows the geographical distribution of EU
FDI flows by main partners during the period under
examination. As said above, the US market was the
main target of EU investors. During the whole 1994-
2000 period, the proportion of extra-EU FDI flowing to
the United States stood at 41 % between 1994 and
1997, and rose to 56 % between 1998 and 2000.

Flows to other OECD countries particularly surged in
2000, aided by the investment of EUR 32 billion made
by France in Canada. Another 10 % of 2000 flows was
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Figure 2.5.6. Geographical distribution of extra-EU FDI outflows by main partner, 1994-2000
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NB: FDI flows excluding reinvested earnings.
Source: Eurostat.

invested in non-EU OECD European countries, prima- The EU has invested massively in emerging mar-
rily Switzerland, Norway and Poland. Traditionally a kets

close country for direct foreign investors, in 1999

Japan became an important destination for EU FDI. Data on the activity of European enterprises in so-
From 1999 to 2001, the EU invested in Japan a cumu- called emerging markets are often the focus of much
lated amount of EUR 22 billion. This compares with attention for policy-makers and analysts. These mar-
cumulated EUR 4.5 billion invested between 1994 and kets are generally characterised by high potential
1998. demand and lower labour costs, matched by additional

Table 2.5.2. Geographical distribution of EU-15 FDI assets 1994-1999 (billion ECU/EUR and as a %)

1994 1995 1996 1997 1998 1999
Extra-EU-15 444 472 543 667 825 100 % 1187 100 %
EFTA 49 53 56 64 83 10 % 91 8%
Other Europe, of which: 15 19 27 43 62 7% 84 7%
candidate countries 11 15 20 29 42 5% 58 5%
Africa 15 17 18 24 23 3% 39 3%
North America, of which: 212 224 252 317 422 51 % 653 55 %
United States 197 207 233 293 398 48 % 622 52 %
Canada 16 17 19 24 24 3% 30 3%
Central America 32 32 34 44 37 5% 45 4%
South America 33 36 42 56 79 10 % 124 10 %
Asia, of which: 48 52 65 73 79 10 % 110 9%
Near & Middle East 4 4 4 5 8 1% 6 0%
Other Asia, of which: 44 48 61 68 71 9% 104 9%
Japan 11 1 12 12 13 2% 24 2%
Oceania 24 26 31 34 26 3% 28 2%
Memo Items:

Intra-EU-15 463 508 594 679 786 1192
OECD (non-EU) 304 323 377 461 588 50 % 858 72 %
Other OECD (non-US, non-EU) 108 115 144 168 190 16 % 235 20 %
Other countries 140 149 166 206 237 20 % 329 28 %

NB: Differences between totals and sum of components are due to non-allocated assets.
Source: Eurostat.
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Figure 2.5.7. EU FDI flows towards emerging markets by destination (as a %)
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Source: Eurostat.

economic and financial risks. Figure 2.5.7 above
shows the evolution of direct investment made by EU
investors in four zones having these broad charac-
teristics: candidate countries, Latin America, Far
East Asia and Mediterranean partner countries

(MPC) ().

Over the 1994-99 period, EU FDI flows to emerging
markets expanded continuously, recording an aver-
age annual growth rate of 42.8 %. Flows to Latin
America experienced by far the largest rate of
growth: from ECU 3.6 billion in 1994, FDI flows
soared to EUR 36.1 billion in 1999 (+ 58.8 % average
annual growth). Flows to Far East Asia and the grew
more modestly, from ECU 2.8 billion in 1994 to EUR
13.4 billion in 1999 (+ 36.6 % average annual growth
rate) and from ECU 3.3 billion to EUR 11.7 billion
(+ 29.0 %) respectively. Flows to MPC expanded
from ECU 0.9 billion in 1994 to EUR 1.3 billion in
1999 (+ 8.8 % average annual growth rate). Except
for flows towards Latin America, average annual
growth rates over the 1994-99 period were however
below those recorded for total extra-EU (+ 54.4 %).

In 2000, EU FDI flows to emerging markets further
developed to EUR 72.1 billion (+ 15.4 %). EU FDI
flows to the MPC recorded the largest progression
(+ 280.4 %, from EUR 1.3 billion in 1999 to EUR 5 bil-
lion in 2000), followed by CCs (+27.4 %), Latin
America (+ 6.6 %) and Far East Asia (+ 2.4 %).

"

The value of EU FDI assets held in this group of
countries reached EUR 370 billion at the end of 2000,
as compared with ECU 100 billion in 1995. Figure
2.5.8 details the change between 1995 and 2000 of
EU and US FDI assets in the four regions considered
here.

FDI into EU Member States

In 2000, inward FDI flows from extra-EU countries
(excluding reinvested earnings) accounted for 1.9 %
of EU GDP against 1.2 % both in 1999 and 1998. In
absolute terms, the 2000 EU FDI flows invested by
the rest of the world in the EU jumped by 61 %, the
second highest growth rate since 1995. Whilst extra-
EU inflows used to fluctuate around EUR 40 billion up
to 1997, they more than doubled in 1998 (EUR 95 bil-
lion) to reach EUR 159 billion in 2000.

United States companies have traditionally been the
main foreign investors in the EU and their commercial
presence became even stronger in the second half of
the 1990s. With EUR 440 billion, at the end of 1999 the
United States owned 61 % of EU FDI liabilities — a pro-
gression of 10 percentage points as compared to their
1995 share. In 2000, however, the share of the United
States in annual FDI flows dropped to 50 %, while big
investments were recorded from other OECD countries,
notably Switzerland, Canada and Japan.

The exact definitions are as follows: candidate countries includes 13 countries (Bulgaria, the Czech Republic, Cyprus, Estonia, Hungary,

Latvia, Lithuania, Malta, Poland, Romania, Slovenia, Slovakia and Turkey). Latin America includes 18 countries (all in South America,
except Falkland Islands and Suriname, plus Costa Rica, Cuba, Guatemala, Honduras, Mexico, Nicaragua and Panama). Far East Asia
includes 30 countries (Asia, excluding Near and Middle East countries and Japan). Mediterranean partner countries includes 12 countries
(Algeria, Cyprus, Egypt, Israel, Jordan, Lebanon, Malta, Morocco, Palestinian Territory, Syria, Tunisia and Turkey).
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Figure 2.5.8. FDI assets in emerging markets EU and US, 1995 and 2000
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Major destinations of FDI in the European Union

As seen above (Figure 2.5.5.a) in recent years the
United Kingdom, the Netherlands and
Belgium/Luxembourg were the Member States that have
received the bulk of extra-EU FDI inflows. Taken togeth-
er, these four Member States accounted for 63 % of
total inflows in 2000. Dividing the period 1994-2000 into
two sub-periods (see Figure 2.5.10), one notices that

the weight of the United Kingdom has not changed
over time, while the role played by the Netherlands
and by Belgium/Luxembourg is a more recent phe-
nomenon. Conversely, the share of France and
Germany decreased considerably in the most recent
past. Ireland (among “others” for the period 1994-97)
absorbed 7 % of EU FDI inflows between 1998 and
2000.

Figure 2.5.9. Geographical distribution of extra-EU FDI inflows by main partners, 1994-2000
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NB: FDI flows, excluding reinvested earnings.
Source: Eurostat.
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Table 2.5.3. Geographical distribution of EU-15 FDI liabilities, 1994-99 (billion ECU/EUR and as a %)

1994 1995 1996 1997 1998 1999
Extra-EU-15 344 367 422 496 611 100 % 723 100 %
EFTA 76 83 99 109 114 19 % 135 19 %
Other Europe 4 5 5 7 12 2% 20 3%
Africa 3 3 4 4 5 1% 5 1%
North America, of which: 183 199 222 275 388 63 % 458 63 %
United States 171 188 21 263 366 60 % 440 61 %
Canada 12 1 1 12 21 3% 18 2%
Central America 15 18 18 25 26 4% 31 4 %
South America 2 2 2 3 2 0% 4 0%
Asia, of which: 39 40 45 50 52 8 % 52 7%
Japan 28 28 32 35 36 6 % 34 5%
Oceania 14 12 16 13 12 2% 13 2%
Memo Iltems:
Intra-EU-15 444 492 552 627 782 1175
OECD (non-EU) 300 321 369 432 550 90 % 639 88 %
Other OECD (non-US, non-EU) 129 132 158 169 183 30 % 199 28 %
Other countries 44 46 53 64 61 10 % 84 12 %
NB: Differences between totals and sum of components are due to non-allocated assets.
Source: Eurostat.
Figure 2.5.10. Shares of FDI inflows from extra-EU by recipient, 1994-97 and 1998-2000
1994-97 1998-2000
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Source: Eurostat.

FDI between Member States

Although neutral to the EU balance of payments as a
whole, data on intra-EU FDI are very interesting
because they provide one measure of the extent and
pace of economic and financial integration inside the
EU. Moreover, they give indications on the regional
patterns followed by the process of integration. More
specifically, they reflect a long-term dimension of inte-
gration that is linked to firms' strategic policies adopted
for competing in the single market and internationally.

84

These policies are mainly carried out through mergers
and acquisitions, which in fact constituted a large frac-
tion of intra-EU FDI transactions in recent years.

Intra-EU FDI growth shows impressive accelera-
tion between 1997 and 2000, particularly in north-
ern Member States

After stagnating at about 0.7 % of GDP between 1992
and 1996, in 1997 intra-EU FDI flows started growing
faster, reaching 3.7 % of GDP in 1999 and 7.3 % in
2000.
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Figure 2.5.11a. Suppliers of intra-EU FDI (shares of 1996-2000 flows)
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The 1992-2000 figures also show that FDI relation- Belgium/Luxembourg and the Netherlands) supplied
ships between Member States tend to concentrate in 80 % and received 70 % of cumulated flows. Instead,
northern European countries. Looking at the shares the shares of countries such as Italy and Spain dimin-
of flows over this period, it emerges that only six ished on both accounts, reaching their lowest values in
Member States (the United Kingdom, Germany, France, 1999.

Figure 2.5.11b. Recipients of intra-EU FDI (shares of 1996-2000 flows)
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Source: Eurostat
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3. Enterprises in the Union

3.1. Structural business
developments

The annual structural business statistics (SBS) provide
figures on manufacturing, production and distribution
of electricity, gas and water, construction, distributive
trades and market services (excluding financial servic-
es) in each Member State.

Trends

The activities of enterprises in the main economic sec-
tors of the European Union developed steadily
between 1995 (taken as the reference year) and 2000.

Table 3.1.1 shows that growth in economic activity
(measured by turnover) was stronger in the service
sectors (+ 42.3 % in distributive trades between 1995
and 2000 and + 34 % in services between 1996 and
2000) than in industrial sectors. Although the statistical
coverage does not allow the effects in terms of value
added to be fully analysed, the partial indications sug-
gest growth over the period in excess of 5-10 points in
comparison with sectors of industry. This trend is
accompanied by gains in productivity significantly
lower than in industrial sectors.

The variables that are analysed to reveal trends are:

1. turnover, comprising amounts invoiced per unit
of observation during the reference period, i.e.
market sales of goods and services to others;

2. value added at factor cost, meaning the differ-
ence between the value of what is produced and
intermediate consumption in production, adjusted
for production subsidies, costs and taxes;

3. apparent labour productivity, defined as value
added per employee; this variable is intended to
measure the amount of wealth created in an
industry by a given number of workers.

The analysis is based on the first-digit level of the
NACE rev.1 classification of economic activities and
covers:

— Section D: manufacturing;

— Section E: production and distribution of electrici-
ty, gas and water;

— Section F: construction;

— Section G: wholesale and retail trade;

— Section H: hotels and restaurants;

— Section I: transport and communications;

— Section K: real estate, renting and business services.

Analysis by sector and Member State

Growth was standard in manufacturing, apart from the
exceptional figures posted by Ireland: big rises in both
activity (+ 228.1 %) and productivity. In contrast, the
figures for industry in Germany, Austria and Benelux
were middling. Overall, growth in this sector was 3.4 %
each year during the reference period, and these fig-
ures were achieved with no change in manpower.

With regard to production and distribution of electricity,
gas and water, the major contributions came from the
United Kingdom and Finland. According to partial fig-
ures — some data are still confidential — there were
significant gains in productivity in these countries, and
in Spain as well. Productivity was down, however, in
France and Portugal.

A look at the figures for the building sector shows that
the overall performance was especially due to Portugal
(+ 238.5 % for turnover between 1995 and 2000), the
United Kingdom and Finland. There were no real
increases in productivity except in the United Kingdom,
however. At the other extreme, the construction indus-
try was fairly sluggish over the period in Germany,
France and Austria.

The tertiary sectors (distributive trades and market
services) enjoyed regular growth, although the better
figures from Italy (distributive trades) and from Finland
and France (market services) are worth mentioning. In
Portugal, commercial activity was led at the start of the
reference period by distributive trades and vehicle
repairs. The absence of three big countries (United
Kingdom, Germany and Spain) means that general
aggregates cannot be compared, but according to the
available figures value added grew 5-10 points faster
in tertiary sectors than in sectors of industry between
1995 and 1999.

At the same time, increases in productivity were mod-
est (especially for services) while growth in activity had
a strong knock-on effect on employment.

Table 3.1.1. Main economic variables by major sector of activity in the EU (1995-2000 for turnover,
1995-99 for value added and productivity; 1995 = 100 except services 1996 = 100)

Manufacturing

Turnover 133.3 119.2
Value added 114.5 111.6
Productivity 1141 116.7

Source: Eurostat, SBS database.

Electricity, gas,
water

Wholesale and

Construction Market services

retail trade
1242 142.3 134.0
105.1 : :
100.9
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Figure 3.1.1. Main economic variables in manufacturing (Section D of Nace rev.1) (1995-2000 for turnover,

1995-99 for value added and productivity; 1995 = 100)
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EU, D: more than 20 employees.
EU: productivity estimation for 85 % of the aggregate.
Source: Eurostat, SBS database.

Figure 3.1.2. Main economic variables in production and distribution of electricity, gas and water (Section

E of NACE rev.1) (1995-2000 for turnover, 1995-99 for value added and productivity; 1995 = 100)
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DK: turnover till 1999.

D: VA and productivity till 1998.

EU: VA and productivity estimation for 65 % of the aggregate.
Source: Eurostat, SBS database.
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Figure 3.1.3. Main economic variables in construction (Section F of NACE rev.1) (1995-2000 for turnover,

1995-99 for value added and productivity; 1995 = 100)
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D: more than 20 employees.

P: VA & productivity: from 1996.
EU: estimation for 82 % of the aggregate.
Source: Eurostat, SBS database.

Figure 3.1.4. Main economic variables in wholesale and retail trade (Section G of NACE rev.1) (1995-2000

for turnover, 1995-99 for value added and productivity; 1995 = 100)
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B, FIN, S from 1996.

EU: turnover estimation for 63 % of the aggregate.

Source: Eurostat, SBS database.
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Figure 3.1.5. Main economic variables in market services (excluding trade and financial services)
(Sections H, I, K of NACE rev.1) (1996-2000 for turnover, 1996-99 for value added and productivity;

1996 = 100)
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S, A: VA from 1997.
F, D: turnover till 1999.
Source: Eurostat, SBS database.

Performance of enterprises in Europe in 1999 and
2000

The annually compiled structural statistics can be used
to draw up detailed tables summarising business activ-
ity in the Member States. In some cases — and more
and more frequently — it is also possible to estimate
the same features at European level. Tables 3.1.2 and
3.1.4 are two examples: one provides a performance
indicator (gross operating rate by sector in 1999) and
the other indicates the significance of the various eco-
nomic sectors for employment in Europe (preliminary
data for 2000).

The gross operating rate (Table 3.1.2, see box for def-
inition) reached its highest levels in capital-intensive
sectors and in countries where capital, compared with
the other factors of production, has a more important
role in the production process.

The gross operating rate is defined as the ratio
between gross operating surplus and turnover. The
gross operating surplus is the surplus that results
from operating activities after the labour force has
been paid. It is the balance available that enables
investors and fund providers to be paid, as well as
allowing taxes to be paid and providing finance for all
or part of investments.

An initial analysis using this rate allows sectors and
geographic areas to be compared. But it cannot be
used on its own. At the sectoral level, the rate is struc-
turally weaker in distributive trades, where turnover
provides a broad definition of activity. It is markedly
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higher in services and extractive industries, where
value added rates (value added on production) are in
fact relatively higher. It is also weaker as staff expen-
diture in value added increases; this generally applies
to manufacturing and construction. Table 3.13 supple-
ments the previous one and provides a more detailed
analysis.

The same comment can also be made with regard to
geographic comparisons. As is revealed by an indica-
tor of production costs (staff/production costs, indicator
not calculated in the tables), unit costs for staff in
industry are markedly lower in Ireland (1998 data) or
even in ltaly than in Denmark or Austria, for example.
There is a definite impact on the gross operating rate.
The United Kingdom combines all these factors (high
rate of value added and low share of staff expenditure
in value added) and posts rates that are uniformly high
for industry, in contrast with France and Germany.

In the light of these explanatory remarks, comparisons
between sectors produce some noteworthy results. In
manufacturing, the highest gross operating rates occur
for economic activities in connection with the manu-
facture of radio, television and communications equip-
ment (23.1 % in Finland, home of one of the world's
telecommunications giants). Other leading sectors are
the chemical and the paper industries in northern
European countries, printing in the Netherlands, med-
ical appliances and metalworking in Italy, non-metallic
minerals in the Iberian peninsula, the textile industry in
Finland, etc.

As for the production and distribution of electricity, gas
and water, the gross operating rates are uniformly high
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Table 3.1.2. Gross operating rates by branch (as a %), 1999

Industry

Food

Tobacco

Textiles

Clothing

Leather and footwear

Wood processing and manufacture of
articles in wood

Paper and paperboard

Publishing, printing, etc

Nuclear fuels, coking, etc

Chemicals

Rubber and plastics

Non-metallic mineral products
Metallurgy

Metalworking

Machinery and equipment

Computer and office equipment
Electrical appliances

Radio, etc, equipment

Medical equipment, etc

Car industry

Other transport equipment

Furniture, other

Recycling

Electricity, gas and water
Productivity and distribution electricity
Collection, purification, distribution of
water

Construction

Construction

Wholesale and retail trade

Car sales and repairs

Wholesale trade

Retail sales and repairs of household
goods

Services (excluding financial services)

Hotels and restaurants
Land transport

Water transport

Air transport

Auxiliary transport services
Post and telecommunications
Real estate

Leasing without operator
Computer activities
Research and development
Business services

EU-15

9.3
8.9
10.0
8.2
9.7

9.8
12.5
15.2

4.6
12.9
1.4
14.3

7.8
12.0

8.3

7.3

8.2
10.5
10.4

4.6
10.7
10.2

9.0

20.8
25.9
10.4

5.9
5.3
6.8

17.5
12.5
15.4
14.6
1.1
27.2

56.0
22.4

6.9
23.2

B

1.7
5.8
9.8
6.3
9.6

9.7
12.1
13.0

3.6
16.1

9.6
12.9

5.9
1.0

9.3

5.8

9.1
14.4

5.2

47

7.3

8.7

8.7

16.0

18.8

9.6

3.2
3.9
6.7

16.8
15.6
2.8
0.0
7.3
23.5
22.8
34.5
1.2

DK

9.4
12.9
9.7
9.7
79

10.2
12.0
1.0
15.4
19.6
14.0
15.0

6.7
12.6

8.8
10.9

6.0
1.3
18.5

9.5

5.0
12.4
1.7

16.3

17.0

10.8

4.0
45
5.8

15.4
27.5
13.8
10.8
14.6
29.9
50.2
29.5
10.5

156 -59

12.5

14.4

NB: Data is given for ALL enterprises in 1999, except italics.
EL (Section D : enterprises with more than 20 persons occupied);

D (Section E), IRL (Sections E to K), and NL (Section K) : data refer to 1998.

D

7.2
6.0
74
54
6.2

6.8
10.2
134

1.0

8.1
10.4
1.3

6.9

9.4

5.8

9.4

6.1

5.9

7.3

29

79

7.8

7.0

14.7
34.5
6.0

12.6
6.8
8.3

22.4
-57
444
60.3
10.2
39.4

81.0
45.1
21.8
37.9

EL

14.3
12.5
14.4
10.6
1.1

14.9
14.1
10.5
16.9
13.6
16.4
22.4
1.5
16.1
1.7
15.0
15.7
23.2

9.8

6.3

9.8
16.8

2.1

E

9.8
8.5
1.2
8.6
6.5

10.6
14.2
15.7
5.9
12.9
12.5
17.8
1.4
12.2
10.2
6.5
1.1
6.9
13.9
6.9
8.2
9.7
7.7

o 341

o237

20.4

45
4.8
9.2

18.2

: 215

19.3
10.1
13.8

VAN
: 339
M2

12.1

D 3.2

19.9

F

76

5.7
41
7.5

76
7.0
7.2
76
10.0
9.1
9.9
4.9
8.4
6.0
3.2
76
5.2
6.0
43
5.1
7.1

24.7
2.7
6.5

3.0
28
5.5

12.0
9.3
3.2
3.7

12.6

20.6

22.0

431
7.9
47
5.2

IRL

16.6
1.6
10.8
14.9
10.1

13.4
20.1
26.2

48.7
15.9
24.2

4.4
13.1
17.1

9.4
18.5
39.5
27.2
12.0
15.0

20.2

27.8

9.5
26
12.2
10.9
10.8

15.2
1.9
13.6
3.2
1.2
12.8
16.1
8.5
16.5
1.7
4.0
9.9
8.1
16.4
4.8
74

13

9.1

27.3

1.8

c 144

16.3
12.1

54
8.6
9.4

19.8
15.6
9.9

=13

8.8
30.7
22.9
21.7
14.7
27.8
28.0

12.0
28.3
449
32.4
19.7
25.2
29.9

12.2

21.7
10.0

18.7
17.0
20.6

13.6
79
14.9
53
1.6
9.7
12.3
12.4
17.9
17.0
4.1
8.9
9.3
23.2

20.2
10.5
144

45
6.2
7.0

20.8
14.2

22.0

71
52.2
32.3
32.2
10.2

5.6
12.7

NL

8.2
26.8
10.9

7.8

8.1

10.0
12.8
17.3
5.5
1.7
14.0
16.8
1.2
1.6
9.4
5.8
12.4
7.7
7.7
9.3
7.3
12.7
12.5

21.8
53.5
74

3.7
5.7
8.6

18.5
20.2

18.4
414
40.6
8.6
44
15.9

For Ireland, contrary to the general definition, value added contains some taxes connected to turnover.
Data for EU-15 are Eurostat estimations.

Source: Eurostat, SBS database.

8.3

8.6
5.8
9.5

1.6
14.5
14.4

13.7
12.1
14.0
1.6
10.5

8.5
35.7
10.1

8.4
1.8
1.5

49
1.9
14.4

25.2
394
9.6

5.6
46
6.0

18.3
214
6.4
6.9
5.1
23.3
355
60.9
15.4
1.6
17.5

10.2
222
1.0
7.2
6.2

8.7
9.7
13.8
7.2
13.6
16.3
213
1.9
1.5
12.0
6.2
9.1
8.3
1.6
10.0
-45
9.7
74

271

29.1

9.3

3.6
53
6.0

10.2
10.3
13.4
4.3
12.3
35.1
16.3
60.8
18.1
-09
16.8

FIN

8.4
8.6
16.7
74
1.7

9.0
17.9
13.8

42
19.0
17.9
17.0
1.2
14.1

74

-3.1
1.7
23.1
16.2
12.6

3.9
1.8

49

217

54.8

10.7

47
4.8
6.2

10.8
22.7
13.4
7.2
74
25.2
32.9
33.2
15.3
-54
15.6

7.6

8.1
-5.1
8.5

7.7
16.9
8.0
15.7
19.6
1.6
1.2
1.5
8.9
8.9
8.6
8.7
7.2
8.8
1.5
9.7
4.8
7.0

21.8
40.6
12.3

3.6
43
4.1

10.4
8.3
5.6
45
49

21.7

45.1

281
8.7
0.4
7.7

UK

13.7
1.7
10.7
10.6
18.7

13.1
13.3
22.8

6.5
14.3
12.6
17.0

6.9
16.5
1.3

8.7
10.3
14.6
15.7

4.8
234
14.8
10.3

19.9
47.8
15.8

75
7.2
8.3

18.2
18.3
17.7
15.0
12.0
24.2

418
21.8
-22
241
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Table 3.1.3. Main ratios by branch and country 1999 (as a %)

Mining and quarrying (1)
VA/production
GOS/turnover

Personnel costs/VA
Investment/VA (2)
Manufacturing
VA/production
GOS/turnover

Personnel costs/VA
Investment/VA (2)
Electricity, gas and water supply (3)
VA/production
GOS/turnover

Personnel costs/VA
Investment/VA (2)

Construction (4

VA/production
GOS/turnover
Personnel costs/VA
Investment/VA (2)

Wholesale and retail trade; repair of motor vehicles, motorcycles and personal and household goods (%)

VA/production
GOS/turnover
Personnel costs/VA
Investment/VA (2)

EU

56.8
35.1
35.8
24.0

30.5

9.6
66.1
14.7

34.1
21.2
37.9
28.2

35.0
10.4
70.6

9.7

B

42.6
22.3
441
21.2

27.8

9.5
62.8
20.7

25.8
16.1
38.2
21.0

32.7

9.6
69.9
19.5

DK

67.8
63.6

6.1
134

36.3
1.3
68.0
15.2

26.7
16.3
33.3
32.3

38.9
10.8
72.6
11.0

D

65.8
17.6
70.6
14.8

33.5

6.8
77.4
133

29.9
16.0
46.7
35.7

40.2
6.0
85.2
7.5

50.2 442 436 62.0
64 44 47
56.3 57.8 66.9 54.3
132 19.9 127

8.1

1.7

EL

61.2
17.9
70.5

34.0
14.6
55.5

E

48.6
15.0
70.0

174

28.9
10.6
60.2

© 146

- 494
© 332
- 231

37.7
20.4
49.4
1.3

29

- 586

: 551

6.0

© 194

Market services (Sections H, | and K of the NACE Rev.1) (6)

454 411 498 449
179 144 224
584 63.3 520 61.0
30.0 34.7 27.0 29.0

VA/production
GOS/turnover
Personnel costs/VA
Investment/VA (2)

NB: 1999 except italics
(1) Mining and quarrying: except NL.
(2) Investment except L, EL.

D (Section E: 1998)

19.2

. 56.7
L 224
481
210

IRL (Sections E to K : 1998)

(3) Electricity, gas and water supply except EL; reference year for D is 1998.

(4) Construction except E, IRL.

(5) Wholesale, retail trade and repair: except EL, IRL.

(6) Market services (partially on 80% of the aggregate): except EL, L; for UK, D, NL data does not include Section K.

Source: Eurostat, SBS database.
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F

33.0

5.7
82.2
28.2

24.4

6.7
70.5
14.7

39.2
20.7
49.0
26.5

36.6
6.5
81.8
74

47.3

3.7
7.4
12.3

456
12.0
71.8
294

IRL

38.5
16.2
57.2
65.5

35.9
25.7
25.4
13.5

42.3
27.8
43.1
36.3

62.5

57.6
20.0
51.9
24.8

53.6
40.5
27.4
22.3

27.4
10.7
58.5
18.1

37.6
26.7
35.1
25.8

28.3
14.4
51.3
13.2

50.5
29.4
41.9

32.3
1.6
61.5

58.4
19.6
36.0

51.3
14.4
67.9

NL

© 492

29.0
10.7
59.1
15.2

33.9
24.7
28.7
33.6

32.2

74
77.0
1.0

323 612 56.0

8.2 © 59
395 502 554
15.1 o143
442 58.0 45.9
23.7 : 185
46.6 59.4
23.0 39.8

231
50.1
30.6

37.6
1.2
66.9
14.8

45.7
25.7
444
314

46.2
9.6
78.4
8.6

50.4

5.2
67.3
12.3

63.1
19.6
58.5
371

40.2
18.6
51.6
46.6

28.6
1.1
59.2
28.8

35.8
27.3
26.2
45.3

20.8

9.3
58.6
22.6

51.2

5.1
56.6
26.7

36.2
17.5
50.0
61.9

FIN

36.3
18.7
47.1
35.7

32.3
14.1
541
14.8

52.0
234
31.0
15.8

324
10.7
67.0
1.9

54.9

5.2
60.0
15.8

458
17.7
58.6
24.9

EL (more than 20 persons occupied in 1998)

33.2
1.1
67.9
57.6

32.0
10.5
65.2
18.3

35.3
22.0
26.2
50.5

36.9
12.3
68.9
1.8

53.4

41
70.5
16.8

40.7
15.2
63.2
37.5

60.2
48.4
16.0
21.6

35.0
13.2
59.0
12.1

30.6
22.3
21.7
26.0

34.6
15.8
54.2

8.6

53.5

7.6
52.8
14.3

40.2
17.6
54.3
31.5
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Table 3.1.4. Number of persons employed (1 000) by branch, 2000

Industry

Food

Tobacco

Textiles

Clothing

Leather and footwear

Wood processing and manufacture of
articles in wood

Paper and paperboard
Publishing, printing, etc
Nuclear fuels, coking, etc
Chemicals

Rubber and plastics
Non-metallic mineral products
Metallurgy

Metalworking

Machinery and equipment
Computer and office equipment
Electrical appliances

Radio, etc, equipment

Medical equipment, etc

Car industry

Other transport equipment
Furniture, other

Recycling

Electricity, gas and water
Productivity and distribution electricity
Collection, purification, distribution of
water

Construction

Construction

Wholesale and retail trade
Car sales and repairs
Wholesale trade

Retail sales and repairs of household
goods

Services (excluding financial
services)

Hotels and restaurants

Land transport

Water transport

Air transport

Auxiliary transport services
Post and telecommunications
Real estate

Leasing without operator
Computer activities

Research and development
Business services

NB: Figures for L, UK and figures for IRL (Sections E to K) refer to 1999. Figures for Greece are not available.
Data for EU-15 are Eurostat estimations.

Source: Eurostat, SBS database.

EU B DK

© 99 83

59 3 1
1088 42 9
991 12 5
478 3 2
880 14 16
;15 9

39 52

5 0
1702 69 27
1423 30 23
1281 31 21
924 41 10
3197 67 47
3077 45 70
o1 2
1397 26 21
19 15

874 9 14
;54 7

" 9

29 32

4 0

20 15

6 3

0252 180
2937 83 65
6477 226 176
11319 290 199
D146 94
0133 80
110

13 12
1888 51 32
o84 62
1688 22 47
499 9 8
1981 47 40
;5 4
379 196

D

872
13
135
80
28

181
155
352
23
494
391
294
265
836
1090
46
519
172
306
846
137
268
13

251

36

2152

979
23

51
537
508
400
84
420
131
3394

E

363
7
109
134
69

103
55
142

136
18
180

73
307
180

N
30
29
165
51
165

43

20

344
921

1515

1051
8

35
178
184
166
4
135

26
1606

F

574

121
102
44

88
N
210
29
283
232
146
123
436
330
40
172

140
279
120
162

167
31

1231

436
952

1407

995
635
15
66
268

248
65
234

1881

IRL

49

O S

20

23
1"
1"

14
14
21
16
16
19

10

34
152

133
24

466

325
346
223

190

86
177

26
220
216
255
156
679
595

27
220
101
129
186
106
313

12

139

16

1488

478
1091

1753

845
591
23
21
231
255
221
24
271
21
1356

18

12

SN W S, RN W

NL

148

20

21
26
94

71
36
34
25
107
93

22

25
28
29
43

28

467

148
470

713

89
203
14

84
144
64
28
122
35
987

21
12

38
17
27

25
29
33
32
67
75

30
31
16
29

50

33

238

194

272

203
138
0

8
35
64
25
7
33
2
199

P FIN

12

109
144
69

59
16
40

23
24
72
14
84
48

35
16

29
13
93

15

13

355

17
237

353

205
86
2

"
32
39
25
9
15
0
215

43

w oo N o

29
41
31

19
18
17
17
38

17
39
"

12
16

12

15

35
81

15

50
68
8
10
22
49
19
3
31
1
13

43
45
57

41
27
18
35
92
104

35
48
28
85
22
35

25

236

80
218

247

109
131
15
14
56
92
75
13
105
14
345

UK

134
26

88
103
386

31
262
257

122
412
367

59
192
142
139
225
176
231

12

98
29
1325

614
2974

1740
582
18

96
347
518
364
17
507
84
2825

93
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for both activities covered by the sector (production
and distribution of electricity, gas and heat; collection,
treatment and distribution of water). The share of staff
expenditure in value added is generally relatively low
(except in France, where the gross operating rates for
the two sectors differ: 24.7 % and 2.7 % respectively).

Among services, activities relating to “renting without
operator” (Germany, Austria, Portugal) and real estate
provide the best return according to the indicator. In
the latter case, however, the figures for two big coun-
tries (Germany and the United Kingdom) are not
known.

Table 3.1.4 shows employment measured in terms of
the number of people employed. Some data for 2000
are incomplete (United Kingdom, distributive trades in
Germany, transport in Spain), but in spite of the gaps
in the statistics it can be seen that the biggest contrib-
utor to jobs in the European Union is the tertiary sec-

94

tor: non-financial market services with 33.6 million,
including 13.6 million solely for business services (K74
in NACE rev.1) and distributive trades with approxi-
mately 20.7 million, including 11.3 million in retail trade
and repairs. Manufacturing altogether provides jobs
for 28.6 million people: mainly metalworking (4.1 mil-
lion), agri-food industries (3.4 million), electric and
electronic equipment (3.3 million), etc. The construc-
tion sector employs about 9 million (the exact figure for
Spain is not known).

Overall, in the sectors under review the share of the
tertiary sector (Sections G-K of NACE rev.1) was close
to 59 % for the European Union as a whole. These
sectors already account for a majority percentage in
the Netherlands (70 %) and the United Kingdom
(64 %). At the other extreme, industry is still important
— accounting for about 50 % — in Portugal, Italy and
Finland.
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3.2. Short-term business develop-
ments

The indices for total industry (1) are based on the com-
ponents of intermediate goods, capital goods, durable
and non-durable consumer goods and energy, also
called the main industrial groupings, or MIGs.

The production index measures the volume of output
in the industrial sector. Figure 3.2.1 shows that pro-
duction in total industry has increased by almost 15 %
in total since 1995 and its trend is followed closely by
the intermediate goods sector. The steady upward
trend of the production of capital goods was reversed
at the beginning of 2001 and the index has since fall-
en from almost 135 to 124. The previously mentioned
sectors experienced especially rapid growth up until
early 2001 but have decreased subsequently.
Consumer goods and the energy sector saw more
moderate increases; 7.7 % and 8.3 % respectively dur-
ing the past seven years.

The map indicates the growth of the production index
during year 2001 compared to 2000.

Ireland has strongly (10.1 %) increased its production
levels for total industry during 2001. Luxembourg
expanded production by 3.2 % and Portugal by 2.4 %.
Production fell in many Member States for the first
time since 1995, most notably in the United Kingdom
(-2.1 %), Spain (—1.4 %) and ltaly (- 1.3 %).
Nevertheless, the growth rates of Denmark (1.7 %),
France (0.7 %), Germany (0.5 %) and Greece (0.3 %)
were somewhat above the European average (— 0.1 %).

Figure 3.2.2 relates the Member States average rate of
change in total industrial production during 1996-2001
with the respective weight of the country in the
European aggregate. The weights are based in 1995
and calculated on the share of the European total
value added at factor cost (2) that each Member State
demonstrated during 1995. The four largest countries
ltaly, France, the United Kingdom and Germany
account for 75 % and the remaining 11 countries share

Figure 3.2.1. Production index by main industrial groupings for EU-15

135

130

125

120

115

110

= Total industry (excluding construction) Intermediate goods Capital goods Consumer goods Energy

NB: The comparisons are made between the base year value 1995 = 100 and the latest index value available, here May 2002.
Source: Eurostat.

(1) All data in this chapter were extracted from Eurostat's database in July 2001. Data are collected by the Member States and provided to
Eurostat. Results and calculations in this text are subject to the availability of data. Total industry does not include construction.

(2) Total value added at factor cost for Sections C, D and E (Industry) of NACE Rev.1
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Map 3.2.1. Annual growth of the production index, 2001
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Figure 3.2.2. Average growth of total industrial production and weight of each country in the European

Union's total
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Source: Eurostat.

Table 3.2.1. Industries with the lowest/highest production index values in the European Union

(1995 = 100)
Industries with the lowest production index values

Mining of coal and lignite; extraction of peat

Manufacture of wearing apparel; dressing and dyeing of fur
Mining of metal ores

Tanning and dressing of leather; manufacture of

luggage, handbags, saddlery, harness and footwear
Manufacture of tobacco products

Industries with the highest production index values

Manufacture of office machinery and computers

Recycling

Manufacture of radio, television and communication
equipment and apparatus

Manufacture of motor vehicles, trailers and semi-trailers
Manufacture of medical, precision and optical instruments,
watches and clocks

Source: Eurostat.

25 % of the weight in the European aggregate for total
industry. Spain has a weight of 6.2 % and the rest of
the countries have less than 5 % each.

All countries have recorded positive average annual
growth rates, but a general remark is that the smaller
countries have increased more rapidly than the larger
countries. Most notable is Ireland with an average
increase of production of 14.3 % per year. Also the
growth rates of Finland (6.1 %) and Austria (5.1 %)
deserve attention. The United Kingdom has the lowest

Average annual

1996 1997 1998 1999 2000 2001

growth 1995-2001

945 914 80 789 732 678 -63

949 914 890 798 762 754 - 46

941 923 919 826 816 796 -38

%2 974 925 896 877 859 -25

997 990 992 945 926 902 -17

A |

1996 1997 1998 1999 2000 2001 v s
1043 1218 1435 1567 1830 1786 10.1
1136 1202 1356 1433 1580 163.0 85
1068 1152 1292 1412 1739 1622 8.4
1029 109 1233 1276 1382  140.3 5.8
1034 1060 1094 1116 1243 1296 4.4

average annual growth in production of the Member
States, with 0.6 %, accompanied by ltaly with 1.1 %
per year.

However, there are similar trends in the European
Union and in general, the same industrial sectors are
increasing production in the different Member States. If
we look at the development of the European index val-
ues since 1995, we see that it is in particular the man-
ufacture of office machinery and computers and recy-
cling that are increasing rapidly in the EU, with growth
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Figure 3.2.3. Number of persons employed in the European Union by main industrial groupings (1)
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(1) The employment data come from business statistics in the Member States. The comparisons are made between the base year value

1995 = 100 and the latest index value available, here March 2002.

Source: Eurostat.

Table 3.2.2. Industries with the highest/lowest employment index values in the European Union, 1996-2001

(1995 = 100)

Industries with the highest employment index values

Recycling

Manufacture of motor vehicles, trailers and semi-trailers
Manufacture of medical, precision and optical instruments,
watches and clocks

Manufacture of radio, television and communication
equipment and apparatus

Manufacture of food products and beverages

Industries with the lowest employment index values

Mining of coal and lignite; extraction of peat

Manufacture of wearing apparel; dressing and dyeing of fur
Electricity, gas, steam and hot water supply

Collection, purification and distribution of water
Manufacture of textiles

Source: Eurostat.

of 78.6 % and 63.0 % respectively. The manufacture of
radio, television and communication equipment and
apparatus is the third fastest growing sector since
1995 with an average annual increase of 8.4 %.

Mining of coal and lignite; extraction of peat is the
industrial sector with the lowest index value year 2001
(67.8). Manufacture of wearing apparel, etc. and the
mining of metal ores have on average fallen at
European level by 4.6 % and 3.8 % respectively per
year since 1995.
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A |

1996 1997 1998 1999 2000 2001 ,Aversearn
1025 1069 1109 1302 1285  133.0 49
1003 1014 1040 1050 1076 1085 14
1013 1021 1023 1013 1016 1054 10
1000 981 992 1003 1047 1046 07
1009 992 996 1005 1015  102.3 0.4
1996 1997 1998 1999 2000 2001 growin pes 2001
932 835 733 665 603 535 ~99
957 915 87.3 821 762 723 53
955 929 903 872 835 806 35
982 962 942 887 847 806 35
9.1 943 934 902 874 856 _26

The number of persons employed in industry has since
1995 tended to decrease in the main industrial group-
ings at European level. The most marked fall has
occurred in the sector of energy, which has decreased
by 23 % since 1995. Employment in capital goods,
which is a sector where production has increased
remarkably (24 %), has increased only by 1.4 % since
1995.

The sectors of the employment index in industry follow
more or less the same pattern as the production index.
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Figure 3.2.4. Number of persons employed in industry, growth rates (as a %)
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Source: Eurostat.

Figure 3.2.5. Index of domestic output prices by main industrial groupings
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Source: Eurostat.

Recycling is here the sector with the highest growth
since 1995, with 33 %, or 4.9 % on average per year.
Manufacture of motor vehicles, trailers and semi-trail-
ers had the second highest index value in 2001
(108.5). Similarly, the employment in mining of coal
and lignite; extraction of peat has had the most signif-
icant decrease of all the sectors, by almost 10 % on
average per year.

The employment index for industry had a very varied
development in the different Member States between
1995 and 2001. In Portugal, the United Kingdom and
Italy, employment fell by around 2.5 % per year.
Employment in Germany has decreased by 1.4 % on
average during the last seven years; however it
increased slightly during 2001, namely 0.1 %. Spain
and Finland recorded the highest average growth rates
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Table 3.2.3. Index of domestic output prices
(1995 = 100)

1996 1997 1998 1999 2000 2001
EU-15 1004 101.3 100.7 1004 1053 107.3

B 1006 1023 101.0 1006 1093 110.2
D 988 999 995 985 101.8 104.9
DK 101.5 1033 1029 1041 109.2 1121
EL 106.2 1104 1133 1170 126.0 129.2
E 101.7 102.7 1020 1027 108.3 110.2
F 1002 1003 986 984 103.8 105.1
IRL 101.3 101.6 1026 1038 109.0 1127
| 1019 1032 1033 1031 1093 1114
L 957 985 1011 99.0 1051 107.8
NL 1019 1052 1028 1023 1143 1185
A 99.7 999 993 983 1027 103.5
P 103.8 1061 1022 1036 1203 121.0
FIN 991 1004 990 978 1051 106.7
S 101.2 1020 1006 994 1028 1074
UK 100.5 1001 100.1 1004 102.0 1023

Source: Eurostat.

(3.5 % and 1.4 % respectively) and Spain's index
increased by 3.1 % in 2001.

The index of domestic output prices brings into view
the transaction prices for domestic economic activities
and is as such an indication of inflationary pressures.

The level of industrial domestic output prices was kept
fairly stable during the years 1995-99, but has since
2000 increased more significantly. This is a trend
apparent in all Member States. However the magni-
tude has varied. Looking at the MIGs at European
level, the series for energy has proven to be particu-
larly volatile, varying between index values 92.4 in
February 1999 and 126.1 in November 2000. The
price index for intermediate goods and for capital
goods presents a relatively steady evolution with a
total increase of 1.6 % and 4.4 % respectively since
1995.

The European aggregate for total industry has aug-
mented by 7.3 index points in total since 1995 and the
largest annual rise, of 4.9 index points, took place in
2000. During the last seven years, the United Kingdom
has shown the most stable price levels with a rise of
2.3 %. Greece's price level has had the highest
increase of the Member States, reaching an index
level of 129.2 in 2001. Moreover, Portugal's price index
has risen by 21 % since 1995 and a very large part of
this increase was developed during 2000.

Both employment and production in construction fal-
tered slightly in 1996 with a drop of — 1.3 % and
— 2.2 % respectively, but have thereafter gradually
recuperated. Employment in construction has shown a
steady upward trend since 1996, gaining 8.3 % since
1995 and with an average annual increase of 1.3 %.
The production level in 2001 was 5.5 % higher than
1995.

Figure 3.2.6. Growth of employment and production in the construction sector (1995 = 100)
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Figure 3.2.7 displays a comparison between the aver-
age annual growth rate of the total retail trade for each
Member State, 1996-2001, and the annual growth rate
for 2001.

Germany's average annual growth rate in retail trade
during the last five years was 0.2 % and 1.0 % for 2001
compared to 2000. Only ltaly and Austria registered
negative growth for 2001 (— 1.2 % and — 0.4 % respec-

Figure 3.2.7. Deflated turnover in retail trade (as a %)

tively). At the other end of the spectrum, Ireland had
both the highest average annual growth (7.2 %) and
the most rapid expansion for 2001 (7.4 %). Also
Portugal showed a high average growth of 4.3 % per
year although the index was stable between 2001 and
2000. The United Kingdom and Spain attained both
high gains in 2001, with 5.9 % and 4.4 % respectively.
The EU average growth reached 2.3 % per year and in
2001 it climbed to 2.4 %.
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Source: Eurostat.
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3.3. Developments in agriculture

Introduction

The annual economic accounts for agriculture (EAA),
which are satellite accounts in the framework of the
European system of accounts (ESA 95), provide a set
of three indicators showing income trends in agricul-
ture. The most important of these indicators is
Indicator A which measures the change of real agricul-
tural factor income in relation to the change in total
agricultural labour input (see box below).

Agriculture as described in the EAA corresponds gen-
erally to Division 01 in NACE Rev.1. This means that
neither forestry nor fishery are included, which else-
where in this publication are grouped together with
agriculture to form the larger total of NACE Sections
AB.

The income indicators in the EAA relate to the income
generated by agricultural activities (as well as insepa-
rable non-agricultural, secondary activities) over a
given accounting period, even though in certain cases
the corresponding revenues will not be received until a
later date. It does not, therefore, constitute the income
effectively received in the course of the accounting
period itself. Moreover, they are not indicators of total
income or of the disposable income of farming house-
holds; in addition to their purely agricultural income,
such households often receive income from other
sources (non-agricultural activities, salaries, social
benefits, income from property). In other words, agri-
cultural income must not be regarded as the income of
agricultural households.

In order to take account of part-time and seasonal
work, agricultural labour input or changes therein are
measured in annual work units (AWU). An AWU is
equivalent to the time worked by one person
employed full time in agriculture on a holding over the
whole year. A distinction is drawn between non-
salaried and salaried AWU, which together make up
the total number of AWU.

Indicator B: Index of real net agricultural entre-
preneurial income, per unpaid annual work unit

This indicator presents the changes in net entrepre-
neurial income over time, per unpaid / non-salaried
annual work unit. Net entrepreneurial income is
obtained by subtracting the compensation of employ-
ees and interest and rent paid from the net value
added at factor cost and adding the interest received.
This figure, when deflated with the same price index
referred to above and divided by the volume of non-
salaried labour in agriculture, gives Indicator B.

Indicator C: Real net entrepreneurial income from
agriculture

Indicator C defines the change in the real (i.e. deflat-
ed) net entrepreneurial income.

For more information see the Manual on the
Economic Accounts for Agriculture and Forestry
EAA/EAF97 (Rev. 1.1), Theme 5, Methods and
Nomenclatures, Luxembourg (2000); this manual is
available in all 11 official languages of the European
Communities.

The three agricultural income indicators

Indicator A: Index of the real income of factors in
agriculture, per annual work unit

This indicator corresponds to the real (i.e. deflated)
net value added at factor cost of agriculture per
total annual work unit. Net value added at factor
cost is calculated by subtracting intermediate con-
sumption, depreciation and other (i.e. non-product-
specific) production taxes from the value of agricul-
tural output at basic prices (i.e. including subsidies on
products and excluding taxes on products), and
adding the value of other (i.e. non-product-specific)
production subsidies. Indicator A is obtained by
deflating this net value with the implicit price index of
gross domestic product at market prices and dividing
by the volume of total labour in agriculture.
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An overview of the main results for 2001

According to the provisional results of the EAA for
2001, income from agricultural activity per full-time
worker equivalent is expected to have increased, in
2001, by 3.3 % when measured by Indicator A, for the
European Union as a whole (EU-15) (see Figure 3.3.1
and Table 3.3.1). With this increase, the index of aver-
age income from agricultural activity reaches a level of
107.6 in comparison with the average of the three
years from 1994 to 1996. For the euro-zone (EUR-12),
the index of Indicator A is estimated to have risen by
3.0 % in 2001 thus reaching a level of 112.1 (average
from 1994 to 1996 being equal to 100).

Changes in income from agricultural activity usually
vary widely across Member States, partly because the
various countries started out in different situations, as
a result of the developments in previous years, and
partly because of the wide variety of structural and
economic factors affecting agriculture in the individual
Member States of the European Union. This finding is
confirmed by the results for 2001. It is however
remarkable that all countries, with the exception of
Luxembourg, actually recorded increases in the agri-
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Figure 3.3.1. % changes in agricultural income measured by Indicator A for the Member States and the

European Union, 2001 (compared to the previous year)
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cultural income Indicator A. The fastest rates of
change were measured in Denmark (+ 12.3 %),
Portugal (+ 11.8 %), Austria (+ 10.9 %), and in
Germany (+ 9.9 %). But also Ireland (+ 7.8 %) record-
ed a notable income increase. The lowest growth rates
were observed in France (+ 0.7 %) and Italy (+ 0.2 %).
In Luxembourg, Indicator A fell 0.6 % below the level
reached in 2000. Later in this chapter, these estimates
for 2001 will be placed in a medium-term perspective.

For EU-15 in 2001, real agricultural factor income (i.e.
net value added at factor cost), the basis of Indicator
A, was slightly higher than in 2000 (+ 1.2 %). There
were increases in 11 Member States with the highest
rates measured in Portugal (+ 9.5 %), Austria and
Denmark (both + 9.0 %). Real agricultural factor
income fell below 2000 levels in four Member States,
namely the Netherlands, France, Greece and
Luxembourg. However, the ratio of real factor income
per annual work unit nevertheless increased in three of
these countries as the number of annual work units
declined at a faster rate than factor income: in the
Netherlands, for example, a decline of 1.1 % in real
agricultural factor income, and of 3.4 % in the volume
of agricultural labour input resulted in an increase of
24 % in Indicator A (Greece: real factor income
— 1.4 %, agricultural labour input — 2.9 %, Indicator A
+ 1.5 %; France: real factor income — 1.1 %, agricul-
tural labour input — 1.8 %, Indicator A + 0.7 %).

Indeed, the volume of agricultural labour input contin-
ued to decline in 2001 in all the Member States, with
the exception of ltaly (+ 0.5 %). For EU-15 as a whole,
there was a reduction of 2.0 % in the volume of agri-

cultural labour input, the slowest rate over the last 10
years.

Like Indicator A, real-terms net entrepreneurial income
per non-salaried agricultural annual work unit
(Indicator B) in agriculture in the European Union is
expected to have increased in 2001 (see Table 3.3.1).
Figures from EU-15 Member States less Germany
(“EU-14”, see separate box) suggest that there was an
average increase of 4.4 %. This increase is the result
of arise, by 1.4 %, in the real-terms net entrepreneur-
ial income for “EU-14" in 2001 compared to 2000, on
the one hand, and of the continued decline in the vol-
ume of non-salaried labour input (- 2.9 %), on the
other. Indicator C measuring the development in real
net entrepreneurial income was 2.2 % higher than in
2000 for the EU-15 as a whole. Ten Member States
recorded increases, with rates ranging from + 1.5 % in
Italy to +27.3 % in Denmark. The other Member
States recorded declines ranging from — 0.2 % in
Spain to — 2.0 % in France.

Indicator B is not calculated for Germany on method-
ological grounds: in the new Lé&nder of eastern
Germany there is a number of holdings organised as
legal persons, in which, unlike sole proprietorships
and partnerships, wages and salaries are paid to all
workers, including the members of/partners in the
enterprise. Holdings which are legal persons thus
produce corporate profits (or losses) with no unpaid
labour force. In such a situation, Indicator B, the
denominator of which is determined by changes in
non-salaried labour input, would be overestimated in
relation to an actual individual income.
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Table 3.3.1. % changes in the three indicators of income from agricultural activity in the European Union
as a whole and in the Member States, 1999-2001 (compared to the previous year)

Indicator A

1999 2000 2001 1999
EU-15 -1.0 2.7 3.3
EUR-12 -0.7 3.2 3.0
B -14.2 1.6 5.3 -21.8
DK -3.2 20.8 12.3 -27.1
D -89 19.0 9.9 ,
EL 1.7 -15 15 2.3
E -29 1.4 2.6 -23
F -22 0.2 0.7 -39
IRL -78 53 7.8 -10.7
| 8.9 -39 0.2 13.8
L -95 1.8 -0.6 -15.2
NL -11.8 -33 2.4 -20.8
A -39 2.6 10.9 -51
P 14.3 -94 11.8 21.0
FIN 9.9 27.6 4.7 13.9
S -9.2 9.8 5.0 -194
UK -19 -94 35 -34

Source: Eurostat.

It is worth noting that changes in Indicator C, and con-
sequently also in Indicator B, are often more pro-
nounced (in both directions) than changes in Indicator
A. This is because the net entrepreneurial income, the
basis for both Indicators B and C, is considerably
smaller in absolute terms than factor income. The
share, in 2000, of factor income in gross value added
at basic prices was 79.4 % compared to only 49.6 %
for net entrepreneurial income. A given change in any
item entering the calculation of factor income, there-
fore yields a larger change in entrepreneurial income
than in factor income.

Key factors driving the income developments in
2001

Which were the key factors at EU-15 level driving the
development of real-terms agricultural factor income in
20017? On the whole, the principal aggregates behind
factor income changed little, in 2001. On the level of
the individual products, however, there were a number
of significant changes, which are briefly enumerated in
the following.

— The value at basic prices of the agricultural
industry's output was slightly higher in 2001
(+ 0.3 % in real terms). Increases in the output val-
ues of animals and animal products (+ 2.1 % and
+ 3.7 % respectively, in real terms) thus outweighed
the decline in the value of crop output (— 1.5 % in
real terms). The latter decline was mainly the result
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Indicator B Indicator C
2000 2001 1999 2000 2001
-59 -2.0 2.2
-6.4 -25 15
19.3 7.8 -23.7 16.8 46
95.5 31.2 -314 89.6 27.3
: : -17.2 30.4 14.1
-1.0 2.9 1.6 -44 -0.7
10.8 54 -104 -0.8 -0.2
-04 0.8 -6.5 -3.0 -2.0
45 9.0 -185 1.6 1.8
-53 1.6 5.9 -9.7 15
-23 1.7 -174 -6.5 -18
-6.9 4.6 -224 -8.1 -1.2
1.4 13.2 -59 -15 1.1
-124 18.0 12.9 -124 15.5
35.1 7.5 5.1 21.9 2.3
20.3 7.7 -23.9 15.9 38
-238 10.9 -6.5 -26.3 8.9

of lower volumes (— 7.5 %) in cereal production and
lower volumes (—5.7 %) and producer prices
(= 3.7 %) in wine production. The increase in the
average output value of animals (at basic prices),
despite the considerable fall in the output values of
cattle (producer prices down by —13.3 % in real
terms), was mainly the result of a further remark-
able increase in the producer prices for pigs
(+ 16.0 % in real terms). Higher producer prices for
milk (+ 3.8 % in real terms) were the main factor
behind the rise in the output value of animal prod-
ucts. The overall value of product-specific subsidies
(net of taxes) was slightly smaller in 2001 than in
2000 (— 0.4 % in real terms).

The cost of intermediate consumption goods
and services was slightly higher than in 2000
(+ 0.2 % in real terms). Average real-terms prices
for intermediate inputs were 0.8 % higher than in
2000, mainly as a result of higher prices for animal
feedingstuffs and fertilisers (+ 1.6 % and + 9.7 %
respectively, in real terms). The average volume of
the input use was reduced by 0.6 % which reflects
mostly reductions in the use of fertilisers and of
pesticides (down by 6.5 % and 6.3 % respectively).

— Depreciation was slightly higher (+ 0.2 % in real
terms) while the other taxes on production fell
below 2000 levels (- 0.4 %). The other subsidies
on production increased considerably (+ 9.7 %
in real terms).
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Table 3.3.2. % changes in the main components of the income from agricultural activity in the European

Union as a whole and in the Member States, 2001

Values in real terms EU15 B DK D EL
Output of the agricultural industry +03 +18 +39 +18 -18
Crop output -15 +48 -17 -09 -33
Animals +21 -12 +131 +37 +28
Animal products +37 +12 -19 +69 +16

— Intermediate consumption +02 +17 +20 -01 -23
= Gross value added at basic prices +0.3 +19 +66 +45 -17
— Consumption of fixed capital +02 -11 -29 -12 -16
— Other taxes on production -04 -21 +214 -01 -28
+ Other subsidies on production +97 -21 +10 -143 +39
= Factor income (1) $12 +27 +90 +55 —14
Agricultural labour input (2) -20 -24 -30 -40 -29
Indicator A (1)/(2) +33 453 +123 +99 +15

Source: Eurostat, SBS database.

In the present context it is important to make a dis-
tinction between subsidies on products and other
subsidies, on the one hand, and taxes on products
and other taxes on production on the other. Capital
transfers which represent a further type of grant to
agriculture do not enter the calculation of the income
indicators. In the EAA, output is valued at basic
prices. The basic price is calculated by adding subsi-
dies on products to the producer price, and deducting
the taxes on products. Only the other subsidies and
the other taxes on production appear therefore as
subsidies, respectively taxes, in Table 3.3.2.

Table 3.3.2 shows important increases in the other
subsidies on production for Ireland, the Netherlands
and for the United Kingdom. In both Ireland and the
United Kingdom, this increase was the consequence
of a change in the respective support schemes which
led to the reclassification of subsidies previously clas-
sified as subsidies on products, as subsidies on pro-
duction. When overall subsidies (subsidies on prod-
ucts, plus subsidies on production), net of any tax, are
looked at, there was an increase, in 2001, of only
1.1 % (in real terms) in Ireland, and even a decline of
0.4 % (in real terms) in the United Kingdom. The
increase in subsidies in the Netherlands, in 2001, is
largely related to payments compensating farmers for
losses due to foot-and-mouth disease. In addition, it
should be noted that the ratio of overall subsidies, net
of taxes, to gross value added at market prices, in the
Netherlands, was — despite the most recent increase
— still by far the lowest amongst the Member States
(6.8 % compared to 31.9 % for EU-15, in 2001).

The results from a medium-term perspective

Figure 3.3.2. puts the changes in agricultural income in
2001 for the various Member States in a medium-term
perspective (see also Table 3.3.3). The index of real
agricultural factor income per annual work unit
(Indicator A) is calculated using a base equal to 100 for

E F IRL I L NL A PFIN S UK
+06 -01 -38 +06 -10 -17 +23 +29 -19 +13 -16
-45 -15 +09 -12 -98 +03 -02 +40-62 -10 -18

+102 +20 -96 +63 -02 -71 +37 +32+99 +98 -87
+86 +14 +30 -14 +68 +02 +82 -16-17 -21+134
+04 +06 -07 +11 -01 -12 -04 +01-48 +29 +03
+08 -09 -74 +03 -20 -24 +55 +59+43 -20 -40
+58 +22 -26 +07 +00 -14 -04 +05-21 -26 -28

02 -01+584 -19 -29 -14 -20 +31 :-125

+13.7 +122 +475 +65 +03 +79.0 +4.0 +220 -2.7 +6.5 +80.1
+08 -11 +05 +07 -24 -11 +9.0 +95+16 +08 +1.5

18 -18 -67 +05 -17 -34 -17 -20-3.0 -40 -19
+26 +07 +78 +02 -06 +24+109 +11.8 +47 +5.0 +35

the average of the three years from 1994 to 1996. The
average of three years has been chosen in order to
reduce the impact of strong short-term fluctuations.
The graph takes the value of the index in 2000 as the
starting point, and shows the change in 2001 as well
as the new level of the index for 2001 in each of the
Member States.

When interpreting the values of the index shown in
Figure 3.3.2, it should be borne in mind that they do
not allow a comparison of the income levels between
the Member States, but only a comparison of their
trends since the mid-1990s.

The Member States can be divided roughly into two
main groups. The first covers those countries for whom
real-terms average income from agricultural activity in
2001 was above the average level recorded for the
years 1994 to 1996. This group comprises in particular
Germany, Sweden, Finland, Portugal and Spain,
where the income levels attained in 2001 were around
20 % higher than the average of the years 1994 to
1996, and in addition Italy, France, Denmark, Ireland
and Belgium. In the case of Denmark, Ireland and
Belgium, the income levels in 2000 were still below the
average level of 1994 to 1996, and it was therefore the
increases recorded in 2001 that brought incomes in
these countries above the average level of the years
1994 to 1996.

The second group covers those countries for whom
real-terms average income from agricultural activity in
2001 was below the average level recorded for the
years 1994 to 1996: Greece, Luxembourg, Austria, the
Netherlands and particularly the United Kingdom. In
Greece, Luxembourg and Austria, Indicator A in 2001
came (or remained, in the case of Luxembourg) close
to the average level of 1994 to 1996. In the
Netherlands, Indicator A had reached in 2000 its low-
est level (81.9 compared to the average level of 1994
to 1996) since records became available (1987), and
the latest modest increase in 2001 did not alter this
position by much.
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Figure 3.3.2. Indicator A in the Member States, index values 2000 (three-year average 1994 to 1996 = 100)

and changes in 2001
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Source: Eurostat.

The development in agricultural income in the United
Kingdom since the mid-1990s is quite different to that
of any other Member State of the European Union. In
1995, Indicator A had reached the highest level over
the whole of the period 1973 to 2001. However, sharp
declines in the second half of the 1990s and in 2000
(major reasons being the BSE crisis but also the rela-
tive strengthening of the value of the pound against the
euro) pushed Indicator A to its lowest level since the
accession of the United Kingdom to the European
Community in 1973. Indicator A remained, in 2001, still
about 40 % below the corresponding average level of
1994 to 1996, despite the most recent increase.

According to calculations for EU-15 as a whole, the
index of Indicator A in 2001 is expected to reach 107.6
(average 1994 to 1996 being equal to 100), after the
increases of 2.7 % in 2000 and of 3.3 % in 2001.

106

Agricultural income developments in 2001 in the
candidate countries

Information available from those eight candidate coun-
tries for which data were available reveals annual
changes in Indicator A, in 2001, ranging from a fall of
14.4 % (Slovenia) to an increase of 26.8 % (Hungary).
There were also income increases in the Czech
Republic (+ 20.5 %), Estonia (+ 17.2 %), the Slovak
Republic (+ 14.1 %) and in Lithuania (13.6 %). Income
from agricultural activity declined a little in Malta
(= 1.6 %) and strongly in Poland (— 10.3 %). On aver-
age, in these eight countries (CC-8), there was an
increase in Indicator A of 2.2 %.

Real agricultural factor income, the basis of Indicator
A, developed in most of the candidate countries in
a similar way to Indicator A (+ 1.7 % on average in
CC-8). The volume of agricultural labour input declined
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Table 3.3.3. Indices of Indicator A of the income from agricultural activity in the European Union
(three-year average 1994 to 1996 = 100)

EU-15
EUR-12

FIN
S
UK

Source: Eurostat, Economic Accounts for Agriculture (EAA).

1990

109.2
89.8

97.9
89.4
79.9
79.0
97.4
117.6
101.7
94.3
110.8
114.6
713

1991

88.1
90.0

109.1
86.7
90.0

M.7
96.6
78.7
80.2
84.5
90.6

114.4
99.8
93.6

101.7
96.7
70.1

1992

86.4
87.8

106.1
76.7
94.1
96.6
83.7
85.4
89.2
83.9
91.0

105.6
924
69.9
89.9
86.7
76.4

1993

86.4
86.3

102.6
78.6
89.2
86.5
86.4
84.9
90.8
86.2
94.0
87.9
81.4
67.7
90.4
92.4
90.2

1994

94.9
95.1

104.2
88.8
92.7
98.9
96.3
96.1
92.2
92.1
89.9
98.8
95.8
90.9
97.2
9.7
95.6

1995

101.0
100.3

93.4
105.8

98.3
103.0

95.9
101.8
103.6
101.1
103.2
102.1
107.7

99.7
11.0
108.5
105.5

1996

104.1
104.6

102.4
105.5
109.0
98.1
107.7
102.0
104.2
106.8
106.9
99.1
96.5
109.4
91.8
99.8
98.8

1997 1998 1999

104.8 1021 100.9
107.6 1061  105.0

106.4 1005  86.3
102.2 815 789
114.1 1040 948
98.4 97.7 995
108.9 1064 103.3
1055  110.0 107.6
101.4 97.3 897
109.5  109.7 1194
987 1078 975
107.0 961 847
89.5 889 854
1043 1028 117.5
91.2 821  90.2
106.4 1169 106.2
76.7 6568  64.5

2000

104.2
108.8

96.3
95.3
112.8
97.9
1151
107.8
94.5
147
99.3
81.9
87.6
106.5
115.2
116.6
58.5

2000 (%)

+3.3
+3.0

+53
+123
+9.9
+15
+2.6
+0.7
+78
+0.2
-06
+24
+10.9
+11.8
+4.7
+5.0
+35

Figure 3.3.3. % changes in agricultural income measured by Indicator A for the candidate countries and

the European Union, 2001 (compared to the previous year)
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Source: Eurostat.
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particularly strongly in Lithuania (- 10.1 %) and the
Slovak Republic (— 9.1 %). However, with an increase
in agricultural labour input in Poland (which accounts
for almost two thirds of the total agricultural labour
input of CC-8), the rate of decline was limited to a mod-
erate 0.5 % for the total of the eight candidate coun-
tries.

It is obvious from Table 3.3.4 that there are consider-
able differences in the development of most of the
items between the individual countries. For the eight
candidate countries as a whole, the key factors driving
the development of real-terms agricultural factor
income in 2001 can be summarised as follows.

— Most importantly, there was arise in the value at
basic prices of the agricultural industry's out-
put, in 2001, of 3.1 % (in real terms). This rise
reflects increases in both the output values of crop
products and of animals (+ 2.8 % and + 7.2 %
respectively, in real terms); for animal products,
there was a decline (— 1.3 % in real terms). The
increase in animal output was mainly brought about
by a strong rise in the real-terms producer price for
pigs (+ 15.8 %, very close to the EU-15 price rise;
at the same time the output volume was down by
4.4 %). But there was also a considerable growth in
the output volume of poultry (+ 10.0 %), combined

with higher producer prices (+ 4.2 % in real terms).
The increase in the output value of crops was main-
ly the result of a strong increase in the output vol-
ume of cereals (+ 26.5 %) which was only partly off-
set by a decline in producer prices (— 7.3 % in real
terms).

— The cost of intermediate consumption goods
and services was higher than in 2000 (+ 3.6 % in
real terms). This was mainly the result of higher
expenditures for animal feedingstuffs (+ 3.3 % in
real terms), the most important input item (account-
ing for nearly half of the value of intermediate con-
sumption in 2001).

— Depreciation was lower than in 2000 (- 4.2 % in
real terms). The other taxes on production
increased by 10.0 % (in real terms), while the
other subsidies were reduced by more than 20 %
(in real terms). It is worthwhile noting, in this con-
text, that the overall level of all subsidies combined
(subsidies on products, plus other subsidies), net of
any tax, was reduced, in 2001, by more than one
third. The ratio of overall subsidies (net of taxes) to
gross value added at market prices consequently
diminished to 8.8 % (compared to 31.9 % for EU-
15, in 2001).

Table 3.3.4. % changes in the main components of the income from agricultural activity in the candidate

countries, in 2001

Values in real terms CY Cz
Output of the agricultural industry +45
Crop output +57
Animals +8.9
Animal products -36
Intermediate consumption -04
= Gross value added at basic prices +15.6
— Consumption of fixed capital -88
— Other taxes on production +6.6
+ Other subsidies on production —365
= Factor income (1) +18.1
Agricultural labour input (2) _20
Indicator A (1)/(2)
+20.5

Source: Eurostat, SBS database.
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+56 +128 -13 +05 402 -45 +27 +31
—124 +11.0 -10.1 19 -10 -116 +394 +28
+358 +206 +79 +43 456 +23 -232 +72
#1341 +35 +138 -03 -41 +13 -44 -13
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EY%

eurostat

HOUSEHOLD CONSUMPTION EXPENDITURE

4. Household consumption
expenditure

4.1. Overview

Consumption is certainly an important variable in
determining the economic performance of a country. In
this respect, it has been presented in Chapter 1. But in
addition, consumption also reflects social conditions,
in particular related to the welfare of a country.

In 2001 households and non-profit institutions serving
households in the EU spent EUR 5 160.7 billion (at
current prices) for their consumption. When calculating
per capita figures, the average spending of house-
holds in the EU in 2001 has been at around 13 600
PPS per head. In 2001 Luxembourg stood out as hav-
ing the highest per capita private consumption figure;
among the bigger Member States, the same is true for
the United Kingdom. The lowest figures have been
registered in Portugal (24 % below the EU value) and
Greece (21 % below the EU average).

These figures have already been presented in Section
1.2. (see Tables 1.2.1 and 1.2.2). But even if con-
sumption, as a total, has a relevant role in the deter-
mination of economic results, when splitting household
consumption into different items according to purpose,
further interesting conclusions become available. This
chapter aims at determining consumption patterns,
finding differences and similarities between them and
pointing out the evolution over time of the spending
behaviour of EU households (7).

When considering the structure of consumption in
Figure 4.1.1, a first relevant observation is that three
items take up the largest part of household consump-
tion, defining clearly the “basic” consumption items in
the EU: almost half of the total consumption expendi-
ture is spent on food, housing and transport. Nearly
one quarter of household consumption is dedicated to
more “recreational” items. The remaining part is spent
for minor sub-items of consumption.

Breakdown of consumption by purpose

Household final consumption expenditure is broken
down by consumption purpose using the COICOP
classification (classification of individual consumption
by purpose). The following 2-digit COICOP items will
be distinguished here.

— Food and non-alcoholic beverages

— Alcoholic beverages, tobacco and narcotics

— Clothing and footwear

— Housing, water, electricity, gas and other fuels

— Furnishings, household equipment and routine
household maintenance

— Health

— Transport

— Communication

— Recreation and culture

— Education

— Restaurants and hotels

— Miscellaneous goods and services

Figure 4.1.1. Structure of consumption expendi-
ture in EU-15, 2000 (as a % of total consumption)

Miscellaneous Food
9-8\ 12.7 Alcoholic
Restaurants / beverages
9.1 3.7
Education
0.9
\Clothing
Recreation - 65
e
Communication \Housing
25 210
TransporJ —_ Furnishings
14.0 Health 6.9

3.2

Source: Eurostat.

(1) The latest year for which these breakdowns of household consumption by purpose is available is 2000.
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Looking at the temporal trend in consumption items in
Table 4.1.1, the first evidence is that the share of food
consumption in household spending is getting lower
over time. This is a natural evolution in developed
countries such as the EU Member States. Housing is
generally the single most important item in household
spending for consumption, followed by expenses for
transports.

Moreover, the differences in the structure among EU
countries (see Figure 4.1.3) give a quite good indica-
tion of the existing models of consumption. The rela-
tionship between a country's wealth and the pattern of
consumption is confirmed by the fact that Greece and
Portugal, which show the smallest GDP per capita fig-
ures (used here as an indication of a country's wealth),
also show the largest shares of consumption dedicat-
ed to food. As well, though somewhat less unambigu-
ous, at least an indication of a certain preference in the
pattern of consumption is given by the fact that the
largest shares of food consumption are recorded in
Mediterranean countries. Households in northern
countries, on the other hand, dedicate the largest parts
of their consumption to housing. Since consumption
expenditure is influenced by a large range of factors
that make figures not easily comparable, the figures
here should be considered as a simple indication of dif-
ferent models of consumption only.

In terms of growth, expenditure for food and for hous-
ing has been rather steady, while spending for trans-

Table 4.1.1. Structure of consumption expenditure
in the EU-15, 1995-2000
(as a % of total consumption)

1995 2000
Food and non-alcoholic beverages 142 127
Alcoholic beverages, tobacco 3.6 3.7
Clothing and footwear 7.0 6.5
Housing, water, electricity, gas 214 210
Furnishings, household equipment 7.1 6.9
Health 3.3 3.2
Transport 135 140
Communication 2.0 25
Recreation and culture 9.2 9.7
Education 0.9 0.9
Restaurants and hotels 8.6 91
Miscellaneous 9.2 9.8

Source: Eurostat.

port on average showed higher growth rates. The most
dynamic item of consumption in the EU has been
expenditure for communication, but these still repre-
sent only a minor part of total spending (2.5 % in
2000). Another item of consumption showing particular

dynamic growth has been recreation and culture.

Figure 4.1.2. Growth rates of consumption expenditure by item in the EU-15, 1997-2000 (as a %)

18
14
10
6
2 1
o 0 . N
=2 ,
Food coiole Clothing Housing  Furnishings ~ Health
beverages
1997 13 0.6 2.0 0.7 23 11
1998 11 14 2.8 15 33 0.4
1999 13 3.2 2.6 13 353 83
2000 2.6 14 2.9 17 35 3.0

Transport

2.9
5.0
43

-0.8

Commununi-

cation Recreation = Education = Restaurants Miscellaneous  Total

11.8 3.7 4.8 21 2.4 21
132 6.0 0.1 29 3.7 3.1
18.7 6.0 0.5 2.7 3.6 33
153 6.0 0.0 3.0 4.5 29

Source: Eurostat.
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Figure 4.1.3. Shares of the most important items of consumption expenditure among Member States, 2000
(as a % of total consumption)
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NB: Shares for the Netherlands and Sweden refer to 1999.
Source: Eurostat.

111



HOUSEHOLD CONSUMPTION EXPENDITURE

=]

eurostat

4.2. Analysis by purpose

Food and non-alcoholic beverages

In 2000 the highest figures for household expenditure
on food were recorded in the Mediterranean countries
of the EU. Portugal came first among the Member
States, with food and non-alcoholic beverages
accounting for 18.5 % of total expenditure. Next came
Greece (16.9 %), followed by Spain and ltaly (15.2 %
and 14.4 %, respectively). Households in the United
Kingdom spent least on food: only 9.8 % of total
expenditure. The figures in Ireland, Germany and the
Netherlands were somewhat higher at around 11 %,
and in the other Member States the figures were fairly
closely grouped between 12 % and just over 14 %.

When the structure of expenditure in 2000 (the most
recent year for which data are available) is compared
with the figures for 1995 (the first year for which data
compiled according to the ESA 95 are available), it can
clearly be seen that expenditure on food is declining as
a share of total household spending in all Member
States. This is normal in countries where living stan-
dards are high and where spending is thus channelled
in other directions. The biggest reductions occurred in
Ireland, where spending on food as a percentage of
total expenditure fell by 5 percentage points, followed
by Spain and Italy (down by 2.5 and 2.4 points, respectively).

Table 4.2.1. Consumption expenditure for food
and non-alcoholic beverages, 1995-2000
(as a % of total consumption)

(As a % of total consumption)

H 2000 1995

EU-15 12.7 14.2
EUR-12 135 14.7
P 18.5 20.5
EL 16.9 18.2
E 15.2 17.7
| 14.4 16.8
IRL 10.7 15.7
F 14.2 151
FIN 12.7 14.8
B 13.0 145
S 12.6 14.4
DK 12.8 14.0
A 12.4 13.4
NL 11.6 13.0
D 11.8 125
UK 9.8 11.2

NB: Shares for the Netherlands and Sweden refer to 1999 instead
of 2000.
Source: Eurostat.
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Table 4.2.2. Consumption expenditure for food
and non-alcoholic beverages, growth index for
volume and prices, 2000

(1995 = 100)

M Volume Price
EU-15 107.1 105.5
EUR-12 106.5 105.7
P 114.0 110.6
EL 113.3 121.5
E 112.0 107.7
UK 1111 103.8
FIN 110.4 102.0
NL 110.3 105.8
S 110.2 97.7
IRL 108.6 114.2

106.9 104.0
106.4 101.2

104.3 107.2
DK 103.7 108.4
B 103.5 105.4

I 103.2 107.3

Source: Eurostat.

Growth indices were calculated in order to assess the
absolute variation (see Table 4.2.2). These indices
show how much the volume of consumption expendi-
ture went up between 1995 and 2000, based on 1995
as the reference year. In addition, the growth indices
for consumer prices for the consumption item at hand
are presented, which may provide a useful background
to the interpretation of the consumption volume trends.
In 2000 the biggest absolute growth over the past five
years was recorded in Portugal, where the volume of
spending on food and non-alcoholic beverages was up
by 14 % in comparison with the reference year. As a
rule, the variations were quite small for a five-year
period; in Italy, Belgium and Denmark, volume growth
was below 4 %, i.e. below 0.8 % per annum. Overall
in the European Union, the 2000 figure for food and
non-alcoholic beverages was 7.1 % above the 1995
figure.

Housing

The single biggest share of total household consump-
tion in the European Union is used for housing, water,
electricity, gas and other fuels. This heading account-
ed for just over a fifth (21.0 %) of all household spend-
ing in the Union in 2000. The figure was particularly
high among the Nordic Members of the EU: 30.6 % in
Sweden (1999), 27.9 % in Denmark and 25.5 % in
Finland. Corresponding strong deviations from the
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average show at the other end of the scale, where par-
ticularly in Portugal housing, water, electricity, gas and
other fuels accounted for only a small percentage of
total household expenditure (10.6 %). All in all, there
are thus two distinct geographic groups: on the one
hand there is the Nordic group (Denmark, Finland and
Sweden) where the figures are high; on the other
hand, there are three Mediterranean countries — i.e.
Portugal, Greece and Spain — and the United
Kingdom, where the figures are comparatively low.

When changes in the structure of household con-
sumption are compared over the period from 1995 to
2000, it can be seen that spending as a percentage on
housing, water, electricity, gas and other fuels stayed
more or less the same. There was a small change in
the percentage figure between 1995 and 2000, i.e. a
reduction of 0.4 percentage points from 21.4 % to
21.0 %. In virtually every Member State the change
was contained over the period under review, the
exceptions being Ireland and Sweden. In Ireland,
spending on housing increased its share by 3.3 per-
centage points. In Sweden, the Member State that
spends most on housing, water, electricity, gas and
other fuels as a percentage of total household con-
sumption, this share fell by 1.9 points from 1995 to
1999.

Table 4.2.3. Consumption expenditure for hous-
ing, water, electricity, gas and other fuels, 1995-
2000 (as a % of total consumption)

(As a % of total consumption)
| 2000 1995

EU-15 21.0 21.4

EUR-12 21.3 21.4

S 30.6 325
DK 27.9 27.4
FIN 25.5 25.3
B 22.7 24.1

23.6 23.8
D 245 23.4
NL 20.8 214
| 19.5 19.4
A 19.4 18.8
UK 17.9 18.4
EL 17.0 17.6
IRL 19.2 15.9
E 141 14.7
P 10.6 11.0

NB: Shares for the Netherlands and Sweden refer to 1999 instead
of 2000.
Source: Eurostat.

Table 4.2.4. Consumption expenditure for hous-
ing, water, electricity, gas and other fuels, growth
index for volume and prices, 2000

(1995 = 100)
B Volume Price
EU-15 108.1 113.0

EUR-12 108.6 113.1

IRL 128.2 113.9
P 116.6 112.7
E 112.6 116.1
EL 112.3 123.1
FIN 111.4 115.1
NL 110.7 123.0
D 108.9 111.7

108.6 107.0
A 107.5 114.7
UK 106.9 110.1

106.6 115.1
S 105.0 110.1
| 103.9 119.1
DK 103.2 120.6

Source: Eurostat.

Finally, as a way of indicating absolute changes in vol-
umes and prices during the review period, Table 4.2.4
shows the volume and consumer price growth indices.
In 2000, expenditure volumes for housing, water, elec-
tricity, gas and other fuels were up by 8.1 % compared
with the reference year, whereas prices showed a
somewhat bigger increase (+ 13.0 %) in comparison to
1995. The strongest increases in the volume of expen-
diture on housing over the five years from 1995 to
2000 were observed for lIreland (+ 28.2 %) and
Portugal (+ 16.5 %), whereas this volume grew only
very modestly in Italy (+ 3.9 %) and Denmark
(+ 3.2 %).

Transport

Transport is the third biggest consumption item for
households in the European Union after housing and
food: in 2000, transport accounted for 14.0 % of total
consumption in the Union, a share bigger now than
that of household spending on food. The highest share
of household spending on transport, at 17.4 % in 2000,
was recorded in Portugal, with Belgium, France,
Germany and the United Kingdom following around
two percentage points behind. In Greece (8.6 %), on
the other hand, transport is relatively least significant
as a consumption item, and its share even declined
slightly between 1995 and 2000. This low share of
household expenditure on transport in Greece stands
apart from the values observed in the other EU coun-
tries.
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Over the period under review, there was only a modest
change in the percentage of expenditure devoted to
transport in the Union (+ 0.5 percentage points
between 1995 and 2000) or in most Member States.
Belgium is notable for household expenditure on trans-
port soaring over the period: in 2000 it was 2.4 points
higher than in 1995 and the second highest on record
in the EU, exceeded only by Portugal, where 17.4 % of
total consumption was dedicated to transport. Greece
and Denmark are unique, in that the share of spending
on transport actually decreased.

The extraordinary growth in spending on transport in
some EU countries is all the more visible in view of the
growth indices: in 2000, expenditure volumes for trans-
port in Ireland were higher by more than two thirds in
comparison to those recorded in 1995 (+ 67.6 %), and
spending on transport (at constant prices) grew by
37.2 % in Spain, while Denmark was the only country
to record a decline in volume of transport consumption:
— 4.7 % from 1995 to 2000.

Table 4.2.5. Consumption expenditure for trans-
port, 1995-2000
(as a % of total consumption)

(As a % of total consumption)

H 2000 1995
EU-15 14.0 135
EUR-12 13.9 13.4
P 17.4 16.2
F 15.2 14.6
D 14.5 14.2
UK 14.7 14.2
DK 12.4 135
B 15.7 133
FIN 13.8 12.8
A 12.9 12.6
| 12.5 12.3
NL 12.4 12.2
S 13.2 121
E 13.0 11.6
IRL 12.6 11.4
EL 8.6 8.9

NB: Shares for the Netherlands and Sweden refer to 1999 instead
of 2000.
Source: Eurostat.
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Table 4.2.6. Consumption expenditure for trans-
port, growth index for volume and prices, 2000

(1995 = 100)
M \Volume Price
EU-15 115.3 113.5
EUR-12 114.8 112.9
IRL 167.6 118.9
E 137.2 116.9
FIN 127.6 1141
NL 124.9 111.6
S 124.9 109.3
P 123.9 120.4
B 123.2 116.1
EL 120.8 1195
UK 118.7 117.0

| 116.0 114.0

A 113.6 112.2
F 1131 110.2
D 105.8 112.7
DK 95.3 114.9

Source: Eurostat.

Recreational items

As has been pointed out, nearly half of all household
consumption focuses on the three components of
expenditure that have just been described. In the
European Union in 2000, households spent 47.7 % of
total expenditure on housing, water, electricity, gas and
other fuels, transport and food and non-alcoholic bev-
erages.

If we regard these headings as items of “basic” con-
sumption, it is then possible to identify those items that
can be better described as “recreational’. As a con-
vention, when speaking of recreational consumption
expenditure, this covers the items recreation and cul-
ture, restaurants and hotels and alcoholic beverages
and tobacco. When the figures for these three head-
ings of household consumption are added together, we
find that in the EU in 2000 recreational spending
accounted for 22.5 % of total expenditure, or well
below half of the figure for basic consumption spend-

ing.

Table 4.2.7 gives the figures for recreational consump-
tion. A closer look at the European figures reveals that
in 2000 households in the European Union spent
9.7 % of their total expenditure on recreation and cul-
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Table 4.2.7 Consumption expenditure for “recreational” items, 1995-2000, (as a % of total consumption)

Recreation Restaurants GlEalielis Total “recreational”
beverages

1995 2000 1995 2000 1995 2000 1995 2000
EU-15 92 9.7 8.6 9.1 36 3.7 215 295
EUR-12 87 9.0 8.3 8.6 35 35 205 211
B 8.9 9.2 5.8 5.8 3.7 3.8 185 18.8
DK 10.6 10.6 5.4 55 5.0 46 21.0 20.7
D 94 9.7 55 5.0 3.9 3.8 18.9 18.5
EL 45 5.1 14.7 15.6 4.2 45 23.4 25.1
E 85 8.7 18.9 19.0 2.7 3.3 30.1 31.0
F 85 8.9 73 76 34 34 19.2 19.8
IRL 77 6.4 14.6 14.6 6.6 6.5 28.8 27.5
I 73 76 8.7 95 25 2.4 185 19.6
NL 1.0 11.1 5.8 5.9 35 3.2 20.4 20.2
A 1.0 11.9 12.0 11.6 2.7 2.9 25.7 26.3
P 59 6.7 9.9 9.8 4.2 4.0 19.9 20.5
FIN 1.0 11.2 7.2 7.1 6.1 5.4 242 23.6
S 10.2 11.0 46 5.1 46 4.1 19.4 20.2
UK 15 12.5 114 115 4.2 43 27.1 28.3

NB: Shares for the Netherlands and Sweden refer to 1999 instead of 2000.

Source: Eurostat.

ture, 9.1 % on restaurants and hotels and 3.7 % on
alcoholic beverages and tobacco, totalling the 22.5 %
just mentioned. It can further be seen that in 2000
households in Spain and the United Kingdom stood
out for their high levels of recreational consumption.
For Spain, this is primarily due to a high share of con-
sumption expenditure for restaurants and hotels, and
for the United Kingdom, both shares for restaurants
and hotels and for recreation and culture are relatively
high. Germany and Belgium, on the other hand,
showed the lowest consumption shares for recreation-
al items, and especially so for restaurants and hotels.

The highest figures for percentage spending on recre-
ation and culture in the EU were recorded in the United
Kingdom (12.5 %), followed by Austria, Finland, the
Netherlands and Sweden, with figures of around 11 %.
Greece was at the other extreme, with a figure of only
51 %.

For restaurants and hotels, it is Spain that is well
ahead of the other Member States, with Spanish
households devoting 19.0 % of their total consumptive
expenditure to this heading in 2000. Next come
Greece and Ireland, with figures of 15.6 % and 14.6 %
respectively. The countries where households spend
least on restaurants and hotels are Germany and
Sweden, where the figure is about 5 %.

In order to give a general impression, Figure 4.2.1
shows the changes in volume by country for each of
the three subheadings, with the countries presented in
the order of the magnitude of growth. It can be seen
that in the United Kingdom consumption in volume
terms for recreation and culture grew by almost 50 %
in the review period. In the Union as a whole, the fig-
ure showed a rise of 26.9 %, and there were substan-
tial rises in most Member States. The smallest growth
observed was that in Germany.

The changes were generally less marked in the case
of restaurants and hotels, for which in the EU as a
whole the increase over the whole period 1995 to 2000
was 11.9 %. There was a big rise only in Ireland, where
the figure for restaurants and hotels posted an
increase of 29.0 % in relation to the reference year, fol-
lowed by Sweden with 24.0 %. In Germany, on the
other hand, the 2000 figure was actually slightly down
on the 1995 figure (- 2.2 %).

The changes were generally even smaller for alcoholic
beverages and tobacco, which recorded a volume
increase of only 7.2 % in the EU during the review peri-
od. By far the highest growth index was achieved in
Ireland, followed by Spain and Austria, but increases
were much less marked in the other Member States.
Indeed, in France, the 2000 figure was unchanged
from 1995, and in Sweden it was 2.5 % lower than in
the reference year.
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Figure 4.2.1. Consumption expenditure for “recreational” items, volume growth index, 2000 (1995 = 100)
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Others

In this section we describe the remaining items of con-
sumption. These six items have been grouped togeth-
er for being of minor importance in total consumption.
Altogether, these six items accounted for less than
30 % of total expenditure of households for consump-
tion in the EU. In the following section a short descrip-
tion of the expenses for clothing and footwear (6.5 %
of total private consumption expenditure in the EU,
2000), for furnishings, household equipment and rou-
tine maintenance of the house (6.9 %) and for com-
munication (2.5 %) will be given. As for the remaining
three headings, health (3.2 %), education (0.9 %) and
miscellaneous goods and services (9.8 %), no further
discussion will be provided. In fact, because of their
peculiar characteristics, those three functions are not
easily compared among countries and over time.

In 2000 expenditure for clothing and footwear in the
European Union was 6.5 % of total consumption.
Among Member States, in three southern countries the
expenditure for clothing and footwear was proportion-
ally the highest: Greece (11.0 %), ltaly (9.3 %) and in
Portugal (7.9 %). At the opposite end, households in
Finland (4.5 %) and Denmark and France (4.9 % each)
spent the smallest shares on this item. Over the peri-
od under review all Member States except Greece and
Sweden reduced the proportion spent on clothing and
footwear (see Table 4.2.8). Considering the absolute
growth over the period considered (1995 = 100) in
Table 4.2.9, in the EU spending at constant prices for
buying clothing and footwear increased by 11.9 %,
while the corresponding prices had a smaller variation
of 2.5% only. Among Member States, in Ireland
spending on this item showed the most substantial
increase, the 2000 figure was more than twice the
benchmark value. The next largest variations were
recorded in Portugal and the United Kingdom (around
+ 31 %). It should be noted that in those three coun-
tries, concurrent with the large increase in spending
volume, prices recorded a contraction.

Spending for furnishings, household equipment and
routine maintenance of the house in 2000 took a share
of 6.9 % in total consumption — this item thus being
slightly ahead of clothing and footwear. Households in
Italy (9.4 %) and in Austria (8.2 %) dedicated the
largest parts of total spending to this item, while their
counterparts in Sweden (4.8 %) and Finland (4.6 %)
spent the smallest shares. Over last five years this fig-
ure for the EU as a whole fell only marginally.
Specifically, among the four biggest economies, in
Germany and ltaly this item lost importance, whilst in
France and the United Kingdom the quota remained
virtually unchanged. In no Member State did this item
see radical changes, and variations in the quotas were
fairly modest, possibly with the exception of Belgium,
where the share declined from 6.4 % in 1995 to 5.5 %

in 2000 (see Table 4.2.8). When considering the
absolute growth of household spending for furnishings,
household equipment and routine maintenance of the
house the variations are more important: in 2000
spending in Ireland (+ 61.9 %) was much higher than
in the reference year 1995, Portugal (+ 33.4 %) and
Finland (+ 31.5 %) following somewhat behind.
Belgium, on the other hand, saw no increase in volume
over the last five years. Prices tended to increase in all
Member States, albeit only moderately in most of
them.

As a percentage of total consumption, the households
in the Union dedicated 2.5 % of their total consumption
to communication. Dutch, Italian and Finnish house-
holds showed the largest quotas (above 3 %), and in
no Member State did this item account for less than
2 % of total consumption. Over the period under con-
sideration (1995/2000) this item expanded its impor-
tance in all Member States, and even quite significant-
ly so given the small absolute size of this heading. In
particular, the part of consumption dedicated to com-
munication increased strongly in Finland, in the
Netherlands, in Italy and in Greece — in those coun-
tries the quota increased by roughly one percentage
point. Albeit relatively small in absolute terms, commu-
nication has been the most dynamic item in household
consumption: in the EU in 2000 spending on commu-
nication grew by more than 15 % (compared to the

Table 4.2.8. Consumption expenditure for “other”
items, 1995-2000, (as a % of total consumption)

Clothing Furnishings Communications

1995 2000 1995 2000 1995 2000
EU-15 7.0 6.5 7.1 6.9 2.0 2.5
EUR-12 7.2 6.7 74 7.2 1.9 2.5
B 6.6 54 6.4 55 1.5 2.2
DK 52 4.9 58 58 1.7 2.1
D 7.1 6.4 7.6 7.2 2.0 2.4
EL 10.9 11.0 6.6 6.4 1.5 2.4
E 6.8 6.5 6.2 6.0 1.8 2.3
F 55 4.9 6.3 6.3 1.8 2.2
IRL 7.3 7.1 7.0 7.1 1.8 2.2
| 9.6 9.3 9.6 94 2.1 3.1
L : : : : : :
NL 6.5 6.2 74 74 2.1 3.2
A 7.1 6.6 8.9 8.2 2.0 2.8
P 8.1 7.9 7.0 75 2.0 24
FIN 4.8 4.5 4.4 4.6 1.9 3.1
S 54 54 4.6 4.8 2.3 3.0
UK 6.3 58 59 6.0 2.0 2.2
NB: Shares for the Netherlands and Sweden refer to 1999 instead

of 2000.
Source: Eurostat.

117



HOUSEHOLD CONSUMPTION EXPENDITURE

=]

eurostat

previous year). Considering absolute growth over the
1995-2000 period, spending in the EU in 2000 was
85.6 % higher than the benchmark figure while prices
had dropped. In lIreland, Finland, Greece, the
Netherlands, Italy and Austria, consumption volume
more than doubled over the reference period. The
smallest variation, recorded in Sweden, was still a

Table 4.2.9. Consumption expenditure for “other” items, growth index for volume and prices, 2000

Clothing
(1995 = 100)
volume price
EU-15 11.9 102.5 EU-15
EUR-12 109.0 106.1 EUR-12
IRL 227.3 82.8 IRL
P 131.5 98.1 P
UK 130.4 79.6 FIN
FIN 123.5 99.8 UK
E 120.4 11.8 NL
EL 119.8 130.6 S
NL 1"7.7 103.8 E
S 114.4 102.5 EL
A 112.2 97.3 I
DK 11.6 87.9 F
I 109.7 114.0 DK
F 104.4 101.3 A
D 101.4 102.0 D
B 95.9 100.9 B

Source: Eurostat.
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remarkable + 49.7 % growth in volume. Also consider-
ing prices, communication recorded an extraordinary
development in EU countries: prices actually tended to
fall, with the exception of Belgium (+ 1.9 % in 2000
compared to 1995), the maximum decline in prices
was achieved in Ireland, where they were almost 20 %

lower in 2000 compared to 1995 (see Table 4.2.9).

Furnishings Communications
(1995 = 100) (1995 = 100)
volume price volume price
1135 105.6 EU-15 185.6 90.3
1M11.5 106.2 EUR-12 191.0 90.3
161.9 113.8 IRL 262.0 80.2
133.4 12.2 FIN 254.4 95.5
131.5 103.2 EL 234.0 94.8
1271 100.4 NL 2148 97.8
124.7 105.8 I 209.8 96.6
122.5 104.2 A 203.4 93.9
118.2 1134 F 191.0 88.5
116.1 123.7 E 182.2 98.9
1129 1M1.5 B 178.0 101.9
12.2 104.5 D 174.4 84.5
110.4 107.5 P 171.6 95.5
109.3 102.4 UK 166.2 87.5
105.1 102.0 DK 157.9 90.1
100.0 103.9 S 149.7 97.2



EY%

eurostat

GENERAL GOVERNMENT IN THE UNION

5. General government in the
Union

This section sets out to provide an overview of the size
and structure of the public sector in the various
Member States (see box entitled “Definition of general
government”). After outlining the importance of gener-
al government in national economies with the help of
the major aggregates of the national accounts, it will
first consider the revenue, in particular taxes, and the
expenditure of general government and then the differ-
ence between the two that amounts to public sur-
plus/deficit.

Definition of general government

According to the “European system of national and
regional accounts in the Community” (ESA 95), the
general government sector includes “all institutional
units which are other non-market producers whose
output is intended for individual and collective con-
sumption, and mainly financed by compulsory pay-
ments made by units belonging to other sectors,
and/or all institutional units principally engaged in the
redistribution of national income and wealth”. General
government is divided into four subsectors: central
government, State government, local government
and social security funds.

5.1. Major aggregates of general
government

In the Union and in the euro-zone, general government
output accounts for about one sixth of GDP (see Table
5.1.1). If intermediate consumption — 6.1 % of GDP in
the Union, on average — is disregarded, the gross value
added of the sector amounted to 11.9 % of GDP in the
Union, and 12.4 % in the euro-zone, in 2000. Its span
over the Member States ranged from 8.6 to 19.0 %.

Table 5.1.1. Main aggregates of general government,
2000 (as a % of GDP)

P1 P2 D1 P3 P51

Compen- Final con-

Interme- . .
Output diate con- sllle @y G GFCF
sumption SRl expen-
ees diture

EU-15 18.0 6.1 10.2 19.8 2.3
EUR-12 171 47 10.5 19.8 25
B 16.1 31 114 21.2 1.8
DK 26.8 7.8 16.7 25.1 1.7
D 13.5 3.9 8.1 19.0 1.9
EL 17.0 5.0 1.7 15.5 4.1
E 16.0 4.0 10.4 17.4 3.2
F 21.3 53 13.4 23.1 3.0
IRL 135 49 7.9 13.4 3.8
| 17.4 5.0 10.5 18.0 24
L 13.9 3.2 8.0 16.3 4.1
NL 18.8 6.3 10.0 22.7 3.2
A 17.9 5.6 114 19.4 1.7
P 20.9 4.2 14.8 20.1 3.8
FIN 24.4 8.8 13.1 20.6 25
S 30.5 115 16.4 26.2 25
UK 20.3 114 74 18.5 1.2

Source: Eurostat.

General government compensation of employees in
the European Union and the euro-zone amounted to
10.2 % and 10.5 % of GDP respectively in 2000, with
figures in individual Member States ranging from
7.4 % in the United Kingdom to 16.4 % in Sweden and
16.7 % in Denmark.

Final consumption expenditure of general government
in the Member States ranged between 13.4 % (Ireland)
and 26.2 % (Sweden) of GDP in 2000, the average
being 19.8 % in the Community and euro-zone as well.
Gross fixed capital formation amounted to between
1.2 % (United Kingdom) and 4.1 % (Luxembourg and
Greece) of GDP in 2000. The average for the Union as
a whole was 2.3 %, and for the euro-zone 2.5 %.
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5.2. General government revenue
and expenditure

On 10 July 2000, the European Commission adopted
Regulation (EC) No 1500/2000 implementing Council
Regulation (EC) No 2223/96 (the “ESA 95 regula-
tion”) with respect to general government expenditure
and revenue.

The culmination of the work of a task force that
brought together Eurostat, the 15 Member States, the
European Central Bank and the Directorate-General
for Economic and Financial Affairs, the regulation
offers for the first time a common definition of total
general government revenue and expenditure. Also, it
provides one of the first components of a complete
and consistent set of harmonised accounts relating to
the public sector in Europe.

It should be noted that according to the regulation, the
difference between the total revenue and the total
expenditure must be equal to the surplus/deficit of
general government (see Section 5.3). Tables 5.2.1,
5.2.2 and 5.3.1 have been updated to match the lat-
est available information on public deficit.

General government revenue

In 2001, total general government revenue (see Table
5.2.1) varied between 34.7 % (Ireland) and 62.3 %
(Sweden) of GDP. On average the government rev-
enues accounted for 46.4 % in the European Union;
in the euro-zone it was slightly higher
(46.7 %). Taxes and social security contributions
accounted for nearly 80 % of general government
revenue in the Union. Other sources (property
income, other current transfers, capital transfers)
contributed with a share of about 21 % (see Figure
5.2.1). It is worth noting that the Union's own
resources (agricultural levies, customs duties, VAT
revenue) appear in the accounts according to the
ESA as direct payments to the rest of the world and
are therefore not included under either revenue or
expenditure of general government.

In 2000 taxes on production and imports and taxes
on income and wealth reached 14.4 % and 14.1 % of
GDP in the Union (see Table 5.2.2, variables T.P.I.
And C.T..W.). The figures for the euro-zone were a
bit lower with 14.2 % and 12.9 %, respectively. The
range for taxes on production and imports (from
12.4 % in Spain to 17.2 % in Denmark) was narrow-
er than for taxes on income and wealth (from 10.4 %
in Greece and 10.5 % in Spain to 29.1 % in
Denmark).

Social security contributions accounted for a significant
percentage of GDP in 2000: 16.6 % on average in the

120

Table 5.2.1. Total general government revenue
(as a % of GDP)

1995 1996 1997 1998 1999 2000 2001

EU-15 449 468 469 466 470 468 464
EUR-12 465 473 477 472 477 4T3 467
B 485 490 494 498 497 494 493
DK . 588 583 587 591 565 57.0
D 461 469 466 466 473 470 455
EL 403 418 434 450 460 481 469
E 384 388 390 391 397 397 399
F 497 514 519 512 518 514 513
IRL 394 394 386 315 372 365 347
| 458 461 484 468 471 463 46.2
L 477 475 466 452 452 454 465
NL 473 478 471 464 476 474 465
A 520 528 521 517 517 508 523
P 406 418 418 416 430 425 422
FIN 56.2 568 553 545 541 557 541
S 600 622 616 629 616 614 623
UK 389 386 389 401 403 409 414

Source: Eurostat.

Union and 17.3 % in the euro-zone. Here, too, there
were big differences between Member States, since
for example actual social contributions as a percent-
age of GDP (see Table 5.2.2, variable A.S.C.) ranged
from 5.3 % in Denmark to 25.8 % in the Netherlands.

Figure 5.2.1. Main categories of general govern-
ment revenue, EU-15, 2000 (as a % of total)

Market
. output and
t;izlftearls output for
o own final
Other 2% use
current 306 Taxes on
transfers _——production
16% imports
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Current
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income and
wealth
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Source: Eurostat.
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Table 5.2.2. Main categories of taxes and social
contributions 2000 (as a % of GDP)

D2 D5 D91 D611 D612 Total

TPI CTIW. C.T. AS.C. IS.C. ("

EU-15¢ 144 14.1 03 166 16 469
EUR-12¢4) 142 12.9 03 173 1.7 465

B 14.1 17.2 0.5 16.5 31 514
DK 17.2 291 0.2 53 1.0 528
D 12.7 12.4 0.1 19.3 12 457
EL 16.0 10.4 0.3 1.4 22 403
E 12.4 10.5 04 13.6 16 385
F 16.1 12.3 0.6 17.6 26 492
IRL 2 : : : : : :
| 15.6 14.5 0.1 14.0 1.0 452
L 3 : : : : : ;
NL 13.1 1.8 04 258 24 535
A 15.5 13.4 0.1 15.4 32 476
P 3 : : : : : ;
FIN 14.0 211 0.3 13.4 00 488
S 15.1 222 0.1 18.6 06 566
UK 14.5 16.0 0.2 14.8 11 466

(1) The rate of compulsory levies (fiscal burden) cannot be calcu-
lated directly from the data in this table as internal consolida-
tion would first be required.

(2) Ireland has a derogation for the transmission of these data.
(3) Luxembourg and Portugal have not transmitted these data.

(4) Values for the EU and euro-zone were calculated excluding
IRL, Land P.
Source: Eurostat.

General government expenditure

Total general government expenditure in the Union
(see Table 5.2.3) accounted on average for 47 % of
GDP in 2001; the range of figures was fairly wide, from
33 % in Ireland to more than 57 % in Sweden. Since
1995 the EU and euro-zone average values fell con-
sistently. In 2001 this trend came to a hold when both
grew distinctly.

In the European Union, the main component by far of
general government expenditure (see Figure 5.2.2)
comprised social benefits other than social transfers in
kind (nearly 38 % of all expenditure). This was followed
by compensation of employees in the public sector
(nearly 24 %), intermediate consumption (14 %) and
property income (9 %). Gross fixed capital formation
accounted for 5 % of general government expenditure
of the Member States.

Table 5.2.3. Total general government expenditure
(as a % of GDP)

1995 1996 1997 1998 1999 2000 2001

EU-15 521 51.0 493 483 478 462 472
EUR-12 541 516 503 494 490 472 482
B 528 528 513 506 502 493 490
DK . 598 580 576 560 540 542
D 56.1 503 493 488 488 459 483
EL 505 492 474 474 479 489 469
E 450 437 422 417 409 403 400
F 552 555 550 539 534 528 527
IRL 415 396 374 352 348 320 330
| 534 532 511 499 489 469 484
L 451 455 438 421 417 398 404
NL 56.4 496 482 472 469 453 464
A 573 568 541 542 541 525 523
P 450 458 448 441 454 454 464
FIN 599 599 568 532 522 487 491
S 676 653 632 608 603 577 574
UK 446 430 411 398 391 393 405

Source: Eurostat.

Figure 5.2.2. Main categories of general govern-
ment expenditure, EU-15, 2000 (as a % of total)
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Source: Eurostat.
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Some important functions

Among the main items of government expenditure,
there are some that merit special attention.
Accounting for nearly one sixth of GDP in 2000,
social benefits (excluding social transfers in kind) —
which include pensions, healthcare, unemployment
benefits, etc. — represented the main item of expen-
diture (see Table 5.2.4). Depending on the Member
State, they ranged between 8.2 and 18.8 % of GDP.
Topping the table in this category were Germany and
Austria followed by Sweden and France. The coun-
tries which spent proportionally the least on these
benefits were Ireland, the Netherlands and Portugal.
Apparently the general trend of these expenditures
has been falling since 1996; this can be observed in
the Union as well as in the euro-zone and most
Member States. In Germany, Italy and Austria the
trend is less obvious while in two States, Greece and
Portugal, the share of this expenditure has been
growing over the years.

Table 5.2.4. Social benefits (other than social
transfers in kind) paid by general government
(as a % of GDP)

1995 1996 1997 1998 1999 2000

EU-15 172 174 171 166 165 161
EUR-12 w3 177 176 171 170 167
B 166 166 162 161 157 163
DK 204 198 188 183 177 171
D 181 193 193 189 190 188
EL 151 154 156 157 160 163
E 139 138 133 128 124 123
F 185 187 188 184 183 18.0
IRL 18 15 106 9.9 9.0 8.2
I 167 169 173 170 172 167
L 165 162 154 148 147 141
NL 153 148 139 130 125 1.9
A 195 195 189 186 188 188
P "8 N8 M6 M7 19 121
FIN 222 215 199 184 180 165
S 213 203 196 193 188 183
UK 154 148 144 137 134 133

Source: Eurostat.

The provision of social benefits to households repre-
sents a traditional function of redistribution among
the various categories of the population (active popu-
lation, pensioners, unemployed, sick, etc.). But
of course, general government also provides a
whole range of other functions for the benefit of the
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community, e.g. public security, education, national
defence, transport, communications, cultural and
leisure facilities.

Through the production and consumption activities
that these entail, general government has a significant
influence on the economy. While compensation of
employees and intermediate consumption are the
major items of general government expenditure, subsi-
dies paid to businesses and gross fixed capital forma-
tion also play a noticeable role.

Production subsidies provided by general govern-
ment in 2000 amounted to 1.5 % and 1.4 % of GDP
in the Union and in the euro-zone respectively (see
Table 5.2.5). Apparently a falling trend of these sub-
sidies can be noticed. Governments in Denmark and
Austria provided the highest aid payments to the pri-
vate sector whereas Sweden, which still had the
highest share in 1997, has reduced its subsidies in
the meantime to the European average. The Member
State which subsidised the least was Greece, fol-
lowed by Spain, Italy and France.

Table 5.2.5. Subsidies paid by general govern-
ment (as a % of GDP)

1995 1996 1997 1998 1999 2000

EU-15 ¢) 1.8 1.7 1.6 1.6 1.5 1.5
EUR-12 ¢4 1.7 1.7 1.5 1.5 1.5 14

B 15 1.6 14 15 15 15
DK 25 2.6 2.4 2.3 2.4 2.2
D 2.1 2.0 1.8 1.9 1.8 1.7
EL 04 0.5 0.1 0.1 0.2 0.2
E 1.1 1.0 0.9 1.1 1.2 1.1
F 15 15 15 14 1.3 1.3
IRL () : : : : : :
| 15 15 1.2 1.3 1.2 1.2
L 1.8 2.1 1.8 1.8 15 1.6
NL 1.1 1.2 15 15 1.6 15
A 2.9 2.6 2.6 2.8 2.6 2.6
P 3 1.3 1.5 1.2 15 : :
FIN 2.8 2.1 1.9 1.7 1.6 15
S 3.8 3.3 2.7 2.2 2.1 1.6

(1) Ireland has a derogation for the transmission of these data.

(2) Portugal has not transmitted data for 1999 and 2000.

(3) The United Kingdom has not transmitted data for subsidies
paid.

(4) Values for the EU and euro-zone were calculated, excluding

the GDP of countries with missing data.
Source: Eurostat.
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Table 5.2.6. General government gross fixed capi-
tal formation (as a % of GDP)

1995
EU-15 3 2.6
EUR-12 3 2.7
B 1.8
DK 1.8
D 2.3
EL 3.2
E 3.7
F 3.3
IRL () :
| 2.1
L 4.6
NL 3.0
A 3.1
P2 3.7
FIN 2.8
S 3.4
UK 1.9

1996

24
26

1.6
20
2.1
3.2
3.1
3.2

22
4.7
3.1
28
4.2
29
3.0
1.5

1997

22
24

1.6
1.9
1.9
34
3.1
3.0

22
4.2
29
20
4.4
3.2
2.7
1.2

1998

22
25

1.6
1.7
1.9
3.6
3.3
29

24
45
29
1.9
3.9
29
2.7
1.2

1999

22
25

1.8
1.7
1.9
4.0
34
29

25
42
3.0
1.8

29
2.7
1.1

2000

22
25

1.8
1.7
1.9
4.1
3.2
3.0

24
4.1
3.2
1.7

25
25
1.2

(1) Ireland has a derogation for the transmission of these data.
(2) Portugal has not transmitted data for 1999 and 2000.

(3) Values for the EU and euro-zone were calculated, excluding
the GDP of countries with missing data.

Source: Eurostat.

On average, government investment in fixed capital
goods (see Table 5.2.6) amounted in 2000 to 2.2 % of
GDP in the Union. The figures differed considerably,
ranging from 1.2 % in the United Kingdom to 4.1 % in
Greece and Luxembourg. The share of government
investment remained rather stable during the exam-
ined period in most countries, sometimes with some
fluctuations. Only two States show a clear trend:
Greece where the percentage has steadily grown
since 1996 and Sweden with a slow decrease over
time.
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5.3. Public deficit and debt

Depending on whether or not a country's revenue cov-
ers its expenditure, there will be a surplus or a deficit
in its budget. If there is a shortfall in revenue, the gov-
ernment is obliged to borrow. Expressed as a percent-
age of GDP, a country's annual (deficit) and cumulative
(debt) financing requirements are significant indicators
of the burden that government borrowing places on the
national economy. These are in fact two of the criteria
used to assess the government finances of the
Member States that are referred to in the Maastricht
Treaty in connection with qualifying for the single cur-
rency (see box).

Budgetary discipline and notification of public
debt and deficit

The Maastricht Treaty states that the Member States
are required to avoid excessive public deficits. To this
end, they must fulfil two conditions. Firstly, the ratio of
government deficit to GDP must not exceed a refer-
ence value (3 %), unless the ratio has declined sub-
stantially and continuously and reached a level close
to the reference value, or that the reference value has
been exceeded only exceptionally and temporarily
and the ratio is close to the reference value.
Secondly, the ratio of government debt to GDP must
not exceed a reference value (60 %), unless the ratio
is diminishing sufficiently and approaching the refer-
ence value at a satisfactory pace.

At the Madrid Summit in December 1995, the
European Council stressed the need for budgetary
discipline both before the introduction of monetary
union and after the start of stage 3 on 1 January
1999. This determination was reflected in the Growth
and Stability Pact, which is intended to prevent any
country, no longer able to rely on exchange rates and
interest rates, to resort to budgetary policy to revive
its economy, since such a solution could very quickly
have a negative effect on its public deficit, thereby
prompting a rise in interest rates which would be
detrimental to all the participants in EMU.

Public deficit (see Table 5.3.1) is defined in the
Maastricht Treaty as general government's net borrow-
ing according to the European system of accounts
(see box).

The average values for the European Union and the
euro-zone suggest that the year 2001 saw a certain
drawback for the efforts to balance government budg-
ets in the Community. However, in 2001, 11 Member
States achieved a balanced budget or a surplus. Only
five had to borrow in order to finance their budget. With

124

Table 5.3.1. General government deficit
(as a % of GDP)

1996 1997 1998 1999 2000 2001

EU-15 42 24 A7 08 06 -08
EUR12 43 26 23 -3 01 -5
B 38 19 08 05 01 03
DK 40 03 11 31 25 28
D 34 27 22 45 11 28
EL 74 40 24 19 08 00
E 49 32 26 12 06 01
F 41 31 27 16 14 14
IRL 02 12 23 24 45 A7
| 71 27 31 18 08 22
L 20 28 31 35 56 6.1
NL 18 41 08 07 21 01
A 40 20 25 24 17 00
P 40 30 25 24 29 42
FIN 31 45 13 19 70 50
s 31 16 21 13 37 49
UK 44 22 03 12 16 09

Source: Eurostat.

the exception of Portugal their deficits stayed below
the reference value.

Nevertheless it cannot be neglected that namely lItaly
and Germany who had managed since 1996 to con-
stantly enhance their budgetary situation faced a trend
reversal in 2001. In Portugal this reversal occurred
already in 2000 and the deficit increased in 2001.
France could not further reduce its public deficit but
kept the same value as in the preceding year. For ltaly
and Portugal the growing deficit was caused by a rise
in State expenditure. In Germany decreasing revenues
aggravated the same development.

The euro-zone showed a similar development. While
the deficit was reduced steadily since 1995 and had
disappeared in 2000 it grew in 2001 for the first time in
the period examined. The reason was a noticeable
growth in the share of public expenditure whereas rev-
enue percentage fell slightly.

Public debt (see Table 5.3.2) is defined in the Maastricht
Treaty as total general government gross, nominal and
consolidated debt outstanding at the end of the year.

In the past years, endeavours to reduce general gov-
ernment debts were again fruitful. At the end of 2001,
11 States of the Union had a level of public debt below
the 60 % threshold, with Austria only slightly above
this percentage. Two Member States — lItaly and
Belgium — were still above 100 %, while Greece
reached for the first time a two-digit percentage.
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Figure 5.3.1. Variation of general government net lending/net borrowing in the euro-zone (as a % of GDP)
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Table 5.3.2. General government debt In 2001 the average debt ratio for the 15 Member
(as a % of GDP) States of the Union was reduced by almost one per-
centage point to 63.0 %. As in the year before the
1996 1997 1998 1999 2000 2001 average for the countries in the euro-zone followed at
EU-15 725 711 688 678 639 630 a distance of about 6 percentage points (69.1 %).
EUR-12 751 749 741 725 701 69.1
B 130.1 1253 1193 1150 109.3 1075
DK 651 612 562 527 468 445
D 598 610 609 613 603 59.8
EL 111.3 1082 105.0 103.8 1028 997
E 68.1 667 646 631 604 572
F 571 593 595 585 574 572
IRL 743 651 551 496 390 366
| 1221 1202 1164 1145 1106 1094
L 6.2 6.1 6.3 6.0 5.6 55
NL 752 699 668 631 560 532
A 69.1 647 639 649 636 617
P 627 589 548 542 534 556
FIN 571 541 488 468 440 436
S 760 731 705 650 553 56.0
UK 523 511 476 452 424 390

Source: Eurostat.
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6. Population, labour market
and social protection in the
Union

6.1. Population

The EU, the world's third most populous econom-
ic area

Having 379 million inhabitants in mid-2001, the
European Union is the third most populous economic
area after China (1 273 million) and India (1 030 mil-
lion), which reached its first billion well before the mil-
lennium change. Indeed, after these two giants, its
population is almost as large as those of the United
States (278 million) and Japan (127 million) together.

The European Union currently covers 70 % of the pop-
ulation of the whole of Europe (excluding most of the
former Soviet Union and parts of the former Republic
of Yugoslavia). The 10 central European countries plus
Cyprus, Malta and Turkey, which are potential future
Member States of the Union have a total population of
about 176 million people. Turkey is the largest of those
countries with a population of 68 million, Poland is the
second largest with 38.6 million. Romania (22.4 mil-
lion), the Czech Republic and Hungary (both 10 mil-
lion) rank in the medium-size group of countries and
the remainder have less than 10 million inhabitants.

The six largest EU countries by area (France, Spain,
Sweden, Germany, Finland and Italy) occupy nearly
80 % of the total EU territory. The five countries with
the highest populations i.e. Germany, the United
Kingdom, France, Italy and Spain, represent 80 % of
the whole population of the Union. Population density
ranges from just 15 per km2 in Finland to nearly 400
per km2 in the Netherlands. The population is most
dense in a belt running from northern lItaly through
south and west Germany and the Benelux countries to
southern England. Border regions in all directions tend
to be less densely populated. In 1991, more than half
of the population of the EU countries lived in urban set-
tlements (defined as compact areas with a population
density of at least 500 persons per kmZ2). This percent-
age ranges however from a low of 21 % in Sweden to
a high of 77 % in the United Kingdom.

Slow population growth as compared
with the United States

Population growth in the EU slowed in the 1970s and
1980s but accelerated in the early 1990s. This was
due to a temporary increase in immigration. The long-
term trend points to a decline in the growth rate. The
United States' population has grown steadily since the

1970s until recently. In Japan, population growth
diminished substantially during the same period.

Table 6.1.1 shows the recent development of the com-
ponents of the population change in 1997-2001. The
population of the EU increased in 2001 by 0.41 %, a
rate clearly higher than that of Japan (+ 0.17 %), but
much lower than that of the United States (+ 0.90 %).
Net migration is still the most important source of pop-
ulation growth in the Union. Its share of total population
increase was 75 %. In the United States, net migration
is also important but the natural increase is the major
driving force of the relatively strong population growth.
Japan faces a situation of near zero net migration, thus
migration having no role in the population growth.

Table 6.1.1. Components of population change,
1997-2001 (as a %)

Natural Net _ Population

increase migration change
EU-15
2001 0.11 0.31 0.41
2000 0.10 0.31 0.41
1999 0.07 0.25 0.32
1998 0.08 0.17 0.25
1997 0.10 0.13 0.23
EUR-11
2001 0.11 0.32 043
2000 0.10 0.31 0.41
1999 0.07 0.24 0.36
1998 0.07 0.13 0.19
1997 0.09 0.13 0.22
us
2001 0.55 0.35 0.90
2000 0.55 0.34 0.89
1999 0.56 0.35 0.91
1998 0.59 0.36 0.95
1997 0.59 0.32 0.91
JP
2001 0.17 0.00 0.17
2000 0.18 0.00 0.18
1999 0.19 0.00 0.19
1998 0.20 -0.04 0.20
1997 0.23 -0.04 0.19

Source: Eurostat.
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Increasing share of non-EU nationals

The European Union has withessed a slow but steady
growth in the share of the non-national population dur-
ing recent decades. The total number of non-nationals
has increased from 13.6 million in 1985 to 19.4 million
in 2000. In 2000 the share of the non-nationals from
other EU countries was 29 % of total number of non-
nationals, and the share of those from outside the
Union was 71 %.

Non-EU nationals account for a greater share of the
total population in Austria (estimated at about 8 %) and
Germany (6.7 %) than in any of the other Member
States where the equivalent figures range from 1 %
and 4 %. As a proportion of the total population, EU
nationals of other Member States are most significant
in Luxembourg (32 %) and Belgium (5.5 %), the fig-
ures in other countries of the Union varying between
0.5 % and 2.5 %.

The share of the non-EU nationals of the EU total pop-
ulation has been growing slowly but steadily from

3.8 % in 1985 to 5.1 % in 2000. This is due to the fact
that net migration of the whole EU has exceeded nat-
ural increase since 1989. Also the compositions of
inflows (immigration) and outflows (emigration) have
favoured non-EU nationals being on average 55 to 45
in immigration and even 50 to 50 in emigration during
the whole period. In 1999, 41 % of immigrants to EU
countries were citizens of some EU country. They were
either returning to their own country or moving to
another EU country. The rest, some 59 %, were nation-
als of non-EU countries.

Ageing population and labour force

Figure 6.1.1 shows the age and sex structure of the
European Union in 2001 in the form of a population
pyramid. The pyramid has a broad waist and narrow
shoulders. But things will change. The waist will rise
upwards and the shoulders will broaden in the coming
years. This is because the low fertility continues to
decrease the younger age classes and expanding life
expectancy tends further to increase the share of the
older age classes.

Figure 6.1.1. Age pyramid for the European Union on 1 January 2001
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Long-term changes in fertility of the EU and Japan
have been remarkably similar. In 1970, both had total
fertility higher than 2 (EU 2.38 and Japan 2.09). After a
rapid decrease in the 1970s there was a steady down-
ward slope to the bottom levels 1.42 for EU in 1995
and 1.39 for Japan in 1997, which are well below the
level of reproduction. Now, the direction seems to be
upwards, although the total fertility rate of the EU
declined slightly from 1.48 in 2000 to 1.47 in 2001. A
slight rise was also seen in Japan from 1.40 to 1.41.
The United States, on the other hand, had the highest
level in 1970 (2.48) dropping to nearly 1.7 in the mid-
1970s, but turning up again and staying just over 2 in
the whole 1990s (2.06 in 2001).

Since 1945, life expectancy at birth in the EU has
increased almost continuously. Following an interrup-
tion in 1995, the upward trend resumed in 1996. For
the Union as a whole, and based on mortality rates
measured in 2000, it is estimated that life expectancy
is now at an all-time high: at birth, girls can now expect
to live an average of 81.4 years and boys 75.1 years,
well over 10 years more than in 1945.

The corresponding figures for the United States were
74.2 for men and 79.7 for women and for Japan 77.5
and 84.0. In most other developed countries, average
life spans are shorter than in the EU: the most extreme
case appears to be the Russian Federation, where the
average man now lives 15 years less than his EU
counterpart.

In Table 6.1.2. the population is split into several age
groups for 1970, 1995 and 1998-2001. In all three
areas the proportion of young persons (0-14) has
declined in the last 25 years. However, in the United
States the share of this group remains much higher
than in the Union or Japan. Within the European
Union, the southern Member States, Spain, Italy and
Portugal have experienced the greatest fall in share of
young people and this trend is expected to continue. In
all three economic areas and especially in Japan, the
proportion of elderly people (65 +) increased considerably.

The population of 15 to 64 year-olds is a good indica-
tor of the actual and potential labour force. In the
European Union and the United States, this age group
accounted for a substantially higher percentage of the
population in 2001 than in 1970. In Japan, although
there was virtually no change over the same period,
the 15-64 cohort remained a larger component of the
Japanese population than that in the EU or the United
States. In recent years (1998-2001), the share of this

age group has been almost constant in all three coun-
tries. However, the internal structure has been chang-
ing in all three countries during the 1990s. The share
of the older part of the potential labour force (40 to 64
years) increased from 1990 to 2001 in the EU from
44 1 to 46.5 %, in Japan from 49 to 50.4 % and in the
United States from 38.9 to 45.3 %. This indicates age-
ing of the labour force, which will also continue in the
coming years.

The old-age dependency ratio (65 +/15-64) increased
from 1970 in all three areas more than doubling (to
26.0 %) in Japan which reached the level of the EU as
compared with 19.0 % in the United States.

The total age dependency ratio (the number of people
aged 0-14 and 65 and over related to the number of
people aged 15-64) has dropped substantially since
1970 in the EU and in the United States with the EU
being most affected. In Japan, a fall in the proportion
of young people was counterbalanced by a rise in that
of the elderly. However, during recent years (1998-
2001) the ratio has been almost constant in all three
economic areas.

Demographic consequences of a possi-
ble enlargement of the Union

The candidate countries have clearly a younger age
structure (more young people and less old ones) than
the present Member States. However, because of low
fertility and life expectancy, most of the candidate
countries have a declining population. So, enlarge-
ment of the EU, especially, by the present candidate
countries would slightly postpone the ageing trend but
hasten the start of the population decline of the Union
by a few years.

What concerns the development of the working popu-
lation, the trends in the candidate countries considered
are somewhat different than in the present EU. Nearly
all the candidate countries have a total age dependen-
cy ratio that is not only lower than the EU-15 average
but also declining faster. Only when the small birth
cohorts from the 1990's enter the working age will
there be a rapid increase in the total dependency ratio.

Therefore, although enlargement of the European
Union would, in the medium-term lighten the demo-
graphic burden on the working population of the Union,
it would hardly alter the longer-term decline in this age

group.
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Table 6.1.2. Population shares in major age groups and age dependency ratios 1970, 1995, 1998-2001

(as a %)

EU-15

2001
2000
1999
1998
1995

1970
us

2001
2000
1999
1998
1995
1970
JP

2001
2000
1999
1998
1995

1970

Source: Eurostat.
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0-14

16.9
16.8
17.0
171
17.6

24.7

211
21.2
21.4
215
21.8

28.3

14.6
14.8
15.0
15.2
16.2

24.0

Population shares

15-64

66.9
66.9
66.9
66.9
67.0

63.1

66.3
66.1
65.9
65.8
65.4

61.9

67.8
68.1
68.5
68.8
69.6

69.0

65+

16.2
16.3
16.1
16.0
154

12.2

12.6
12.7
12.7
12.7
12.8

9.8

17.6
171
16.5
16.0
14.2

7.0

Age dependency ratios
(0-14 and 65+)

65+/15-64

24.2
244
241
239
23.0

19.3

19.0
19.2
19.3
19.3
19.6

15.8

26.0
25.1
241
23.3
204

10.1

/15-64

49.5
49.5
49.5
49.5
49.3

58.5

50.9
51.3
51.7
52.0
52.9

61.6

47.5
46.8
46.0
45.3
43.7

44.9
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6.2. Employment

Increase of employment by 1.2 % in 2001

Employment increased by 1.2 % in 2001 although the
growth did not reach the 1.8 % rate of 2000 (the largest
increase since 1995). Spain, France, Ireland, ltaly,
Luxembourg, the Netherlands, Portugal and Sweden
were still above the EU average. The most important
breaks between 2000 and 2001 were for Germany
(from 1.6 to 0.2 %) and Ireland (from 4.7 to 2.9 %).
Employment growth remained high in Luxembourg
(5.6 %).

63.9 % of the population aged 15-64 is
employed

At the Lisbon European Council of March 2000 a tar-
get was set whereby by 2010 the overall employment
rate should stand at 70 % with 60 % for women. Later,
in March 2001, the Stockholm European Council set
an intermediate target of 67 % for the overall employ-
ment rate and 57 % for the female employment rate in
2005.

In 2001, the EU employment rate (% of employed per-
sons in the population aged 15-64) was 63.9 %,
against 63.2 % in 2000. This rate was 2 points more
than the employment rate for the euro-zone. Denmark,
the Netherlands, Sweden and the United Kingdom
have already reached an employment rate of 70 %.
Austria, Portugal and Finland have attained the inter-
mediate target of 67 %. As for the female employment
rate, eight countries have reached the 2005 objective:

Denmark, Germany, the Netherlands, Austria,
Portugal, Finland, Sweden and the United Kingdom.

Compared with 2000, the overall 2001 employment
rate increased by 0.7 points in the EU but significantly
more in Spain, France, ltaly and the Netherlands
(between 1.1 and 1.4 points). It slightly decreased or
remained stable in Belgium, Greece and Austria. The

Table 6.2.2. Employment rates (15-64 years)

by sex, 2001
(as a % of the total population of the same age)
Total Male Female
EU-15 63.9 73.0 54.9
EUR-12 62.0 718 52.3
B 59.9 69.1 50.5
DK 76.2 80.2 72.0
D 65.8 726 58.8
EL 55.4 70.8 40.9
E 56.3 70.9 41.9
F 63.1 70.3 56.1
IRL 65.7 76.4 55.0
| 54.8 68.5 41.1
L 62.9 74.8 50.9
NL 741 82.8 65.2
A 68.4 76.7 60.1
P 68.9 76.9 61.1
FIN 68.1 70.9 65.4
S 70.9 72.3 69.4
UK .7 78.3 65.1

Source: Comparable estimates based on the labour force survey
(QLFD).

Table 6.2.1. Employment and annual employment growth

x 1000

1999 2000
EU-15 162 578 165 537
EUR-12 128 056 130 616
B 3 856 3918
DK 2745 2765
D 38 081 38 706
EL 3910 3898
E 15161 15633
F 23 484 24 037
IRL 1617 1693
I 22701 23129
L 248 262
NL 7938 8122
A 3999 4019
P 4818 4914
FIN 2243 2285
S 4161 4247
UK 27616 27 910

Source: Comparable estimates based on the labour force survey (QLFD).

% growth
2001 2000/1999 2001/2000
167 599 1.8 1.2
132 343 2.0 13
3965 1.6 1.2
2771 0.7 0.2
38773 1.6 0.2
3894 0.3 0.1
16 026 3.1 25
24 535 24 2.1
1743 47 29
23 505 19 1.6
277 5.6 5.6
8 291 2.3 2.1
4028 0.5 0.2
4 994 2.0 1.6
2313 1.9 1.2
4 326 2.1 1.9
28 160 1.1 0.9
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situation was more favourable for women: at EU level,
the female employment rate increased by 0.5 points
more with respect to males. The difference reached
even 1 point or more in Germany, the Netherlands and
Austria.

However, in 2001, the EU female employment rate
was still 18 points less than the male rate. The gender
gap narrowed slightly from 18.6 to 18 points between
2000 and 2001. In Greece, Ireland, Spain,
Luxembourg and ltaly, this gap was still wide (between
20 and 30 points), the low female employment rate
being often related to a low part-time employment
rate. On the other hand, the gender gap was still much
smaller in Denmark, Finland and Sweden (less than 9
points).

33.5 % of women in part-time employment
against 5.7 % for men

The gender gap is also obvious in part-time work.
Female part-time work represents 33.5 % of female
employment in the EU while it represents 5.7 % for
males. In the Netherlands, female part-time employ-
ment is particularly high, with two in three women
working part-time. Other Member States with a high
female part-time employment are Belgium, Germany,

Table 6.2.3. Share of part time employment
by sex, spring 2001 (as a % of the population
in employment of the same sex)

Total Male Female
EU-15 17.7 5.7 335
EUR-12 16.1 5.2 31.1
B 18.2 4.8 36.6
DK 19.6 9.6 31.2
D 19.9 47 39.0
EL 3.8 2.0 6.8
E 8.1 2.7 17.2
F 16.3 49 30.3
IRL 16.3 6.0 30.9
| 8.9 3.6 17.7
L 1.3 1.7 25.7
NL 41.9 19.3 71.3
A 16.9 3.9 33.3
P 8.1 3.6 13.6
FIN 11.6 7.0 16.6
S 21.8 9.1 35.7
UK 24.1 7.9 43.9

Source: Labour force survey.
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Sweden and the United Kingdom (more than 35 % in
2001).

Compared to 2000, the share of part-time employment
remained stable in 2001 in the EU and most Member
States (17.7 % of total employment) except in Belgium
and Denmark (by + 2 points), and Germany and the
Netherlands (by — 1 points). By gender, the differences
were slightly more significant for women, especially in
Belgium and Denmark (+ 3 points or more) and
Germany (— 1.3 points).

About 15 % of employed people in the EU were work-
ing part-time in 2001 because they could not find a full-
time job. However, involuntary part-time employment
continued to decrease (compared with 15.8 % in 2000
and 17.3 % in 1999). In Denmark, the Netherlands and
the United Kingdom, where part-time employment is
prevalent, as well as in Germany and Austria, involun-
tary part-time employment was below the EU average.
The situation is clearly different for men and women. In
general, relatively more men work part-time because
they could not find a full-time job. In Denmark,
Portugal, Finland and Sweden relatively more women
were involuntary part-time workers.

Table 6.2.4. Involuntary part-time by sex,
spring 2001 (as a % of part-time employment of
the same sex)

Total Male Female
EU-15 14.8 20.2 13.4
EUR-12 16.4 21.3 15.2
B 20.4 31.7 18.3
DK 13.6 10.5 14.8
D 11.9 15.8 11.2
EL 46.5 51.7 43.9
E 20.9 20.8 20.9
F 25.0 36.2 22.7
IRL 14.2 28.5 9.9
| 33.8 43.0 304
L 8.3 18.8 7.2
NL 2.5 39 2.0
A 10.8 17.6 9.7
P 15.9 7.9 19.7
FIN 32.8 26.6 359
S 23.2 22.0 23.5
UK 9.0 17.6 6.8

Source: Labour force survey.
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6.3. Unemployment

In 2001, the total number of unemployed in the EU
averaged 12.9 million or 7.4 % of the labour force. The
EU unemployment rate has been continuously
decreasing since 1992. Compared to 2000, the decline
was the largest in Italy (1 point), Spain, France and
Finland (0.7 points) while the rate remained stable in
Germany and Portugal. In six Member States, the
unemployment rate was below 5 %, close to 2 % in
Luxembourg and the Netherlands.

Table 6.3.1. Unemployment rate (1), yearly
average (as a %)

2000 2001
EU-15 7.9 74
EUR-12 8.5 8.1
B 6.9 6.6
DK 4.4 43
D 7.9 7.9
EL 1.1 10.5
E 1.3 10.6
F 9.3 8.6
IRL 4.2 3.8
| 104 94
L 2.3 2.0
NL 2.8 24
A 3.7 3.6
P 4.1 41
FIN 9.8 9.1
S 59 5.1
UK 5.4 5.0

(1) Harmonised unemployment rate.
Source: Eurostat.

Definition of unemployment

— currently available for work, i.e. were available for
paid employment or self-employment before the
end of the two weeks following the reference
week;

— actively seeking work, i.e. had taken specific steps
in the four-week period ending with the reference
week to seek paid employment or self-employ-
ment or who found a job to start later, i.e. within a
period of at most three months.

Adjustments on data prior to 2001 have been per-
formed to take account of this new definition and
ensure comparability. Counts of the number of per-
sons registered at public employment offices are not
suitable for international comparison because of
effects of changes in national administrative rules and
procedures.

Harmonised unemployment rate

Eurostat harmonised unemployment rates are based
on definitions recommended by the International
Labour Organisation. As from 2001, unemployment is
defined as follows in the Commission Regulation
(EC) No 1897/2000 of 7 September 2000 (the main
new elements of the definition are set in bold):

Unemployed persons comprise persons aged 15 to

74 who were:

— without work during the reference week, i.e. nei-
ther had a job nor were at work (for one hour or
more) in paid employment or self-employment;

Higher unemployment among women and
young people

In 2000, the female unemployment rate in the EU was
below 10 % for the first time since 1992. It went on
decreasing in 2001 (8.7 %). The gap with men was
getting narrower but still reached 2.3 points in 2001
(against 2.7 points in 2000, and 2.9 points in 1999).
This less favourable situation for women occurred in all
Member States except Ireland, Sweden and the United
Kingdom (less than 1 point of difference). The situation
was still unfavourable to women in Greece and Spain,
where the female unemployment rate was twice the
male unemployment rate.

Table 6.3.2. Unemployment rate by sex (1), yearly
average 2001 (as a %)

Males Females
EU-15 6.4 8.7
EUR-12 6.7 9.8
B 6.0 74
DK 3.8 49
D 7.7 8.1
EL 7.0 15.6
E 75 15.5
F 7.1 10.5
IRL 3.9 3.7
| 7.3 12.9
L 1.7 24
NL 1.9 3.0
A 3.0 43
P 3.2 5.1
FIN 8.6 9.7
S 52 49
UK 55 44

(1) Harmonised unemployment rate.
Source: Eurostat.
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When the unemployment rates are compared by age,
the 2001 youth unemployment rate in the EU and in
most Member States was still twice or more the rate of
those aged 25 and over, except in Germany. In
Belgium, Greece, ltaly, Luxembourg and the United
Kingdom, the youth unemployment rate was more than
three times the rate of those aged 25 and over. The
large difference between the youth unemployment rate
and the rate of those aged 25 and over is partly due to
a low labour participation.

Table 6.3.3. Unemployment rate by age ('),
yearly average 2001
(as a % of the labour force of the same age)

Less than 25 years

25 years and over

EU-15 14.9 6.3
EUR-12 16.0 7.0
B 17.6 5.4
DK 8.5 3.6
D 9.4 7.7
EL 28.1 8.3
E 215 8.9
F 19.5 74
IRL 6.6 3.2
| 28.1 74
L 75 14
NL 5.5 1.8
A 58 3.2
P 9.3 3.2
FIN 19.7 7.6
S 1.1 4.3
UK 1.9 3.8

(1) Harmonised unemployment rate.
Source: Eurostat.

The youth unemployment population ratio, on the other
hand, does not depend on the participation rate
because the basis is the total youth population instead
of the labour force. In the EU, the 2001 youth unem-
ployment population ratio was 7.1 %, a decrease of 0.7
points compared with 2000, 1.5 points compared with
1999. The youth unemployment population ratio
decreased mainly in Spain and Greece, ltaly and
Finland, countries with the highest rates in the EU (still
more than 9 %).

Higher unemployment among those with a
lower level of education

The risk of unemployment is still higher among those
aged 25-64 with an educational level below upper sec-
ondary education. It shows the importance of further
education and training in a period of employment
growth, job vacancies and decreasing unemployment.
In Belgium, Germany, Ireland, Austria and the United
Kingdom, the 2001 unemployment rate for people with
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third level education was less than one third of those
with at most lower secondary education. The differ-
ence was also significant between upper and lower
secondary education for the same countries except
Germany.

Table 6.3.4. Youth unemployment population ()
ratio (15-24 years), yearly average 2001(as a % of
the total population of the same age)

EU-15 7.1
EUR-12 7.1
B 6.1
DK 5.9
D 48
EL 10.2
E 9.1
F 7.1
IRL 3.3
| 10.2
L 2.7
NL 4.1
A 3.2
P 4.5
FIN 10.3
S 5.2
UK 1.7

(1) Harmonised unemployment.
Source: Eurostat.

Table 6.3.5. Adult unemployment rates
(25-64 years) by educational attainment,
spring 2001 (as a % of the labour force
of the same age and level of education)

Upper Less than
Third level upper

secondary
secondary
EU-15 41 6.2 9.6
EUR-12 4.7 7.0 9.8
B 2.7 4.3 9.1
DK 3.2 3.3 5.0
D 4.2 8.2 12.9
EL 6.6 9.8 76
E 8.4 104 12.7
F 4.6 6.6 1.5
IRL 15 24 5.6
| 5.3 6.6 9.2
L 1.2 1.1 1.9
NL 15 15 2.1
A 1.9 34 6.7
P 2.2 3.0 3.6
FIN 41 8.5 1.1
S 3.0 5.2 8.0
UK 2.0 37 7.3

Source: Labour force survey.
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Long-term unemployment

In the coordinated European employment strategy
which was launched by the extraordinary Summit of
Luxembourg in November 1997, the prevention of
long-term unemployment was strongly emphasised.
Since 1997, there has been a steady decline and the
long-term unemployment rate (unemployed persons
looking for a job for one year or longer) reached 3.3 %
in 2001 (against 3.7 % in 2000). The largest decline
compared to 2000 was for Belgium, Spain, France (by
0.8 points), Greece and ltaly (by around 0.6 points)
although the rate remained above 5 % in Greece,
Spain and Italy.

Table 6.3.6. Long-term unemployment rate (1),
yearly average
(as a % of the labour force)

2000 2001
EU-15 3.7 3.3
EUR-12 43 3.8
B 3.8 3.0
DK 1.0 0.9
D 4.0 3.9
EL 6.1 5.4
E 5.9 5.1
F 3.7 29
IRL 1.6 1.3
I 6.4 5.9
L 0.5 0.5
NL 1.1 0.8
A 1.0 0.9
P 1.6 1.5
FIN 2.8 2.5
S 1.8 1.8
UK 1.5 1.3

(1) Harmonised unemployment rate — 12 months and more.
Source: Eurostat.

The female long-term unemployment rate was still 1
point higher in 2001 compared to males. The gaps
were still wide in Greece and Spain (more than 5
points) and Italy (3.5 points) but decreased significant-
ly by 1 point with respect to 2000. In Ireland, Finland,
Sweden and the United Kingdom, the long-term unem-
ployment rate is slightly higher for males than for
females.

Table 6.3.7. Long-term unemployment rate by
sex (1), yearly average 2001
(as a % of the labour force)

Males Females
EU-15 2.8 3.9
EUR-12 3.1 4.7
B 2.8 3.4
DK 0.8 1.0
D 37 4.1
EL 3.2 8.7
E 3.1 8.1
F 2.4 35
IRL 1.6 0.8
| 45 8.0
L 0.5 0.5
NL 0.7 1.0
A 0.9 1.0
P 1.2 1.9
FIN 2.7 2.3
S 2.1 15
UK 1.7 0.8

(1) Harmonised unemployment rate — 12 months and more.
Source: Eurostat.
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6.4. Social protection and pensions

The data on expenditure and receipts of social protec-
tion schemes presented here are drawn up according
to the “Esspros Manual 1996". Esspros stands for
European system of integrated social protection statis-
tics, a harmonised system providing a means of
analysing and comparing social protection financial
flows.

In this manual, social protection is defined as follows:
“Social protection encompasses all interventions from
public or private bodies intended to relieve households
and individuals of the burden of a defined set of risks
or needs, provided that there is neither a simultaneous
reciprocal nor an individual arrangement involved.

The list of risks or needs that may give rise to social
protection is fixed by convention as follows:

— sickness/healthcare;

— disability;

— old age;

— survivors;

— family/children;

— unemployment;

— housing;

— social exclusion not elsewhere classified.”

Social benefits are recorded without any deduction of
taxes or other compulsory levies payable on them by
beneficiaries.

“Tax benefits” (tax reductions granted to households
for social protection purposes) are generally excluded.

6.4.1. Social Protection

Expenditure on social protection

In 1999, social-protection expenditure as a percentage
of GDP in EU-15 remained stable at the 1998 level of
27.6 %. The trend in this ratio was, however, irregular
in the period 1990-99.

Substantial growth was registered between 1990 and
1993, the ratio increasing by 3.3 percentage points to
a peak of 28.8 % in 1993 (EU-15), primarily as a result
of a slowdown in the growth of GDP and a rise in
unemployment benefits. This growth was particularly
marked in Finland (from 25.1 % of GDP in 1990 to
34.6 % in 1993), since the country was in recession
during the period concerned.

Between 1993 and 1996, expenditure on social pro-
tection as a percentage of GDP showed a slight down-
ward trend, due partly to an upturn in GDP and partly
to a slowdown in the growth of social-protection expen-
diture (largely a result of a drop in unemployment ben-
efits).

These trends continued during the period 1996-99,
when the expenditure/GDP ratio in EU-15 fell by
0.9 points. Expenditure began to increase again in
1999, however.

The fall in the share of expenditure in GDP between
1996 and 1999 was most obvious in Finland
(- 4.9 points) and Ireland (- 3.1 points). In Ireland, the
strong growth in GDP in recent years largely explains
the fall in the ratio. Denmark also registered a sharp
drop (- 2.0 points).

Figure 6.4.1. Expenditure on social protection in EU-15 (as a % of GDP)
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Source: Eurostat, Esspros.
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Table 6.4.1. Expenditure on social protection
(as a % of GDP)

1990 1993 1996 1997 1998 1999

EU-15 255 288 285 280 276 276
EUR-12 255 283 282 278 215 275

B 264 295 287 281 282 282
DK 287 319 314 304 299 294
D 254 284 300 295 293 296
EL 229 220 229 233 243 255
E 199 240 218 211 206 200
F 2719 307 310 308 305 303
IRL 184 202 178 167 155 147
I 247 264 248 255 250 253
L 221 239 240 229 24 219
NL 325 336 301 294 285 281
A 267 289 296 288 283 286
P 152 207 213 216 224 229
FIN 251 346 316 293 273 267
S 331 386 345 336 332 329
UK 230 291 283 277 2712 269
IS 169 188 188 185 186  19.1
NO 263 284 262 256 2715 279
EEA 255 288 284 280 276 276
CH 199 248 269 280 280 283
SK : o217 214 215 212
Si : 260 265 265 265

Source: Eurostat, Esspros.

Although the fall-off in the ratio was fairly general,
some countries recorded increases in the recent peri-
od. One group of countries included those spending
relatively little of their GDP on social protection, such
as Greece and Portugal (+ 2.6 points and + 1.6 points
respectively). At the other end of the scale, although
the ratio in Norway and Switzerland was already high,
it increased again between 1996 and 1999 to a level
above the European average.

Growth in per capita expenditure in real terms
accelerates in 1999

Per capita expenditure on social protection in EU-15
increased in the period 1990-93 by approximately 4.1
% per year. The growth was particularly marked in
Portugal (12.8 % per year) and the United Kingdom
(8.9 % per year). Greece is the only country in which
per capita expenditure fell in real terms during the
period.

During the period 1993-96, however, average growth
was only 1.6 % per year at EU-15 level. In Portugal
and the United Kingdom, the real rate of growth thus
fell sharply from the level of the previous period (by 4.3
% and 1.6 % respectively per year between 1993 and
1996). This was due mainly to a reduction in benefits
linked to sickness and unemployment. In Spain,
Sweden and the Netherlands, per capita expenditure

Table 6.4.2. Expenditure on social protection per
capita at constant prices (index 1990 = 100)

1993 1996 1997 1998 1999

EU-15 113 118 119 121 124
EUR-12 111 116 17 119 122
B 115 117 118 122 125
DK 113 122 121 122 123
D 104 114 112 114 117
EL 96 104 1M1 120 130
E 124 122 123 125 127
F 110 114 115 118 120
IRL 119 130 137 142 150
| 108 108 113 113 116
L 120 135 138 141 149
NL 104 102 103 103 105
A 110 118 118 120 125
P 144 163 174 189 201
FIN 116 122 120 120 120
S 108 106 106 110 113
UK 129 136 136 136 139
IS 104 113 118 127 135
NO 112 119 122 130 137
EEA 113 118 119 121 124
CH 117 125 131 135 136
SK : : : : :
Sl

Source: Eurostat, Esspros.

actually fell in real terms. Only Germany, Greece and
Iceland saw a strong upturn in the real rate of growth.

The rate of growth in EU-15 between 1996 and 1999
was similar, at 1.5 % per year. Rates increased in all
countries except Finland, where expenditure fell in real
terms. Greece and Portugal recorded strong increas-
es, however.

In 1999, expenditure resumed its growth in all coun-
tries (the rate of increase in per capita expenditure in
real terms was 2.4 % in 1999 in EU-15) except
Finland, where per capita spending remained stable in
real terms. In Austria, for example, the increase
(+ 4.3 %) was due in part to an extension of eligibility
for unemployment benefits and a rise in the level of
family benefits.

Expenditure on social protection: major differ-
ences between countries

The average figure for expenditure on social protection
in EU-15 as a percentage of GDP (27.6 % in 1999)
conceals wide disparities between Member States.
Sweden (32.9 %), France (30.3 %) and Germany
(29.6 %) have the highest ratios and Ireland the lowest
(14.7 %). Outside EU-15, Iceland (19.1 %) and Norway
(27.9 %) are at the two ends of the spectrum.

When this expenditure is expressed in per capita PPS
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Figure 6.4.2. Expenditure on social protection in PPS per capita, 1999
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Source: Eurostat, Esspros.

(purchasing-power standards), the differences
between countries are wider still and the rank order
changes.

In EU-15, Luxembourg spends most (8 479 PPS per
capita), followed by Denmark (7 440 PPS per capita).
Spain, Greece, Ireland and Portugal record a low level
of social redistribution, at less than 4 000 PPS per
capita. The ratio between the countries that spend
most and least within EU-15 was thus 2.5 in 1999
(compared with 3.6 in 1990).

The gaps between countries are generally related to
disparate levels of wealth and reflect differences in
social-protection systems, demographic change, the
unemployment rate and other social, institutional and
economic factors.

Social benefits

Total benefits dominated by the “old age” and
“survivors” functions

In most Member States, the highest proportions of
social-protection benefits in 1999 were linked to the old
age and survivors functions, which accounted for
46.0 % of total benefits in EU-15, or 12.2 % of GDP.

This feature is particularly marked in Italy, where more
than 60 % of total benefits were devoted to these func-
tions. The contributory factors include the high per-
centage of the population aged 65 or over (17.7 %, as
against an average of 16.1 % in EU-15). In Ireland,
however, less than 30 % of benefits come under the
“old age” and “survivors” headings. The population of
Ireland is the “youngest” in Europe: 31.4 % of the pop-
ulation was aged under 20 in 1999 (against an EU-15
average of 23.1 %), and only 11.3 % were aged over 65.
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Figure 6.4.3. Social benefits by group of functions
in EU-15, 1999 (as a % of total benefits and as %
of GDP)
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Source: Eurostat, Esspros.

The sickness/healthcare and invalidity functions
account for nearly 35 % of all benefits, exceeding
expenditure on the old age and survivors functions in
Portugal, Ireland and Finland. Outside EU-15, Iceland,
Norway and Slovakia are in a similar position.

The family/children function accounts for 8.5 % of total
benefits in EU-15, or for 2.2 % of GDP. At least 13 %
of all benefits in Luxembourg, Denmark and Ireland,
and also in Norway, come under this heading. In
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Table 6.4.3. Social benefits by group of functions, 1999 (as a % of total social benefits)

Sickness/

Olkage 0 et caro and

disability

EU-15 46.0 349
EUR-12 46.5 349
B 43.0 33.6
DK 38.0 31.7
D 421 36.0
EL 50.7 31.0
E 46.2 37.0
F 442 34.0
IRL 25.2 45.3
| 64.0 30.0
L 414 39.5
NL 415 40.7
A 474 35.4
P 43.7 45.6
FIN 35.1 37.2
S 39.5 36.9
UK 46.1 34.8
IS 312 51.8
NO 312 49.7
EEA 45.8 35.2
CH 50.7 36.4
SK 36.5 40.6
Sl 454 39.6

Source: Eurostat, Esspros.

Spain, Italy and the Netherlands, however, expendi-
ture on this function accounts for less than 5 % of all
social benefits paid.

There are wide gaps between Member States in the
weight of benefits linked to unemployment: compared
with an average of 6.8 % in EU-15, more than 11 % of
all benefits in Spain and Finland are linked to this func-
tion, but less than 3 % in Italy, Luxembourg, Iceland
and Norway.

The amount of benefit paid under the “unemployment”
heading is not always related to the level of unemploy-
ment in the country concerned: there are substantial
differences in the coverage and amount of unemploy-
ment benefit.

The structure of social benefits changes over time

Between 1990 and 1999, the structure of social bene-
fits changed in line with the different growth rates in the
various functions. The variations observed arise both
from changing needs and from amendments to social
protection legislation.

Per capita expenditure under the old age and survivors
functions rose by 25 % in real terms between 1990 and
1999 in EU-15. The increase was regular over the

Family/children

Housing and
Unemployment Social exclusion

n.e.c.
8.5 6.8 3.8
8.2 74 29
9.1 12.1 22
13.0 1.2 6.1
10.5 8.8 2.6
76 5.7 5.0
21 12.9 1.9
9.8 74 4.6
13.0 1.1 5.4
3.7 22 0.2
15.5 25 1.1
4.3 6.2 74
10.3 5.4 1.6
5.2 3.7 1.8
12.8 1.3 3.7
10.5 8.1 49
8.8 3.2 7.0
12.1 1.8 3.0
13.2 25 3.3
8.6 6.8 3.7
5.2 4.0 3.7
1.1 5.7 6.1
8.7 47 1.6

period and was reflected in a slight increase in the
weight of these functions in total expenditure.

In ltaly, the weight of this expenditure in total benefits
increased by some 6 points between 1990 and 1999.
In parallel, per capita expenditure on these functions in
real terms was up by some 3.0 % per year during the
period, against an EU-15 average of 2.5 % per year. In
Portugal, a higher growth rate (8.5 % per year) was
accompanied by an increase of only 1.8 points in the
share of total benefits.

Faced with the ageing of their populations (the per-
centage of the population aged 65 or over rose from
14.5 % in 1990 to 16.1 % in 1999), several countries
are overhauling their retirement systems; the effects of
these reforms will make themselves felt in due course.

The sickness/healthcare and disability functions
together showed a more moderate growth rate than
the average increase of 24 % in total per capita bene-
fits in real terms, so that the weight of these functions
fell by 1.2 points in EU-15 between 1990 and 1999.
This reflects, inter alia, the efforts made by Member
States to cope with the costs incurred in these
domains. Per capita expenditure in real terms on these
functions diminished in the Netherlands and remained
stable in Italy.
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Table 6.4.4. Social benefits per capita at constant prices in EU-15 (index 1990 = 100)

Old-age and survivors
Sickness/health care and disability
Family/children

Unemployment

Housing and social exclusion n.e.c.
Total benefits

Source: Eurostat, Esspros.

Table 6.4.5. Social benefits by group of functions in EU-15 (as a % of total social benefits)

1990
Old-age and survivors 45.9
Sickness/health care and disability 36.1
Family/children 7.7
Unemployment 7.3
Housing and social exclusion n.e.c. 3.0

Source: Eurostat, Esspros.

Expenditure on the family/children function as a per-
centage of total benefits in EU-15 rose from 7.7 % in
1990 to 8.5 % in 1999, however. This growth
(+ 35 % in real terms between 1990 and 1999) was
more marked in 1996, when Germany introduced
reforms and extended the family benefit system.
Luxembourg and Ireland recorded a growth rate which
was well above average during the period, as did
Norway. Only the Netherlands and Italy saw their per
capita expenditure linked to the family fall in real terms.

Expenditure on the unemployment function rose by
19 % in real terms in EU-15 between 1990 and 1999.
The increase was particularly obvious in Finland (a
growth rate of some 9 % per year in real terms), where
unemployment rose more sharply than elsewhere. In
Switzerland these benefits also saw a substantial
upturn between 1990 and 1999.

In EU-15, however, the trend was irregular during the
period, since the total level of these benefits generally
depends on the trend in unemployment. Between 1990
and 1993 these benefits rose very rapidly in EU-15,
and their share of total social benefits increased from
7.3 % in 1990 to 9.7 % in 1993.

Per capita benefits at constant prices linked to unem-
ployment fell from 1993, and their share of total bene-
fits declined in EU-15 (from 9.7 % in 1993 t0 6.8 % in
1999). This fall-off was determined in part by a gradual
improvement in the economic situation and in part by
reforms in the compensation system in some coun-
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1993 1996 1997 1998 1999
109 118 120 122 125
11 115 14 17 120
M 126 129 130 135
148 130 123 19 19
121 144 142 146 146
13 19 120 121 124

1993 1996 1997 1998 1999
43.9 45.0 45.9 45.8 46.0
35.3 34.8 34.4 34.9 34.9

1.7 8.3 8.4 8.4 8.5
9.7 8.1 75 7.1 6.8
34 3.8 3.8 3.8 3.8

tries, limiting the duration of payment of benefits and
changing the conditions of eligibility for such benefits.
The fall was most marked in Spain, Denmark, Ireland
and Norway. Greece, where the share of these bene-
fits rose during the period, was an exception.

The financing of social protection

Systems for funding social protection differ widely
between countries

Figure 6.4.4. Receipts of social protection by type
in EU-15, 1999 (as a % of total receipts)
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Source: Eurostat, Esspros.
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In 1999 the main sources of funding of social protec-
tion at EU-15 level were social contributions (paid by
protected persons and employers), representing
60.6 % of all receipts, and general government contri-
butions derived from taxes (35.7 %). Social contribu-
tions can be broken down into contributions by pro-
tected persons (employees, self-employed persons,
retired persons and others) and employers' contribu-
tions.

The European average irons out substantial differ-
ences between countries in the structure of social-pro-
tection financing. The share of funding derived from
social contributions is highest in Belgium, Spain,
France, the Netherlands and Germany, where this
mode of financing accounts for 65 % of all receipts.
This is also true of Slovenia.

Conversely, Denmark and Ireland (and also Norway)
finance their social-protection systems largely from
taxes, whose relative weight in total receipts is over
59 %. The United Kingdom, Luxembourg and Sweden
(and Iceland) also rely heavily on general government
contributions.

This divergence is the fruit of history and the institu-
tional reasoning behind social-protection systems. As
financing from taxes gains ground in countries where it
used to be less important, the gaps are gradually nar-
rowing.

General government contributions are taking over
from social contributions

During the economic slowdown of 1990 to 1993, per
capita general government contributions increased in
real terms in EU-15 more rapidly (+ 24 %) than other
sources of finance (+ 13 % for total receipts and + 4 %
for social contributions).

Between 1993 and 1996, a period of economic revival
and constraints on public expenditure, the increase in
general government contributions slowed down to

Table 6.4.6. Receipts of social protection per capi-
ta at constant prices in EU-15 (index 1990 = 100)

1993 1996 1997 1998 1999

General government

contributions 124 130 131 143 149
Social contributions 104 110 M2 110 112
— by employers 103 106 107 108 111
— by protected persons (1) 107 18 19 112 114
Other receipts 103 107 106 106 110
Total receipts 113 119 120 121 124

(1) Employees, self-employed, pensioners and others.
Source: Eurostat, Esspros.

1.5 % per year on average, while the rise in social con-
tributions by protected persons accelerated (to 3.1 %
per year on average).

Between 1996 and 1999, social contributions paid by
protected persons fell by 1.2 % per year on average.
This downturn was due inter alia to measures for com-
bating unemployment introduced by several countries,
which also explained the slowdown in employers' con-
tributions (exemption from contributions as an incen-
tive to recruit staff, for example).

This downturn was counterbalanced by a sharp rise in
general government contributions (4.1 % per year on
average in EU-15), affecting France and Italy in partic-
ular. The steep increase in this source of funds in
France came as a result of the expansion in 1997 and
1998 of the contribution sociale generalisée or gener-
alised social contribution, classed as tax revenue. This
tax largely replaced the sickness insurance contribu-
tions paid by protected persons.

Between 1990 and 1999, the overall share of general
government contributions in total receipts increased in
EU-15 by 6.9 points.

Although general government contributions increased
faster in France and Italy than in Europe on average,
their share of total receipts fell sharply in Denmark and
the Netherlands as a result of the growth in social con-
tributions. It dropped considerably in Iceland for the
same reasons.

The share of employers' social contributions fell in EU-
15 by 4.6 points between 1990 and 1999. It fell in all
countries except the Netherlands, Belgium and
Denmark, even though Denmark remained the country
in which these contributions are least significant. The
decline was particularly steep in Italy, Portugal and
Finland.

The share of social contributions paid by protected
persons also fell between 1990 and 1999, from 24.6 to
22.7 % for EU-15. Although most countries experi-
enced this downturn, the weight of these contributions
rose in Denmark by over 10 points. A new contribution
known as the “labour market contribution” was intro-
duced there in 1994 in order to finance sickness and
unemployment insurance and vocational training.

6.4.2. Expenditure on pensions

The Esspros methodology distinguishes between cash
benefits and benefits in kind. Cash benefits can be
periodic or lump sum. The “pensions” aggregate only
includes some periodic cash benefits in the disability,
old age, survivors' and unemployment functions. More
specifically, the “pensions” aggregate is defined in this
publication as the sum of the following social benefits
(with the function to which the category of benefit
belongs in brackets):
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Table 6.4.7. Receipts of social protection by type (as a % of total receipts)

General
government
contributions Total

1990 1999 1990 1999

EU-15 288 35.7 67.1 60.6
EUR-12 248 31.9 70.9 64.0
B 23.8 25.7 67.0 71.8
DK 80.1 65.2 13.1 28.5
D 252 32.8 721 65.0
EL 33.0 28.6 59.0 61.1
E 26.2 26.8 71.3 69.2
F 17.0 30.4 79.5 66.8
IRL 58.9 59.8 40.0 39.0
I 272 38.9 70.3 58.0
L 415 46.9 50.5 49.1
NL 25.0 15.3 59.0 65.8
A 35.9 35.0 63.1 64.3
P 33.8 40.9 57.0 44.4
FIN 40.6 434 52.1 50.0
S : 48.9 : 45.9
UK 426 473 55.0 51.8
IS 67.8 50.2 32.2 49.8
NO 63.1 59.8 36.4 38.8
EEA 294 36.1 66.6 60.2
CH 19.3 21.0 64.1 58.7
SK : 30.1 : 64.5
Si : 32.3 : 66.8

(1) Employees, self-employed, pensioners and others.
Source: Eurostat, Esspros.

— disability pensions (disability function);

— early retirement benefits due to reduced capacity to
work (disability function);

— old age pensions (old age function);

— anticipated old age pensions (old age function);

— partial pensions (old age function);

— survivors' pensions (survivors' function);

— early retirement benefits for labour market reasons
(unemployment function).

These benefits are divided into means-tested and non-
means-tested benefits. The value of the “pensions”
aggregate was calculated for all countries in accor-
dance with the above definition, regardless of national
differences in the institutional organisation of social
protection systems. Some of the benefits which make
up the “pensions” aggregate (for example disability
pensions) are paid to people who have not reached the
standard retirement age.

The definitions of the different categories of social ben-
efits can be found in the Esspros manual 1996. In

Employers

Social contributions

Protected Other receipts

persons (1)

1990 1999 1990 1999 1990 1999

42.5 37.9 24.6 22.7 4.1 3.7
46.1 40.9 24.8 23.1 4.3 4.2
415 49.4 25.5 22.4 9.2 2.5
7.8 9.2 53 19.2 6.8 6.4
43.7 36.9 28.4 28.1 2.7 2.3
394 31.7 19.6 234 8.0 10.3
54.4 52.2 16.9 17.0 2.5 4.0
51.0 46.5 28.5 20.3 35 2.8
24.5 24.2 15.6 14.8 1.0 1.2
54.9 43.6 15.5 14.4 2.5 3.1
29.5 24.7 21.0 24.4 8.1 4.0
20.0 28.4 39.1 374 15.9 18.9
38.1 374 25.1 26.9 0.9 0.7
36.9 27.6 20.1 16.8 9.2 14.7
441 37.2 8.0 12.8 7.3 6.6
: 36.3 : 9.6 : 52
28.1 21.7 26.9 24.0 2.4 0.9
24.9 413 7.3 8.5 0.0 0.0
24.0 24.6 12.5 14.2 0.5 1.4
42.2 37.6 24.4 22.5 4.0 3.7
32.6 28.4 31.6 30.3 16.5 20.3
: 46.7 : 17.8 : 54
28.4 : 38.4 : 0.9

accordance with Esspros, pensions are recorded with-
out any deduction of taxes or other compulsory levies
payable on them by beneficiaries. On the other hand,
the values of pensions do not include the social contri-
butions which pension schemes pay on behalf of their
pensioners to other social protection schemes (e.g.
health schemes). Esspros records these payments
under the heading “re-routed social contributions”.

In 1999, expenditure on pensions in EU-15 was equiv-
alent to 12.7 % of GDP. In ltaly, it amounted to more
than 15 % of GDP, followed by Austria, France and the
Netherlands, at over 13 %. The ratios of social expen-
diture to GDP for these three countries are also among
the highest (over 26 %).

Conversely, Ireland had the lowest rate of social
expenditure to GDP (14.1 %) and allocated only 3.8 %
of its GDP to expenditure on pensions (). In Iceland
and Slovakia, the percentage was also low (less than
8 % of GDP).

(1) For Ireland no data are available on occupational pension schemes for private-sector employees with constituted reserves.

142



EY%

eurostat

POPULATION, LABOUR MARKET AND SOCIAL PROTECTION IN THE UNION

Figure 6.4.5. Expenditure on pensions and on total benefits, 1999 (as a % of GDP)
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Source: Eurostat, Esspros.
Table 6.4.8. Social benefits, 1999
. . ] Total
Pensions Benefits in kind Other cash benefits benefits

% of GDP % of total % of GDP % of total % of GDP % of total % of GDP
EU-15 12.7 479 8.3 315 55 20.6 26.4
EUR-12 13.0 49.3 79 29.9 55 20.7 26.3
B 11.6 44 1 6.8 259 79 30.0 26.3
DK 10.7 37.3 11.0 38.6 6.9 240 28.6
D 13.0 455 8.7 30.3 6.9 24.2 28.6
EL 12.7 514 8.5 345 35 14.1 24.7
E 9.9 50.8 57 29.5 38 19.6 194
F 13.5 47.0 9.7 336 56 194 28.8
IRL 3.8 271 6.2 445 4.0 28.4 14.1
| 15.1 62.0 56 23.0 3.6 15.0 244
L 10.9 51.2 6.1 289 4.2 19.8 21.2
NL 13.3 50.1 7.8 29.6 54 20.3 26.5
A 14.0 50.3 8.3 30.0 55 19.7 27.7
P 10.1 51.3 7.3 36.8 24 11.9 19.7
FIN 11.2 43.0 8.7 333 6.1 23.6 26.0
S 12.2 37.9 134 418 6.5 20.3 322
UK 11.5 446 9.2 35.6 5.1 19.8 25.8
IS 6.0 M7 9.8 521 3.0 16.2 18.8
NO 9.0 329 11.6 423 6.8 248 27.3
CH 12.6 49.1 6.9 26.7 6.2 24.2 25.7
SK 7.6 37.8 6.4 322 6.0 30.0 20.0
Sl 121 46.5 79 30.5 6.0 23.0 259

Source: Eurostat, Esspros.
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In almost all Member States, pensions were the main
component of social protection expenditure in 1999,
accounting for 47.9 % of EU-15 total expenditure on
social benefits. The situation in Italy was particularly
marked, with over 60 % of all social benefits being
pensions. In Greece, Portugal, Luxembourg, Spain,
Austria and the Netherlands, expenditure on pensions
also accounted for more than half of total spending on
social benefits.

By contrast, in Ireland, Sweden and Denmark, expen-
diture on benefits in kind (2) was higher than expendi-
ture on pensions. It accounted for almost half of total
benefits and mainly concerned sickness and health
care. The same was true of Norway (42.3 %) and
Iceland (52.1 %).

In 1999, other cash benefits, that is, cash benefits
excluding pensions (3), accounted for 20.6 % of all EU-
15 benefits, equivalent to 5.5 % of GDP. These bene-
fits made up more than 28 % of the total in Belgium
and Ireland (as well as in Slovakia), with at least one
third allocated to expenditure on family/children
(Ireland and Slovakia) or to unemployment (Belgium).

The growth in expenditure on pensions in real
terms is stabilising

The trend in pensions expenditure in EU-15 through-
out the period 1990-99 was noticeably different. There
was a substantial upturn between 1990 and 1993,
when expenditure as a percentage of GDP increased
by one percentage point to reach 12.9 %. This was due
in part to GDP growing more slowly than the average
increase in expenditure on pensions (4.7 % per
annum) in real terms, though this is not true of every
country (4.

Thus, in Finland, this ratio increased more quickly than
in the other Member States (+ 3.4 percentage points of
GDP). Effectively Finland, which was in recession dur-
ing this period, saw expenditure on pensions increase
by 4.5 % per annum in real terms.

Expenditure on pensions as a percentage of GDP also
increased at an above-average rate in the United
Kingdom and Portugal (almost 2 percentage points
higher between 1990 and 1993). This can be largely
explained by significant real growth in expenditure on
pensions (an average of 7.2 % and 9.7 % per annum

Figure 6.4.6. Expenditure on pensions, EU-15 (as a % of GDP)

13.0

12.8

12.6

12.4

12.2

12.0

11.8

1990 1991 1992 1993 1994

1995 1996 1997 1998 1999

Source: Eurostat, Esspros.

(2) Benefits in kind: for example hospital and outpatient care, accommodation for old or disabled people, child day care, etc.
(3) Other cash benefits: family allowances, birth grants, death grants, unemployment benefit, vocational training allowance, paid sick leave,

parental leave benefit, etc.

(4) Due to integration of the new Ldnder in Germany in 1991, the growth in total expenditure in EU-15 was 3 points higher in 1991 than it
would have been if the geographical situation had been unchanged. The spread is of the same order for the old age and disability pen-
sions; it is more significant for the other categories of pensions (10 points) and negligible for the survivors' pension.
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Table 6.4.9. Expenditure on pensions
(as a % of GDP)

1990 1993 1996 1997 1998

EU-15 19 129 129 129 127
EUR-12 122 131 1341 132 13.0

B 11.8 13.1 12.2 11.9 1.7
DK 9.6 10.1 1.5 1.2 109
D 12.0 125 129 130 129
EL 11.9 11.3 11.6 "7 124
E 9.4 103 105 103 10.2
F 125 134 137 137 135
IRL 5.6 5.6 47 4.4 4.1
| 13.4 149 148 153 148
L 121 13.0 125 120 11.5
NL 15.4 156  14.0 13.7 132
A 13.7 142 146 143 14.0
P 75 93 100 99 101
FIN 10.4 13.8 128 120 11.3
S : 13.7 129 127 125
UK 10.2 122 120 121 11.6
IS 45 55 57 5.7 58
NO 8.6 8.9 8.3 8.1 8.8
CH 9.1 10.7 17 121 12.4
SK : : 7.5 7.4 7.6
Sl : 118 121 121 12.0

Source: Eurostat, Esspros.

1999
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respectively). Contrarily, in Greece, the only country to
experience a negative real growth rate during this
period (- 1.3 %), expenditure on pensions as a per-
centage of GDP actually decreased from 1990 to
1993.

Between 1993 and 1996, expenditure on pensions in
EU-15 as a percentage of GDP stabilised at around
12.9 %. This was a result of both faster GDP growth
and a slowing of expenditure on pensions. In most
Member States, the rate of increase of this expenditure
decreased in real terms, with the exception of
Denmark (+ 8.0 %), Greece (+ 3.1 %) and, outside
EU-15, Norway (+ 3.0 %). In Belgium, expenditure on
pensions actually decreased in real terms.

Between 1996 and 1999, expenditure on pensions as
a percentage of GDP in EU-15 dropped slightly from
12.9 % to 12.7 %. This is true for most of the Member
States. The exceptions are Greece, where expenditure
on pensions grew significantly in real terms (an aver-
age of + 7.0 % per annum), and, outside EU-15,
Iceland, Norway and Switzerland.

The drop in the ratio was particularly marked in Finland
(= 1.6 percentage points of GDP), where the economy
grew strongly and the increase in expenditure on pen-
sions was more restrained than in the other countries
(+ 1.1 % per annum as compared to an EU-15 average
of + 2.1 %).

However, in 1999, the real rate of growth of this expen-
diture picked up again in almost all of the countries,
(+ 2.7 % in EU-15 in 1999), with Greece, Ireland and
Spain being the exceptions.

Figure 6.4.7. Expenditure on pensions in real terms (index 1990 = 100), annual growth rates (as a %)
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Source: Eurostat, Esspros.
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Old age pensions dominate pension expenditure

In 1999, expenditure on old-age pensions (°) was the
main component of pension expenditure in every
country, accounting for 75.3 % of the total, or 9.5 % of
EU-15 GDP. This is particularly true in the United
Kingdom, Germany and France (and in Slovakia)
where approximately 80 % of pensions are of this kind.
Ireland recorded the lowest value, at 46.2 %.

Figure 6.4.8. Breakdown of pension expenditure
between categories, EU-15, 1999 (as a % of total
pensions and of GDP)

Disability pension
9.9 % of total
1.3 % of GDP

Survivors'
pension
9.7 % of total
1.2 % of GDP

Other pension
categories
5.1 % of total
0.7 % of GDP

Old-age pension
75.3 % of total
9.5 % of GDP

Source: Eurostat, Esspros.

The proportion of the population aged 65 or over part-
ly explains the differences between countries. For
example, in Ireland the over-65 age group makes up
only 11.3 % of the population, compared to an EU-15
average of 16.1 %.

Disability pensions accounted for almost 10 % of the
EU-15 total in 1999. They are very high in the
Netherlands, Portugal and Finland (approximately
20 % of the total), as well as in Norway and Iceland. By
contrast, France, Italy and Greece spend less than 7 %
of the total expenditure on pensions. The various rules
on benefits linked to disability are one explanation for
these figures.

In Ireland and Belgium, over 20 % of all expenditure on
pensions consisted of survivors' pensions in 1999,
compared to an EU-15 average of 9.7 %. Denmark, on
the other hand, spends practically nothing on this.

Table 6.4.10. Breakdown of pension expenditure
between categories, EU-15, 1999
(as a % of total)

Old-age Disability Survivors' pe‘:;:':r:

pension  pension  pension . e
EU-15 75.3 9.9 97 5.1
EUR-12 747 9.1 105 538
B 64.0 10.9 205 46
DK 623 147 0.0 23.0
D 79.2 8.4 30 9.4
EL 66.8 6.3 6.4 20.5
E 747 12.4 8.1 438
F 79.1 6.2 19 238
IRL 46.2 15.3 218 16.7
I 74.8 6.5 18.0 07
L 72.2 19.2 6.0 26
NL 60.7 220 10.6 6.7
A 58.4 87 19.6 134
P 65.4 204 12.7 15
FIN 59.2 19.4 9.0 12.4
s 754 17.8 59 0.8
UK 80.1 12.2 77 0.0
IS 65.4 254 9.2 0.0
NO 65.4 305 37 0.4
CH 74.0 16.7 9.2 0.0
sK 823 12.0 5.0 0.8
S| 64.6 10.2 32 220

Source: Eurostat, Esspros.

There are considerable differences between Member
States with regard to the other categories of pensions ©).

In comparison with an EU-15 average of 5.1 % in
1999, countries such as Denmark, Greece (and
Slovenia) spend over 20 % of the total, almost all of
which consists of anticipated old-age pensions. Some
other countries (Ireland, Austria and Finland) spend
over 12 %. In contrast, the United Kingdom and, out-
side EU-15, Iceland and Switzerland do not allocate
any funds to this benefit.

The proportion of the population aged 50 to 59 which
is not economically active partly explains the discrep-
ancies between countries. For example, in Ireland and
Austria, more than 40 % of the population aged 50 to
59 is inactive, while in the United Kingdom this rate is
approximately 26 %. The EU-15 average in 1999 was
35.9 %.

(5) Old-age pensions are paid to protected persons having reached the statutory retirement age fixed by the reference scheme.
(6) This includes anticipated old-age pensions, partial pensions, early-retirement benefit due to reduced capacity to work and early-retirement

benefit for labour market reasons.
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Figure 6.4.9. Trend of the expenditure on pensions by categories at constant prices, EU-15

(index 1990 = 100)
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Source: Eurostat, Esspros.

The regular real growth in expenditure on old age
pensions leads to an increase in its proportion of
total pension expenditure

From 1990 to 1999, the various components of pen-
sion expenditure grew at different rates, reflecting the
reforms undertaken over the last few years by the
Member States and the demographic evolution. These
variations affect the structure of the pensions.

In real terms, expenditure on old-age pensions in EU-
15 increased by 35 % between 1990 and 1999. This
growth led to an increase in its proportion of total pen-
sion expenditure (+ 2.5 %), which reached 75.3 % of
the EU-15 total in 1999.

In Portugal and Luxembourg, these pensions rose
considerably faster than the average EU rate for 1990
to 1999, namely + 8.4 % and 5.3 % per annum in real
terms, compared to the EU-15 average of + 3.4 %. In
these countries, over that period, the proportion of old-
age pensions in total pensions nonetheless remained
below the European average, even though it came
closer to the average. Luxembourg's situation is
unusual, in that an increasing percentage of pensions
are being paid to non-residents, which complicates the
interpretation of rates of growth.

In Spain, Greece and ltaly, the rate of growth in real
terms was also higher than the EU-15 average. In con-
trast, expenditure rose more slowly in Ireland and the
Netherlands (1.4 % and 2.1 % respectively).

However, if real expenditure on old-age pensions is
looked at on a per capita basis for the over-65s
(excluding the demographic factor), the highest rate is
still to be found in Portugal (+ 6.7 % per annum
between 1990 and 1999), though Denmark and the
United Kingdom are close behind.

In contrast, in Greece and ltaly, the rate of growth in
real terms on a per capita basis for the over-65s is
below the European average. This is in part due to
rapid growth in the population over 65 between 1990
and 1999 (over 2.0 % per annum, compared to the EU-
15 average of 1.4 %, excluding the effect of the inte-
gration of the new Lénder in Germany).

The trend in pensions expenditure in EU-15 on a per
capita basis for the over-65s was irregular throughout
the period in question. The changes depend on the
previous careers of the new pensioners, the reforms
undertaken in their countries, and their policies on
pension adjustments.

Thus, in real terms, this expenditure grew by 1.6 % per
annum between 1990 and 1993 despite the decrease
of the average pensions in Germany in 1991 due to the
integration of the new Lander. In contrast, the average
increase in pension expenditure per capita from 1993
to 1998 was just 1.3 % per annum in EU-15. Lastly, in
1999, growth in expenditure on old-age pensions
picked up again (+ 1.8 % per annum in EU-15).
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Table 6.4.11. Expenditure on old-age pensions at
1995 constant prices (index 1990 = 100) per head
(population over 65)

1993 1996 1997 1998 1999

EU-15 105 109 110 112 114
EUR-12 103 106 106 108 110
B 114 108 108 109 11
DK 109 137 137 138 140
D 96 100 99 100 102
EL 91 95 99 107 11
E 110 114 115 115 116
F 102 108 105 110 11
IRL 103 96 99 105 108
| 107 106 111 110 113
L 119 125 129 128 132
NL 100 98 100 103 108
A 108 112 111 111 114
P 128 155 156 166 179
FIN 108 112 112 112 114
S : : : : :
UK 118 126 131 130 134
IS 105 111 117 128 135
NO 108 119 123 133 139
CH 110 115 118 122 124

Source: Eurostat, Esspros.

The average increase in total expenditure on pensions
from 1990 to 1999 was 31 % in real terms. The type
of pension for which expenditure increased least was
disability pensions, at 13 % in real terms. As a per-
centage of total pension expenditure, these account
for steadily less over the period (11.5 % in 1990 com-
pared to 9.9 % in 1999).

In the face of increasing expenditure and numbers of
beneficiaries during the 1980s, many attempts were
made to limit entitlement to this benefit to those indi-
viduals who really were unable to work because of

their disability. This was particularly the case in the
Netherlands, where the conditions to qualify for a dis-
ability pension became much stricter in the mid-1990s.

In Ireland, at the other end of the scale, growth in real
terms was high: 6.9 % per annum as compared to an
EU-15 average of 1.3 % per annum from 1990 to 1999.
This is partly due to the increase over the last few
years in disability pensions granted to persons receiv-
ing care in an institution and to an increase in the ben-
efit paid to couples where both parties are disabled.

In spite of the ageing population throughout the EU,
one of the main trends in the structure of pension
expenditure from 1990 to 1999 was the growth in
expenditure on other pensions categories, which was
equal to that on old-age pensions.

Part of this increase can be attributed to the recession
in the early 1990s, when early retirement pensions
were seen as one of the possible solutions to the prob-
lem of long-term unemployment. From 1990 to 1993,
the growth rate for these pensions in real terms was
+ 5.2 % per annum in EU-15. This is especially due to
the trend in Germany for this category, where the
growth was + 5.4 % per annum. This category covers
mainly expenditure on early retirement benefits for
labour market reasons, largely due to the integration of
the new Lénder.

In the years that followed, the conditions for obtaining
early retirement pensions were made stricter, which
slowed down the growth in expenditure in this area in
EU-15. In real terms, its growth rate decreased from
1993 to 1999 (+ 2.5 % per annum), as did its share of
total pension expenditure. In Italy, Portugal and
Belgium, the expenditure actually decreased, particu-
larly from 1996 onwards.

Lastly, expenditure on survivors' pensions increased in
real terms at a rather weak 2.0 % per year in EU-15
from 1990 to 1999 and their share of total pension
expenditure decreased.

Table 6.4.12. Breakdown of pension expenditure between categories, EU-15 (as a % of total)

1990
Old-age pension 72.8
Disability pension 1.5
Survivors' pension 10.8
Other pension categories 49
Total pensions 100.0

Source: Eurostat, Esspros.
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1993 1996 1997 1998 1999
73.4 74.0 74.4 75.0 75.3
1.2 10.6 10.3 10.1 9.9
10.2 10.0 10.0 9.7 9.7

5.1 5.3 5.2 5.1 5.1

100.0 100.0 100.0 100.0 100.0
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7. Money, interest rates and
prices in the Union

7.1. Exchange rates, the euro and
EMU

The third stage of economic and monetary union
(EMU) began with the introduction of the single cur-
rency, the euro, on 1 January 1999. In May 1998 the
European Council announced the 11 countries that
would be part of economic and monetary union from
the outset: Austria, Belgium, Finland, France,
Germany, lIreland, Italy, Luxembourg, Netherlands,
Portugal and Spain. On 1 January 1999 the currencies
of these countries were fixed against the euro at an
irrevocable conversion rate (see Table 7.1.1) and they
thus became non-decimal subdivisions of the euro. On
that date the euro also replaced the ecu at a rate of 1
to 1. Rounding rules apply for the conversion of cur-
rencies (see box).

1 January 2002

— Introduction of euro notes and coins

— All accounting in euro

— Gradual withdrawal of national currency notes and
coins

28 February 2002 (D: 31/12/2001, NL: 28/01/2002,
IRL: 09/02/2002, F: 17/02/2002)

— National currencies no longer legal tender

Rounding rules (summary)
Conversion from national currency to euro

The official euro conversion rates are always to six
figures. In order to ensure accuracy, these rates
must not be shortened or rounded off during con-
version. To convert a national currency amount into
euro, the amount must be multiplied by the appro-
priate conversion rate. An amount in euro can be
converted to national currency by dividing by the
conversion rate.

Conversion of two euro-zone currencies

Conversion must always be via the euro, using the
conversion rates.

Conversion of euro-zone currency and third currency

Conversion must also be via the euro, but using the
third currency's current exchange rate against the
euro.

Milestones in EMU
1 January 1999

— Introduction of the euro and its use in non-cash
form

— Entry into force of the legislation (principle of
“neither obligation nor prohibition”, the round-
ing rules)

— Definition and implementation of monetary pol-
icy by the ECB and the ESCB

— Exchange transactions in euro

— Public debt issuance in euro

— Introduction of TARGET settlement system

In June 2000 the European Council agreed that
Greece would join the list of euro-zone countries with
effect from 1 January 2001. Euro notes and coins were
introduced in cash form throughout the 12 countries of
the euro-zone in January 2002, and by the end of
February 2002 national currency denominations lost
their legal tender status.

ERM and ERM I

Between March 1979 and the end of 1998 the
exchange rate mechanism (ERM) linked the curren-
cies that were part of the European Monetary System
(EMS). From August 1993 their exchange rates were
obliged to remain within fluctuation bands of 15 %
around the bilateral central rates. In March 1998, when
the Greek drachma joined the ERM, the central rates
were adjusted for the last time, with the Irish pound
being revalued by 3 %. For the last 10 months of its
existence the ERM included 13 Member State curren-
cies: only the pound sterling and the Swedish krona (a
“notional” central rate applied to the former) were not
part of the system.

ERM Il came into existence on 1 January 1999, linking
to the euro the Greek drachma and the Danish krone,
the currencies of two Member States that did not join
the euro-zone from the outset. (The other two curren-
cies, the pound sterling and the Swedish krona, did not
join ERM Il). The aim of ERM Il is to prepare the sec-
ond-wave countries for eventual participation in the
euro-zone, while helping to ensure exchange rate sta-
bility within the EU. The two currencies had a central
rate against the euro of 340.750 in the case of the
GRD and 7.46038 for the DKK. Their fluctuation bands
were + 15 % for the GRD and * 2.25 % for the DKK.
The fluctuation band is supported at the margins by
unlimited intervention, with short-term financing avail-
able. However, the European Central Bank (ECB), as
well as the national central banks not participating in
the euro-zone, can suspend intervention if the main
purpose — maintaining price stability — can no longer
be guaranteed.

Greece entered the euro-zone in January 2001 at a
conversion rate against the euro identical to its central
rate in ERM Il. Therefore, from 1 January 2001 only
the DKK remains a member of ERM II.
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Exchange rates

The official exchange rates for the ecu, as it existed
until 31 December 1998, against its constituent cur-
rencies and other currencies were calculated every
day by the European Commission on the basis of the
composition of the ecu basket.

From 1 January 1999 (1 January 2001 for Greece), the
exchange rates of the countries which formed the
euro-zone were fixed to the euro, before being
replaced by the euro in 2002. Every day the European
Central Bank provides the official reference rates for
the main international currencies against the euro.

Table 7.1.1 shows the exchange rates of the ecu (until
1998) and euro (from 1999) against the national cur-
rencies of the EU Member States, the USD and JPY
since 1990. The figures indicate the value of an ecu or
euro in national currency. For the countries belonging
to the euro-zone from 1 January 1999, the exchange
rates shown from 1999 to 2001 are the fixed conver-
sion rates to the euro.

Table 7.1.2 shows the nominal effective exchange rate
indices of EU currencies, the base year being 1995.
Nominal effective series measure changes in the value
of a currency against a trade-weighted basket of cur-
rencies. A rise in the index means a strengthening of

Table 7.1.1. Ecu/eur exchange rates, annual average

the currency. The trade-weighted basket contains 24
industrial countries, using double export weights. The
EU-15 and euro-zone aggregates are calculated by
taking as weights each country's share of extra-EU or
extra-EMU trade. The effective exchange rates for indi-
vidual euro-zone countries will continue to vary even in
a monetary union because of differing trade patterns
and cost or price trends.

In 2001, between 1 January and 31 December, the fol-
lowing fluctuations against the euro took place:

— ERM 1l member currencies: the Danish krone
(DKK) appreciated by 0.36 % ;

— the pound sterling (GBP) gained 2.56 % and the
Swedish krona (SEK) lost 5.05 %;

— the US dollar (USD) appreciated by 5.58 % and
Japanese yen (JPY) depreciated by 7.29 %.

In the first five months of 2002 these currencies fluctu-
ated against the euro as follows:

— the Danish krone (DKK), which is for the moment
the only member of ERM II, appreciated by 0.06 %;

— the pound sterling (GBP) depreciated by 5.0 % and
the Swedish krona (SEK) appreciated by 2.13 %;

— the US dollar (USD) and the Japanese yen (JYP)
lost 6.11 % and 0.91 % of their value respectively.

1996 1997 1998  1999() 2000 () 2001 (') JaM"aL;a%;Z
BIL BEF/LUF 39.2986 405332 406207 403399 403399 403399 -
DK DKK 735934 748361 749930 74355 7.4538169 7 45207 743297
D DEM 1.90954 196438 1.96913 195583 195583 1.95583 -
EL GRD 305546 300355  330.731 325763 336.630 340.750 -
E ESP 160.748 165887  167.184 166.386 166.386 166,386 -
F FRF 6.49300 661260 660141 655957 6.55957 6 55957 -
IRL IEP 0793448 0747516 0786245 0787564 0787564 (787564 -
| ITL 1958.96 192930 194365 1936.27 1936.27 1936.27 -
NL NLG 213973 221081 221967 220371 220371 2 20371 -
A ATS 13.4345 138240  13.8545 13.7603 13.7603 13,7603 -
P PTE 195.761 198589 201695 200.482 200.482 200,482 -
FIN FIM 582817 588064 598251 594573 594573 5 04573 -
s SEK 851472 865117 891503 8.80752 8.44519 025511 9.165246
UK GBP 0813798 0692304 0676434 0658735 0609478  (goMs7a  0.6172458
us USD 126075 113404 112109 106578 0923613 0895630  0.8863928
JP JPY 138,084 137077 146415 121317 99.475 108,682 115,953

(1) The following currencies are fixed against the euro at the rates shown: BEF, LUF, DEM, ESP, FRF, IEP, ITL, NLG, ATS, PTE, FIM from

1999, GRD from 2001.
Source: Eurostat.
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Table 7.1.2. Nominal effective exchange rate indices, annual averages (base 1995 = 100)

January to

1996 1997 1998 1999 (1 2000 () 2001 () May 2002

EU-15 EUR 105.7 105.1 113.0 11.0 101.8 106.3 107.4
Euro-zone EUR 102.2 95.6 98.5 96.1 88.0 90.8 91.3
B/L BEF/LUF 98.3 94.2 95.0 94.1 91.0 92.2 92.6
DK DKK 99.6 96.7 98.0 96.7 92.4 94.1 94.6
D DEM 98.4 94.2 95.8 94.5 90.3 91.6 91.9
EL GRD 99.6 98.7 94.9 95.9 90.6 91.9 92.3
E ESP 101.4 97.1 97.7 96.7 93.8 95.0 95.3
F FRF 100.7 97.2 98.9 97.5 93.4 94.8 95.0
IRL IEP 102.7 104.8 100.3 97.5 92.1 93.0 93.2
I ITL 110.5 11.4 112.8 11.1 106.7 108.2 108.5
NL NLG 98.4 94.5 95.1 94.4 91.5 92.6 92.8
A ATS 98.5 96.1 97.3 96.8 94.3 95.3 95.5
P PTE 100.7 98.3 97.6 96.6 94.0 94.6 94.7
FIN FIM 97.8 95.0 95.1 93.7 89.8 9.7 91.6
S SEK 110.2 106.2 105.2 104.0 104.0 96.3 971
UK GBP 102.2 119.3 124.9 125.3 129.1 128.2 129.6
us usD 106.1 114.9 122.4 1221 127.9 135.0 138.3
JP JPY 87.5 82.8 78.4 91.8 103.0 93.7 87.1

(1) The euro from 1999.
Source: DG ECFIN.
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7.2. Interest rates

Interest rates are among the basic indicators for any
analysis of a country's economic situation. The dura-
bility of convergence achieved by a Member State is
reflected in the level of long-term interest rates (one of
the Maastricht Treaty convergence criteria), as meas-
ured by government 10-year bond yields (see Table
7.2.1). Short-term interest rates (generally the day-to-
day money rate, see Table 7.2.2) show the situation on
the money market. The difference between these two
representative rates determines the structural tenden-
cy of the yield curve (rising, falling or stable). This dif-
ference and changes over time can be used for fore-
casting analyses.

Long-term rates

The notable feature as regards long-term interest rates
in the euro-zone at present is a parallel trend for
national rates coupled with figures very close to the
lowest (i.e. German) rate. For 2001, the largest gap
was between the long-term Greek and German rates,
and was only 50 basis points (bp). There was a differ-
ence of only 6bp between Luxembourg and Germany.
In 2002, the differences between national rates are
tending to shrink even further. In April, the gap
between Greece and Germany had fallen by 14bp to
36bp and between Luxembourg and Germany it is only
4bp.

The start of 2002 was marked by the slight rise in inter-
est rates which had begun in December 2001, follow-
ing a fall in the previous few months. Thus the long-
term rates in April 2002 were at roughly the same level
as in May 2001: 5.3 %.

Long-term interest rates for EU-15 were at much the
same level as in the euro-zone, although Sweden had
a higher rate. Any comparison of these two values
must take account of the differences in the methodolo-
gy on which they are based. The EU-15 aggregate is
an arithmetic mean of the national values weighted by
GDP, whereas the euro-zone aggregate is an arith-
metic mean calculated on the basis of representative
government bond yields, with the mean weighted by
bonds outstanding.

The United States' long-term rates are currently close
to the European level and have been since December
2000, whereas the level of Japanese long-term rates is
very different, at 1.45 % for the first few months of
2002, an extremely low level which is likely to persist
throughout 2002.

Delving further into the past we see that the most
spectacular change in long-term rates in the EU
Member States was between 1996 and the end of
1998, during which period there were two interesting
phenomena: a widespread fall in long-term yields in all
EU countries to give an all-time low, and the fact that
this drop led to an unprecedented convergence of
rates. In January 1996, the Netherlands had the lowest

Table 7.2.1. Long-term interest rates (10-year government bond yields, period average, as a %)

1996 1997 1998 1999 2000
EU-15 7.47 6.25 4.91 473 5.42
Euro-zone 7.23 5.98 4.70 4.66 5.44
B 6.49 5.75 4.75 4.75 5.59
DK 7.19 6.26 4,94 4.91 5.64
D 6.22 5.64 4.57 4.50 5.26
EL 14.36 9.91 8.47 6.30 6.10
E 8.73 6.40 483 473 5.53
F 6.31 5.58 4.64 4.61 5.39
IRL 7.29 6.29 479 472 5.51
| 9.40 6.86 4.88 473 5.58
L 6.32 5.60 473 4.67 5.52
NL 6.15 5.58 4.63 4.63 5.40
A 6.32 5.68 4.71 4.68 5.56
P 8.56 6.36 4.87 4.79 5.60
FIN 7.07 5.96 479 473 548
S 8.02 6.62 4.99 4.99 5.37
UK 7.94 7.14 5.58 5.02 5.33
uUs 6.54 6.45 5.33 5.64 6.03
JP 3.04 2.15 1.29 1.75 1.76

Source: Eurostat.

152

2001 Jan. 2002 Feb. 2002 Mar. 2002 Apr. 2002
5.00 5.00 5.06 5.30 5.30
5.03 5.02 5.07 5.32 5.30
5.13 5.08 5.15 5.37 5.37
5.08 5.08 5.15 5.40 5.40
4.80 4.86 492 5.16 5.15
5.30 5.24 5.31 5.50 5.51
5.12 5.05 5.11 5.34 5.34
4.94 493 4.99 5.24 5.24
5.01 5.02 5.20 5.42 5.41
5.19 5.14 5.20 5.41 5.40
4.86 4.84 4.91 5.16 5.19
4.96 4.97 5.03 5.27 5.25
5.07 5.08 5.06 5.35 5.38
5.16 5.06 5.14 5.31 5.36
5.04 5.05 5.10 5.33 5.32
5.11 5.27 5.36 5.63 5.69
5.01 5.02 5.04 5.34 5.33
5.01 5.00 4.90 5.28 5.21
1.34 1.42 1.52 1.45 1.39
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rate and some countries — Spain (358bp), Greece
(953bp), ltaly (456bp) and Portugal (357bp) — were
nowhere near it. By December 1998 the picture was
very different. The gap between the lowest (German)
rate and the others had narrowed considerably: Spain
(21bp), Greece (331bp), ltaly (14bp) and Portugal
(26bp). The Greek long-term rates started off from
such a high level that they took longer to match the
other European rates, but by December 2000 the gap
between the Greek and German rates had narrowed to
65bp.

After a slight rise between January and the end of
October 1999, long-term interest rates in the euro-
zone levelled out a little but did not remain slack for
long, since yields then rose substantially to a peak in
January 2000.

After that — and through most of 2001 — long-term
yields in the euro-zone continued to fall, but that ten-
dency was reversed in November 2001 and the new
trend spilled over into the first quarter of 2002.

In the United States, long-term yields also tended to
weaken during 2000 after strengthening throughout
1999.

In Japan, yields tended to rise at the start of 1999, but
this tendency was short-lived, since Japanese bond
yields started to fall during the first quarter of 1999
before becoming more stable in 2000.

Short-term rates

The reference rate for the euro-zone money market is
the EONIA (Euro OverNight Index Average), which is a
weighted average of overnight unsecured lending
transactions calculated by the European Central Bank
(ECB). As from January 1999, the EONIA has
replaced national rates.

For a clearer understanding of how interest rates
behave on the money market, information is needed
on changes in official short-term rates fixed by the cen-
tral banks. One important point for this analysis is that
countries wishing to join the euro-zone from the outset
had to have identical official interest rates on 31
December 1998.

For the 11 countries in question, this convergence was
achieved as follows:

One group of countries — Belgium, Germany, France,
Luxembourg, the Netherlands, Austria and Finland —
had already had relatively low official interest rates for
several years and maintained those rates at roughly
the same level.

In contrast, countries such as Spain, Italy and
Portugal, which had had higher official rates in the
recent past, were obliged to reduce their rates steadi-
ly to make them converge with the level in force in the
other countries.

Table 7.2.2. Short-term interest rates (day-to-day money rates, period average, as a %)

1996 1997 1998 1999 2000
EU-15 5.12 4.67 4.54 3.26 4.46
Euro-zone : : : 2.74 412
B 3.21 3.36 3.51 - -
DK 3.89 3.53 4.11 311 4.37
D 3.27 3.18 3.4 - -
EL 1331 1293 1258 1041 8.20
E 7.65 5.49 4.34 - -
F 3.73 3.24 3.36 - -
IRL 5.22 6.08 5.78 - -
| 9.10 7.02 5.23 - -
NL 2.89 3.07 3.21 - -
A 3.19 3.27 3.36 - -
P 7.38 5.83 4.34 - -
FIN 3.63 2.86 3.26 - -
S 6.29 4.21 4.24 3.14 3.81
UK 5.88 6.53 7.24 5.23 5.85
us 5.30 5.46 5.35 4.97 6.24
JP 047 0.48 0.37 0.06 0.11

Source: Eurostat.

2001 Jan. 2002 Feb. 2002 Mar. 2002 Apr. 2002
4.50 340 3.44 3.42 3.42
4.38 3.29 3.28 3.26 3.32
4.70 3.54 3.57 3.52 3.45
4.09 3.85 3.85 3.94 410
5.04 3.79 4.06 4.02 3.75
3.89 1.73 1.74 1.73 1.75
0.06 0.00 0.00 0.00 0.00
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Ireland was different again, raising the official rates to
6.75 % in May 1997 before making several reductions
during the final two months of 1998.

Since the 11 countries all had the same official rate on
31 December 1998, EMU could begin, with the key
repo rate at 3 %. In April 1999, the European Central
Bank (ECB) reduced its repo rate to 2.5 % before rais-
ing it to 3 % in the November of that year. This upward
trend was reinforced in 2000 by several rate rises, to
4.75 % by the end of the year. Since May 2001, the
repo rate has steadily fallen, to 3.3 % in April 2002.

The other EU countries have a somewhat different
scenario. The official rates in Denmark and Sweden
fell several times during 1999 before their central
banks raised them during November. In 2000, both of
these countries continued to raise their key rates, but
the rise was steeper in Denmark than in Sweden. In
October 2000, this trend was reversed in Denmark,
and key rates have been falling since then. In April
2002, Denmark's repo rate was 3.55 %. In Sweden,
the upward tendency continued, interrupted only by a
fall in September 2001. At the start of May 2002, the
Swedish repo rate stood at 4.25 %. The Bank of
England raised its repo rate twice at the beginning of
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2000 (from 5.5 to 6.0 %) and then left it unchanged for
the rest of the year. Since February 2001, the rate has
fallen steadily, to 4 % in April 2002.

Greece cut these key rates many times during 2000,
with the repo rate falling from 10.75 to 4.75 %. By the
end of December 2000, it was at the same level as in
the euro-zone Member States, and Greece became
the twelfth member.

In the United States, the Federal Reserve raised the
federal funds rate from 5.5 to 6.00 % during the first
half of 2000, and then left it unchanged for the rest of
the year. Since January 2001, the “fed funds” rate has
fallen steadily, from 6.50 to 1.75 % by April 2002.

In Japan, the discount rate fixed at 0.5 % since
September 1995 was cut twice during the first quarter
of 2001 to 0.25 %. In September 2001, there was a fur-
ther fall and the rate is now at its lowest ever: 0.1 %.

The structural tendency in the yield curve is currently
upwards for all countries under observation. However,
the gap between the long-term and the short-term
rates is much larger in the United States, and thus the
American yield curve has a sharper slope than that of
Japan or the European Union.
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7.3. Consumer prices

Consumer price inflation is best compared at interna-
tional level by the “harmonised indices of consumer
prices” (HICPs). They are calculated in each Member
State of the European Union, Iceland and Norway and
also in most candidate countries. HICPs form the basis
of the monetary union index of consumer prices
(MUICP) for the euro-zone, the EICP for EU-15 and
the EEAICP for the European economic area. HICPs
are not intended to replace national consumer price
indices (CPls). Member States have continued so far
to produce their national CPIs for domestic purposes.

HICPs and the MUICP are used by, among others, the
European Central Bank for monitoring inflation in the
economic and monetary union and the assessment of
inflation convergence. As required by the Treaty, the
maintenance of price stability is the primary objective of
the European Central Bank (ECB). The ECB defined
price stability “as a year-on-year increase in the har-
monised index of consumer prices for the euro-zone of
below 2 %, to be maintained over the medium term”.

The MUICP was published for the first time for the 11
countries initially participating in the third stage of EMU

with the release of the index for April 1998. At the
beginning of 2001 Greece joined the euro-zone and
the MUICP covers the 12 Member States now. The
MUICP was chain-linked in December 2000 to include
Greece starting with the January 2001 index, since the
euro-zone is treated as an entity regardless of its com-
position.

Trends in consumer price inflation 1999-
2002

The annual rate of change (m / m-12) is commonly
used for analysing inflation trends. This measure is
appropriate for short-term analysis, although it suffers
from variability due to one-off effects (such as tax
changes). Table 7.3.1 and Figure 7.3.1 show the annu-
al rates of change in the HICPs, the MUICP and the
EICP for every third month between January 1999 and
April 2002.

The annual rates of change of the EICP illustrate an
overall rising trend from 0.9 % in January 1999 to as
high as 3.0 % in May 2001. This trend was reversed
from June 2001 and the annual rate of change
dropped to 1.8 % in November 2001. Since then, the
annual rate of change of the EICP has risen some-
what. Since June 2000 the annual rate of change of

Table 7.3.1. Harmonised Indices of consumer prices (1999-2002), annual rates of change as a % (m/m-12)

1999
Jan. Apr. Jul. Oct. Jan. Apr.

B 1.0 1.1 0.7 1.4 0.3 2.3
D 0.2 0.8 0.6 0.9 1.9 1.6
EL 3.3 2.6 1.6 1.7 24 2.1
E 1.5 2.3 2.1 24 29 3.0
F 0.3 0.5 0.4 0.8 1.7 14
IRL 2.1 2.0 1.9 2.8 4.4 5.0
I 1.5 1.3 1.7 1.9 22 24
L -14 13 -03 1.9 3.5 3.2
NL 2.1 1.9 1.8 1.8 1.6 1.7
A 0.3 0.1 0.3 0.8 14 1.8
P 2.5 2.7 1.9 1.8 1.9 1.9
FIN 0.5 1.3 14 1.6 2.3 25
MUICP 0.8 1.1 1.1 1.4 1.9 1.9
DK 1.2 1.7 2.0 2.6 2.8 29
S 0.0 0.3 0.2 1.0 1.0 1.0
UK 1.6 1.5 1.3 1.2 0.8 0.6
EICP 0.9 1.2 1.1 1.3 1.8 1.7
us 1.7 2.3 2.1 2.6 2.8 3.1
JP 062 -01 -01 -07 -09 -08

2000

2001 2002

Jul. Oct. Jan. Apr. Jul. Oct. Jan. Apr.

1.7 3.7 2.7 2.9 25 2.3 2.6 1.7
2.0 24 22 2.9 2.6 2.0 23 1.6
2.6 38 3.2 3.7 4.2 3.2 4.8 4.1
3.7 4.0 3.8 4.0 24 25 3.1 3.7
2.0 2.1 14 2.0 2.2 1.8 24 2.1
5.9 6.0 3.9 4.3 4.0 3.8 5.2 5.0
2.6 27 2.7 3.0 24 24 24 2.5
4.7 43 29 2.7 24 1.7 2.1 1.9
2.8 3.2 45 5.3 5.3 5.0 49 4.2
2.0 22 22 2.5 2.8 2.3 2.0 1.6
3.3 3.7 44 4.6 4.3 4.2 3.7 3.5
2.9 3.4 29 2.8 2.6 24 2.8 2.6
2.3 27 24 2.9 2.6 2.3 2.7 24
2.8 28 2.3 2.6 2.3 2.0 2.5 2.3
1.3 13 1.6 3.0 29 29 2.9 2.2
1.0 1.0 0.9 1.1 14 1.2 1.6 1.3
2.1 24 22 2.6 25 22 2.5 2.2
3.7 3.4 3.7 3.3 2.7 2.1 1.1 1.6

-05 -o09 01 -04 -08 -08 -14 -11

NB: m/m-12 is the price change between the current month and the same month in the previous year.
Please note that for the United States and Japan the national CPIs are given which are not strictly comparable with the HICPs.

Source: Eurostat.
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the MUICP has been significantly beyond the 2.0 %
stability threshold defined by the ECB with a maximum
of 3.3 % in May 2001. It could also be noted that the
annual rates of change of the MUICP have been gen-
erally higher than those of the EICP since October
1999.

A more stable measure — the 12-month average
change — is the average index for the latest 12
months compared with the average index for the pre-
vious 12 months. It is less sensitive to transient
changes in prices but it requires a longer time series
of indices. Nevertheless, similar trends to those
described above may be noted, as shown in Table
7.3.2. In April 2002 the 12-month average rate of
change is at 2.5 % for the MUICP. This is higher than
the 2.0 % set by the ECB as a medium-term price sta-
bility threshold for the euro-zone. For the EICP the
same rate was 2.3 %. The situation was the same one
year ago.

The protocol on convergence criteria relating to Article
109(j)(1) of the Treaty requires that a Member State's
rate of inflation “does not exceed by more than 1fi per-
centage points that of, at most, the three best per-
forming Member States”. Table 7.3.2 shows some
summary data based on 12-month average changes.
Reference values have been calculated using a simple
arithmetic mean of “the three best performing EU
Member States” and “the three best performing euro-
zone Member States”.

Since January 2000, Austria, France, Germany and
later also Italy have been among the three best per-
forming Member States in the euro-zone as shown in

Table 7.3.2. France, Sweden, and the United Kingdom
were among the three best performing Member States
in the EU in 2000. From May 2001 to April 2002, the
United Kingdom and France have been permanently
among the three best performing EU Member States.

Table 7.3.2 also shows which Member States were
above or below the reference values in each month.
Ireland, Spain and Luxembourg were above both ref-
erence values during nearly all of 2000, and Ireland
continued to do so up to August 2001. Since
September 2001, the Netherlands has been continu-
ously above the reference value. From the end of 2001
until April 2002 Portugal and Greece were also above
the reference value. Finland, Greece, Spain and
Luxembourg too were between the (present) lower EU
reference value and the euro-zone reference value for
nearly the whole of the year 2001. The average spread
of inflation rates, which is shown in Figure 7.3.2, pro-
vides a useful tool for illustrating inflation convergence
since the early stages of the EMU. The spread is cal-
culated as the standard deviation of annual inflation
rates of HICPs from the EICP taking country weights
into account.

Household consumption patterns

The consumption patterns of households determine
the relative importance (weight) of household mone-
tary expenditure that is attached to each of the cate-
gories of goods and services covered by the HICP. The
impact on the all-items index of any price change is
proportional to the size of the corresponding weight.

Figure 7.3.1. Consumer price indices (1999-2002), annual rates of change as a % (m/m-12)
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NB: m/m-12 is the price change between the current month and the same month in the previous year.
Please note that for the United States and Japan the national CPIs are given which are not strictly comparable with the HICPs.

Source: Eurostat.
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Table 7.3.2. Harmonised indices

of consumer prices (2000-02), 12-month average rate (')

2000 2001

Jan. Mar. May Jul. Sep. Nov. Jan. Mar. May Jun.
A 06 S 08 S 09 UK 09 UK 09 UK 0.8 UK 0.8 UK 0.8 UK 1.0 UK 1.0
S 06 F 09 UK 10 S 11 S 12 S 13 S 14 S 14 S 17 F 1.9
F 07 A 09 F 11 F 13 F 16 F 18 F 18 F 18 F 19 S 1.9
D 08 D 11 A 11 D 15 D 1.7 A 19 A 20 A 20 A 22 A 2.2
B 1.1 UK 12 D 12 A 15 A 1.7 D 20 D 21 D 2.2 EICP 2.3 EICP 24
MuicP 12 B 13 B 15 EICP 1.7 EICP 1.8 EICP 2.0 EICP 2.1 EICP 22 D 25D 25
UK 1.3 MUICP 14 EICP 15 B 1.8 MUICP 2.0 NL 2.3 MuICP 24 MUICP 24 MuICP 2.6 DK 25
EICP 1.3 EICP 14 MUICP 16 MuUICP 1.8 NL 21 muice 23| 2.6 DK 2.6 DK 26 MUICP 26
L 14 L 18 NL 19 NL 20 B 22 1 2.5 NL 26 | 2.7 1 26 1 2.6
FIN 15 FIN 18 P 19 P 20 P 23 B 2.6 DK 27 RV(EU) 28 B 3.0 B 3.0
| 1.7 1 19 EL 20 EL 22 EL 24 P 26 RV(EU) 28 B 29 RV(EU) 3.0 FIN 3.0
NL 2.0 NL 19 FIN 20 1 22 1 24 EL 28 B 2.9 FIN 29 FIN 3.0 RV(EU) 341
EL 21 P 19 | 21 FIN 2.3 FIN 26 DK 2.8 EL 30 EL 31 EL 33 EL 35
P 21 EL 20 L 21 RV(EU) 26 RV(EU) 27 RV(EU) 28 P 3.0 NL 31 E 35 E 3.6
RV(EU) 21 RV(EU) 24 RV(EU) 25 L 2.8 DK 2.8 FIN 2.9 FIN 3.0 RV(EMU) 35 RV (EMU) 3.7 L 36
DK 22 DK 24 DK 2.6 DK 28 E 31 E 34 RV (EMU) 35 P 36 L 3.8 RV (EMU) 3.7
RV (EMU) 2.2 RV (EMU) 25 RV (EMU) 2.6 E 2.9 RV (EMU) 3.2 RV (EMU) 34 E 36 E 3.7 NL 3.8 NL 4.0
E 24 E 25 E 27 RV(EMU) 29 L 32 L 36 L 37 L 38 P 40 P 42
IRL 27 IRL 31 IRL 3.6 IRL 42 IRL 47 IRL 52 IRL 52 IRL 51 IRL 49 IRL 438

2001 2002

Jul. Aug. Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr.
UK 11 UK 12 UK 1.2 UK 1.2 UK 12 UK 12 UK 1.3 UK 1.3 UK 14 UK 14
F 20 F 20 F 19 F 19 F 18 F 18 F 19 F 19 F 20 F 2.0
S 20 S 21 A 23 A 23 A 2.3 EICP 2.3 EICP 2.3 DK 23 L 22 L 21
A 23 A 23 S 2.3 EICP 24 DK 23 DK 23 DK 23D 23 A 22 D 2.2
EICP 24 EICP 24 EICP 24 DK 24 EICP 23 | 23 1 23 L 23 D 23 A 2.2
DK 25 DK 25 DK 24 1 24 1 24 A 23 L 23 A 23 DK 2.3 EICP 2.3
D 26 1 25 1 25 S 24 B 25 B 24 A 2.3 EICP 2.4 EICP 24 DK 2.3
| 26 MUICP 2.7 MUICP 26 muice 26 D 25 D 24 B 24 B 24 B 25 B 24
MUICP 27 D 27 D 26 D 2.6 MuUICP 25 L 24 D 24 1 24 1 251 24
FIN 30 B 30 B 28 B 27 S 2.5 MUICP 2.5 MUICP 2.5 MUICP 2.5 MmuIicpP 2.6 MUICP 2.5
B 31 FIN 3.0 FIN 29 FIN 28 FIN 27 FIN 2.7 FIN 2.7 FIN 26 FIN 26 FIN 2.6
RV(EU) 32 RV(EU) 33 E 32 L 29 L 27 S 27 E 28 E 29 E 29 E 29
E 35 E 33 L 32 E 31 E 29 E 28 S 28 S 29 S 30 S 29
L 35 L 34 RV(EU) 33 RV(EU) 33 RV(EU) 33 RV(EU) 33 RV(EU) 33 RV(EU) 33 RV(EU) 34 RV(EU) 33
EL 36 RV (EMU) 3.7 RV (EMU) 37 RV (EMU) 3.7 RV (EMU) 3.7 RV (EMU) 3.6 RV (EMU) 3.7 RV (EMU) 3.7 RV (EMU) 3.6 RV (EMU) 3.6
RV (EMU) 38 EL 37 EL 38 EL 38 EL 3.7 EL 3.7 EL 3.8 EL 3.8 EL 39 EL 3.9
NL 42 P 43 P 43 IRL 42 IRL 4.0 IRL 40 IRL 41 IRL 42 P 41 P 4.0
P 42 NL 44 IRL 44 P 44 P 44 P 44 P 43 P 42 IRL 43 IRL 43
IRL 47 IRL 45 NL 46 NL 48 NL 49 NL 5.1 NL 51 NL 51 NL 5.0 NL 49

(1) Average of the last 12 months compared to the average of the previous 12 months.
NB: RV (EU) = reference value defined as unweighted arithmetic mean of the three best-performing countries in the EU/+ 1.5.
RV (EMU) = reference value defined as unweighted arithmetic mean of the three best-performing countries in the EMU/+ 1.5.

Source: Eurostat.

There is no uniform basket applying to all Member
States. The structure of the weights may vary consid-
erably between the HICPs for individual Member
States as well as between the HICP for an individual
Member State and the average weighting structure
according to the EICP or the MUICP. The index is com-
puted as an annual chain-index allowing for weights to
change each year.

Table 7.3.3 gives an overview of the weights used in
the 15 Member States, the euro-zone (MUICP) and for
the EU (EICP) in 2002.

For 2002, according to the weighting patterns for the
MUICP and the EICP, the divisions food, housing and
transport are the three categories with the largest
weights when calculated as averages for the country
groupings concerned. A weight of approximately one
sixth of the MUICP and slightly over 15 % of the EICP
is attached to food, a slightly lower weight for both
indices is attached to transport, about the same as for
housing. A weight of around one tenth for both indices
is attached to recreation and culture, though it is a bit
more important for the EICP than for the MUICP.
Closely below are the weights for restaurants and
hotels, again slightly higher for the EICP.
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Figure 7.3.2. Average spread of inflation rates (weighted standard deviation), EU 15, 1996-2002
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Source: Eurostat.
Table 7.3.3. Consumption weights in the EU, the EMU and the 15 Member States, as used in 2002 (%)
EICP MUICP B DK D EL E F
Food and non-alcoholic beverages 156 164 171 161 141 186 216 170
Alcoholic beverages, tobacco and
narcotics 42 40 31 59 46 49 32 40
Clothing and footwear 76 80 68 59 72 122 104 55
Housing, water, electricity, gas and
other fuels 144 150 160 190 210 89 107 140
Furnishings, household equipment
and routine maintenance of the house 77 79 77 69 74 73 62 69
Health 36 39 39 30 39 53 28 42
Transport 150 152 134 162 151 135 146 175
Communications 25 25 25 17 19 30 24 27
Recreation and culture 106 95 139 18 1M 46 67 93
Education 1" 9 5 9 7 19 17 5
Restaurants and hotels 97 90 83 55 50 141 149 88
Miscellaneous goods and services 80 77 68 72 81 57 47 96
IRL | L NL A P FIN S UK
Food and non-alcoholic beverages 155 168 129 155 135 213 158 156 115
Alcoholic beverages, tobacco and
narcotics 83 27 151 50 32 31 66 51 51
Clothing and footwear 56 114 62 63 69 66 56 74 61
Housing, water, electricity, gas and
other fuels 81 96 91 197 142 90 142 188 107
Furnishings, household equipment 93
and routine maintenance of the house 48 109 20 90 83 76 56 62 69
Health 28 37 176 44 42 57 48 30 23
Transport 138 138 17 127 146 204 163 140 140
Communications 21 34 83 17 30 17 38 35 24
Recreation and culture 119 79 4 1M1 13 38 116 119 159
Education 17 11 97 15 9 18 7 4 17
Restaurants and hotels 196 107 79 71 134 139 83 65 137
Miscellaneous goods and services 60 82 60 66 51 67 75 97

Source: Eurostat.
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Within the national HICPs the weight for food varies
between 11-15 % (the United Kingdom, Luxembourg,
Austria and Germany) and 18-22 % (Greece, Portugal
and Spain). For transport the weight varies between
12-14 % (the Netherlands, Belgium, Greece, Ireland
and ltaly) and 16-21 % (Denmark, France,
Luxembourg and Portugal). In contrast, the weight for
recreation and culture ranges between 4 % (Greece,
Portugal) and 13-16 % (Belgium and the United
Kingdom), and the weight for housing varies between
8-11 % (Ireland, Greece, Portugal, Italy and
Luxembourg) and 18-21 % (Sweden, Denmark, the
Netherlands and Germany). It should, however, be
noted that HICPs capture only monetary expenditure
and unlike national accounts or household budget sur-
veys do not impute costs for the shelter service pro-
vided by owner occupied dwellings. This means that
countries in which a larger proportion of the population
lives in rented dwellings tend to have a larger weight
for housing than countries in which a larger proportion
of households lives in their own dwellings.

The weight of a Member State in the EMU or in the EU
is its share of household final monetary consumption
expenditure in the EMU or in the EU totals. The coun-
try weights used in 2002 are based on national
accounts data for 2000 updated to December 2001
prices. For the EMU, weights in national currencies are
converted into euro using the irrevocably locked
exchange rates. For the EU, weights in national cur-
rencies are converted into purchasing power stan-
dards (PPS). The euro-zone country weight reflects its
share in the EU total.

Table 7.3.4. Country weights (as a %) for 2002,

price updated to December 2001 prices

MUICP
B 33.97
D 305.57
EL 24.68
E 103.43
F 204.12
IRL 12.08
| 193.36
L 2.56
NL 52.00
A 31.85
P 20.45
FIN 15.94
MUICP 1.000.00
DK
S
UK
EICP
IS
NO
EEAICP

EICP

804.36
13.73
18.41

163.49

1.000.00

EEAICP

795.15
13.58
18.20

161.62

0.85
10.60
1.000.00

NB: Due to rounding effects, the weights may not add up exactly

to 1 000.
Source: Eurostat.
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7.4. Purchasing power parities

Purchasing power parities and international vol-
ume comparisons

The differences in values of GDP expenditure between
countries, even when revalued in a common currency
using exchange rates, correspond not only to a “vol-
ume of goods and services” component but also to a
“level of prices” component, which can sometimes
assume sizeable proportions.

Exchange rates are determined by many factors,
which reflect demand and supply on the currency mar-
kets, such as international trade and interest rate dif-
ferentials. In other words, exchange rates usually
reflect other elements than price differences alone.
Therefore, the use of exchange rates as conversion
factors in cross-country comparisons is not advisable.

To obtain a pure comparison of volumes, it is essential
to use special conversion rates (spatial deflators)
which remove the effect of price level differences
between countries. Purchasing power parities (PPPs)
are such currency conversion rates that convert eco-
nomic indicators expressed in national currencies to
an artificial common currency, called purchasing power
standard (PPS), that equalises the purchasing power
of different national currencies. In other words, PPPs
are used to convert nominal final expenditures on
product groups, aggregates and GDP of different
countries into comparable expenditure volumes.

To fix a numéraire for the numerical procedure of the
PPP calculation, usually one country is used as a
base country and set to equal 1. For the European
Union the selection of a single country (currency) as
a base seemed inappropriate. Therefore, PPS is the
artificial common reference currency unit used in the
European Union to express the volume of economic
aggregates for the purpose of spatial comparisons in
real terms. Economic volume aggregates in PPS are
obtained by dividing their original value in national
currency units by the respective PPPs. 1 PPS, there-
fore, buys the same given average volume of goods
and services in all countries, whereas different
amounts of national currency units are needed to buy
this volume of goods and services, depending on the
national price level.

How are PPPs calculated and what is PPS?

In their simplest form, PPPs are a set of price rela-
tives, which show the ratio of the prices in national
currency of the same good or service in different
countries (e.g. a loaf of bread costs EUR 1.87 in
France, EUR 1.68 in Germany, GBP 0.95 in the
United Kingdom, etc). For the price collections (see
the box “International price and volume comparisons”
at the end of this section), a basket of comparable
goods and services is used which are selected to rep-
resent the whole range of goods and services, and to
be representative of consumption patterns in the var-
ious countries.

The simple price relatives at product level are subse-
quently aggregated (weighted together) to PPPs for
groups of products, for total consumption and finally
for GDP.

Per capita GDP volume index

The per capita GDP volume indices shown in Figure
7.4.1 re calculated as real expenditure volumes
(expenditure values in national currency, converted
using PPPs) in per capita terms, expressed in relation
to the European Union average. The data analysed
here are preliminary and should, therefore, be inter-
preted with caution, as they are subject to revision.
The final data for 2000 will be published in December
2002.

These indices are not intended to rank countries strict-
ly. In fact, they only provide an indication of the com-
parative order of magnitude of the per capita GDP vol-
umes in one country in relation to others. It is therefore
preferable to use these indices for dividing countries
into groups of a comparable level. The 2000 prelimi-
nary results presented here highlight in this respect the
following groups of countries:

— Group | (> 125 % of the EU average): Norway and
Luxembourg;

— Group Il (> 110 % and <125 % of the EU average):
the Netherlands, Austria, Iceland, Ireland, Denmark
and Switzerland;

— Group Il (> 90 % and <110 % of the EU average,
i.e. close to the EU average): United Kingdom,
France, Sweden, Finland, Germany, ltaly and
Belgium;

— Group IV (> 75 % — threshold for the Structural
Funds (1) — and <90 % of the EU average): Cyprus
and Spain;

— Group V (> 50 % and <75 % of the EU average):
Hungary, the Czech Republic, Greece, Slovenia
and Portugal;

— Group VI (<50 % of the EU average): Romania,
Turkey, Bulgaria, Latvia, Lithuania, Estonia, Poland
and Slovakia.

(1) One of the particularly important uses of PPPs is for the European Commission to establish both the list of regions that could benefit from
the EU Structural Funds as well as the amount of funds to be allocated to each region. One criterion for allocating these funds is based
on PPP-converted GDP per capita being less than 75 % of the EU average. The aim of the Structural Funds is to gradually reduce eco-

nomic disparities between and within EU Member States.
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Figure 7.4.1. Per capita GDP volume indices, EU-15 = 100, 2000 preliminary results
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Grouping of countries

As referred to above, GDP volume indices are pre-
sented in the form of country groups. This helps to
focus attention on the broad ranking of countries
rather than the precise results which are subject to a
statistical margin of error. For example, a recent
review of French construction prices, which has
resulted in a significant change in construction prices
compared with 1999, has not resulted in a significant
change of the position of France relative to other
countries at the level of GDP: it remains in a group,
including Belgium, Germany, Italy, Finland, Sweden

and the United Kingdom, close to the EU average.

Country specific comments

Per capita GDP is highest for Luxembourg and
Norway. One of the reasons for Luxembourg's high
GDP per capita index is the large share of cross-bor-
der workers in total employment that contribute to
GDP. In addition, a non-negligible part of the expen-
diture on certain products on the Luxembourg territo-
ry is accounted for by cross-border shoppers.
Regarding Norway, results are significantly influenced
by oil price variations, due to its position as a large oil
exporter.

The data for Malta are not included in this chapter.
Malta is currently undertaking a revision of its natio-
nal accounts in order to adopt the European system
of accounts, ESA 95.

Purchasing power parities for GDP and its com-
ponents

The first two columns of Table 7.4.1 show the
exchange rate to the euro and PPP at GDP level,
respectively. In addition to PPPs at GDP level, Table
7.4.1 also presents PPPs for the three following com-
ponents: household and NPISH final consumption
expenditure, actual individual consumption and gross
fixed capital formation. When analysing these PPPs, it
appears that they are generally close to that of total
GDP.

Nevertheless results for gross fixed capital formation
reveal that the PPP for this component is lower than
that for the other items for Nordic countries (Finland,
Sweden and Iceland), whereas it is significantly higher
for the majority of the candidate countries. The latter is
clearly influenced by the fact that most candidate
countries import a large share of their equipment
goods, which implies higher relative prices (see Table
7.4.2).

162

Price level indices and per capita volume indices
for GDP and its components

The first part of Table 7.4.2 shows price level indices
for total GDP and three of its components: household
and NPISH final consumption expenditure, actual indi-
vidual consumption and gross fixed capital formation.
In its second part, Table 7.4.2 shows per capita volume
indices for the total GDP and for the same three com-
ponents.

Price level indices (PLIs) are obtained as the ratio
between PPP and the exchange rate for each country,
in relation to the EU average. These indices provide a
comparison of the countries' price levels with respect
to the EU average: if the price level index is higher
than 100, the country concerned is relatively expen-
sive compared to the EU average. In this case, the use
of exchange rates would overestimate the volumes;
the opposite is true if the price level index is lower than
100.

The first column of Table 7.4.2 shows that, at GDP
level, disparities in the price level index among EU
Member States lie between 69 (Portugal) and 123
(Sweden), while they are spread between 28
(Bulgaria) and 133 (Switzerland) when considering all
participating countries in the ECP.

Table 7.4.3 should be read vertically. Each column
indicates how many euro are needed in each of the
countries listed in the rows to buy the same represen-
tative basket of consumer goods and services, which
costs EUR 100 in the country at the top of the column.
For example, to buy the same basket of goods and
services, costing EUR 100 in Germany, will cost
EUR 136 in Switzerland. In other words, Switzerland is
about 36 % more expensive than Germany when it
comes to final consumption expenditure of house-
holds.

Interesting also is the comparison of the volume index
for household and NPISH final consumption expendi-
ture and the actual individual consumption in Table
7.4.2. The differences between both volume indices
are, relative to the EU average, the goods and servic-
es which are provided free of charge or at reduced
prices by the State to the households (e.g. for educa-
tion and health). Denmark, as an example, when it
comes to the volume of goods and services house-
holds and NPISH pay for, is to be found at 96 % of the
EU average. When it comes to what households and
NPISH actually consume, Denmark is 9 percentage
points above the EU average. A similar redistribution
effect can be observed within the EU for Sweden, the
Netherlands and France. Among the EFTA countries it
is noticeable for Iceland and Norway and among the
candidate countries particularly for Slovakia, the
Czech Republic and Hungary.
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Table 7.4.1. Euro exchange rates and purchasing power parities, 2000

Exchange rate

Purchasing power parity (1 PPS in national currency)

to the euro

Household and Actual Gross fixed
GDP NPISH final individual ital
. . capita
consumption consumption formation

expenditure (*) (**)
Belgium (B) 1 1.00286 1.00971 1.01238 0.979345
Denmark (DK) 7.45382 9.02100 9.09561 9.12526 9.06801
Germany (D) 1 1.03779 1.00708 1.01934 1.05754
Greece (EL) 1 0.761929 0.794643 0.765426 0.812811
Spain (E) 1 0.826580 0.833858 0.824188 0.849962
France (F) 1 1.03051 1.02886 1.02414 1.04514
Ireland (IRL) 1 1.04227 1.08504 1.05472 1.04017
Italy (1) 1 0.855137 0.857581 0.863153 0.823947
Luxembourg (L) 1 1.05963 0.969256 1.04097 1.04652
Netherlands (NL) 1 0.989246 0.981495 0.949356 1.10427
Austria (A) 1 0.993090 0.977113 0.991218 1.00036
Portugal (P) 1 0.694697 0.715635 0.694822 0.781023
Finland (FIN) 1 1.07832 1.16581 1.15316 0.920672
Sweden (S) 8.44519 10.3803 10.8351 10.7558 9.64564
United Kingdom (UK) 0.609478 0.705756 0.722574 0.717096 0.708222
EU-15 : 1 1 1 1
Iceland (IS) 72.5848 92.2076 95.1153 92.7169 85.3816
Norway (NO) 8.11292 9.85977 10.4824 10.3577 10.3228
Switzerland (CH) 1.55786 2.06968 2.13564 217482 1.82020
Bulgaria (BG) 1.94792 0.546603 0.592566 0.539236 0.813967
Cyprus (CY) 0.573924 0.466295 0.477550 0.476849 0.412696
Czech Republic (CZ) 35.5995 15.3100 16.2913 14.4068 20.6004
Estonia (EE) 15.6466 6.96111 7.18031 6.31985 12.1384
Hungary (HU) 260.045 114.820 117.774 104.436 169.418
Latvia (LV) 0.559227 0.262075 0.297445 0.253729 0.405895
Lithuania (LI) 3.69516 1.59412 1.73744 1.48782 2.73184
Poland (PL) 4.00817 1.98016 2.15012 1.93840 2.47369
Romania (RO) 19921.8 6530.19 7 565.89 6 523.24 9 041.91
Slovakia (SK) 42.6017 16.0588 17.0694 14.4183 25.6803
Slovenia (Sl) 206.613 132.932 137.064 131.108 145.394
Turkey (TR) 574 816 328 671 376 013 343 155 377 647

(*) Household and non-profit institution serving households (NPISH) final consumption expenditure refers to consumption of goods and serv-

ices which households and NPISH actually paid for.

(**) Actual individual consumption consists of household and NPISH final consumption expenditure plus goods and services for individual con-
sumption provided by the government free of charge or at reduced prices, e.g. in education and health. The latter are goods and services
that, while provided by government, are consumed individually by households and NPISH.

Source: Eurostat.

Table 7.4.3 provides an interesting cross comparison
of price level indices for all ECP participants. Within
the EU, when it comes to the basket of goods and
services representing household consumption expen-
diture, Sweden (129 % of EU-15) is the most expen-
sive country, followed by Denmark (122) and the
United Kingdom (119). All three EFTA countries are

generally more expensive than the EU Member States,
with Norway being about the same price level as
Sweden. All candidate countries are less expensive
than the EU average, with Cyprus (83) coming closest
to it. The least expensive country in the comparison is
Bulgaria (31).
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Table 7.4.2. Price level indices and per capita volume indices for GDP and selected components, 2000

Price level index, EU-15 =100 Per capita volume index, EU-15 = 100
Household and Actual "
cop  NPISHfinal  individual sz;;:f:: cop i e R G’“i;:;?f::
consu_mptlon consumption formation consu_mption consumption formation
expenditure (*) (**) expenditure (*) (**)

B 100 101 101 98 107 99 102 112
DK 121 122 122 122 119 96 109 124
D 104 101 102 106 105 109 106 108
EL 76 79 77 81 67 77 72 69
E 83 83 82 85 82 82 81 98
F 103 103 102 105 101 95 99 97
IRL 104 109 105 104 116 92 92 133
| 86 86 86 82 105 108 106 104
L 106 97 104 105 194 145 139 200
NL 99 98 95 110 113 97 104 111
A 99 98 99 100 113 112 1M1 128
P 69 72 69 78 73 75 77 90
FIN 108 17 115 92 104 82 87 114
S 123 128 127 114 101 84 96 91
UK 116 119 118 116 99 109 107 83
EUR-12 96 95 95 97 96 95 95 99
EU-15 100 100 100 100 100 100 100 100
IS 127 131 128 118 115 114 124 144
NO 122 129 128 127 143 98 107 131
CH 133 137 140 17 121 120 110 140
EFTA-3 128 134 135 121 129 112 109 137
BG 28 30 28 42 27 29 29 13
CYy 81 83 83 72 78 90 84 76
Ccz 43 46 40 58 56 49 55 57
EE 44 46 40 78 40 39 43 26
HU 44 45 40 65 51 44 50 40
LV 47 53 45 73 31 29 33 26
LT 43 47 40 74 36 36 43 19
MT 67 71 66 74 66 68 7 76
PL 49 54 48 62 40 41 43 38
RO 33 38 33 45 24 25 27 16
SK 38 40 34 60 46 39 46 41
Sl 64 66 63 70 68 62 65 80
TR 57 65 60 66 25 27 26 23
CC-13 48 53 48 62 33 34 & 30

(*) Household and non-profit institution serving households (NPISH) final consumption expenditure refers to consumption of goods and serv-
ices which households and NPISH actually paid for.

(**) Actual individual consumption consists of household and NPISH final consumption expenditure plus goods and services for individual
consumption provided by the government free of charge or at reduced prices, e.g. in education and health. The latter are goods and serv-
ices that, while provided by government, are consumed individually by households and NPISH.

Source: Eurostat.
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Table 7.4.3. Cross table of price level indices for final consumption expenditure of households, 2000

B DK D EL E FIRL I LNL A PFIN S
B 100 83 101 126 121 98 93 118 105 102 104 140 86 79
DK 121 100 122 153 146 119 112 142 127 124 125 170 104 95
D 99 82 100 126 120 98 92 117 105 102 103 140 86 78
EL 79 65 79 100 96 78 73 93 83 81 82 111 68 62
E 83 68 83 105 100 81 77 97 87 8 8 116 71 65
F 102 84 103 129 123 100 95 120 107 105 106 143 88 80

IRL 108 89 108 136 130 106 100 127 113 110 112 151 93 85
| 85 70 85 107 103 83 79 100 89 87 88 119 73 67

L 9% 79 9 120 115 93 88 112 100 97 98 133 82 75
NL 98 81 98 123 118 96 91 115 103 100 101 137 84 77
A 97 80 97 122 117 95 90 114 102 99 100 136 83 76
P 71 59 72 90 8 70 66 8 75 73 74 100 62 56
FIN 116 96 116 146 140 113 107 136 122 119 120 163 100 91
S 127 105 128 161 154 125 118 150 134 130 132 179 110 100

UK 18 97 118 149 142 115 109 138 124 120 122 165 102 92
EU-15 99 82 100 125 120 97 92 116 104 101 102 139 85 78
IS 130 108 131 165 157 128 121 153 137 133 135 183 112 102
NO 128 106 129 162 155 125 119 150 135 131 132 180 110 100
CH 135 111 136 171 163 132 125 159 142 138 140 189 116 106

Source: Eurostat.

International price and volume comparisons

Eurostat participates in the “international comparison
programme” (ICP), which has been running for 30
years. In Europe, Eurostat and the OECD cooperate
in the framework of the “European comparison pro-
gramme” (ECP), in which Eurostat annually estab-
lishes PPPs for the 15 EU Member States, the 13 EU
candidate countries and three EFTA countries,
Norway, Iceland and Switzerland. A rolling three-year
survey cycle is used for consumer prices. About one
third of the consumer goods is surveyed every year,
and for the remaining two thirds, suitable consumer
price indices are used for extrapolation in the inter-
vening years. Capital goods prices, rents, and GDP
weights are collected annually, as well as salaries in
the government sector, which are used as proxy-
PPPs for the respective part of this sector. For the
remaining OECD member countries, the OECD fol-
lows the Eurostat survey cycle for consumer prices,
whereas a benchmark-extrapolation approach is
used for the other components, with PPP calculations
every third year.

EU-
15

101
122
101
80
84
103

IS NO CH

BG

328
397
326
259
272
335
353
279
312
320
317
234
380
418
386
325
427
420
442
100
271
151
151
149
175
155
177
126
132
217
215

(3 4

cz

EE

HU

Lv

LT

PL

RO

261
316
260
207
216
266
281
222
248
255
252
186
302
333
307
259
340
334
352

80
216
120
120
19
139
123
141
100
105
173
171

SK SI TR

248 151 153
300 183 185
247 150 152
196 120 121
206 125 126
253 154 156
268 163 165
211 129 130
236 144 145
242 148 149
240 146 148
177 108 109
288 175 177
316 193 195
292 178 180
246 150 151
323 197 199
318 193 195
335 204 206
76 46 47
205 125 126
14 69 70
15 70 70
13 69 70
133 81 82
"r 7 72
134 81 82
95 58 58
100 61 62
164 100 101
163 99 100
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SYMBOLS AND ABBREVIATIONS eurostat

Symbols and abbreviations

EU European Union

EUR-11 euro-zone before 1 January 2001 (Belgium, Germany, Spain, France, Ireland, Italy, Luxembourg,
Netherlands, Austria, Portugal and Finland)

EUR-12 euro-zone after 1 January 2001 (EUR-11 and Greece)

EU-15 European Union of 15 Member States (EU-12 and Denmark, Sweden and the United Kingdom)

EEA European Economic Area (EU-15 and Iceland, Liechtenstein and Norway)

EFTA European Free Trade Association (Iceland, Liechtenstein, Norway and Switzerland)

OECD Organisation for Economic Cooperation and Development

B Belgium

DK Denmark

D Germany

EL Greece

E Spain

F France

IRL Ireland

| Italy

L Luxembourg

NL Netherlands

A Austria

P Portugal

FIN Finland

S Sweden

UK United Kingdom

cC Candidate countries

BG Bulgaria

CcY Cyprus

cz Czech Republic

EE Estonia

HU Hungary

LV Latvia

LT Lithuania

MT Malta

PL Poland

RO Romania

SK Slovak Republic

Sl Slovenia

TR Turkey

IS Iceland

NO Norway

CH Switzerland

us United States of America

JP Japan

EUR euro

BEF Belgian franc

DKK Danish crown

DEM German mark

GRD Greek drachma

ESP Spanish peseta

FRF French franc

IEP Irish pound

ITL Italian lira
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SYMBOLS AND ABBREVIATIONS

LUF
NLG
ATS
PTE
FIM
SEK
GBP
BGN
CYP
CZK
EEK
HUF
LVL
LTL
MTL
PLN
ROL
SKK
SIT
TRL
usD
YEN

billion

Luxembourgish franc
Dutch guilder
Austrian schilling
Portuguese escudo
Finnish mark
Swedish crown
Pound sterling
Bulgarian lev
Cyprus pound
Czech koruna
Estonian kroon
Hungarian forint
Latvian lat
Lithuanian litas
Maltese lira

Polish zloty
Romanian leu
Slovak koruna
Slovenian tolar
Turkish lira

United States dollar
Japanese yen

billion (thousand million)

data not available
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