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1. According to the Autumn 2002 Commission services’ forecasts, economic activity
should remain weak in 2002, as real GDP growth is estimated at 0.7% similar to the growth rate
of 0.8% reached in 2001. The recovery in economic activity in the first quarter of 2002 – real
GDP growing by 0.6% as against the previous quarter – did not gain momentum in the second
and third quarter. The scenario of acceleration in economic activity is still in place, only delayed
by two to three quarters: economic recovery would be progressive, gaining momentum
gradually in the course of 2003. Job creation, which remained relatively strong in 2001 despite
the economic slowdown, is expected to come to a standstill in 2002, as the adverse effects of the
prolonged economic slowdown are being felt by the labour market with a lag. Employment
should rise again in 2003 although at a rather modest rate. The unemployment rate should
increase somewhat in 2002 and resume its falling trend as from 2004, after a stabilisation in
2003. Inflation, measured by the HICP, is estimated at 1.6% in 2002, clearly below the 2.4%
rate recorded in 2001. Inflation is expected to fall further in 2003 in a context of still modest
economic activity and contained production costs.

Table 1.1: (FRQRPLF�GHYHORSPHQWV�LQ�%HOJLXP��

������� ���� ���� ���� ����

Real GDP 1.9 3.2 3.7 0.8 0.7

Domestic demand 1.6 2.4 3.6 0.5 0.4

Private consumption 1.6 2.1 3.4 0.9 0.8

GFCF (Investment) 2.0 4.3 4.1 0.5 -2.8

Exports (G&S) 4.6 5.0 8.2 1.1 -0.6

Imports (G&S) 4.3 4.1 8.4 0.8 -1.1

Inflation 
2

1.7 1.1 2.7 2.4 1.6

Compensation/employee 2.9 3.3 2.5 3.6 3.6

1RWH� Data in this and subsequent tables are based on the Commission services’ Autumn 2002 Economic
forecasts. Where these data have been replaced by more up-to-date figures, these new data have been
marked with an asterisk (*). If this resulted in an inconsistent set of data due to an incomplete update, the
original Autumn 2002 forecast figure is shown in brackets.

- none

: not available

1 Annual percentage change.

2 Harmonised index of consumer prices.

6RXUFH� Commission services.

��� .H\�FKDOOHQJHV

2. The key challenges for Belgium as identified in the 2002 BEPGs include the need to
maintain sound public finances, increase the employment rate, especially for older workers,
tackle the persistently high regional differences in unemployment and improve competition in
key service sectors and efficiency in the public administration.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�%HOJLXP

• Reducing the still very high government debt-to-GDP ratio, particularly in connection with
future challenges stemming from the ageing population.

• Increasing the employment rate, especially for older workers.

• Tackling the persistently high regional differences in unemployment.

• Addressing the lack of competition in specific service sectors (e.g. the energy and transport
sectors) and continuing improving the efficiency of the public administration.

3. The government debt ratio is estimated to have fallen by about 3 percentage points to
105.6% of GDP at the end of 2002 continuing its uninterrupted falling trend since its peak level
of 138% of GDP ten years ago. A falling debt ratio has important positive budgetary and more
general economic effects: through the resulting lower interest payments as percent of GDP,
financial resources are freed to meet the budgetary cost of population ageing and other policy
priorities.

4. Notwithstanding the measures already implemented, benefit dependency is still
relatively high for some segments of the labour market. In particular, the very low participation
rate of older workers remains one of the main problems still facing the Belgian labour market.
The employment rate of persons aged 55-64 was only 24% in 2001, the lowest rate in the
European Union and 14.5 percentage points below the EU average.

5. Regional disparities remained noticeable. The employment rate in Flanders (63.3% in
2001) was still 8-9 percentage points higher than in Wallonia and the Brussels region. The
unemployment rate in Flanders is around 4%, but reaches almost 10% in Wallonia and 12.5% in
Brussels. However, in 2002 unemployment was rising in Flanders, while it continued to
decrease in Wallonia and Brussels. There is an increasing mismatch between unemployed
persons and job vacancies, in terms of education, skills and sub-regional dimension, especially
in Wallonia. The benefit system and wage compression reduce the economic incentive to
geographical mobility. Cultural and linguistic barriers, high transportation and housing costs
(due to heavy registration taxes), increasing traffic congestion, an inadequate public
transportation network, are all factors contributing to the persistence of regional disparities.

6. Service sectors, such as energy and transport, have long been depicted as suffering from
insufficient competition. Steps are made towards more competition in energy and transport but
the involvement of local authorities in some service sectors continue to pose potential problems
to the safeguarding of competition. Efforts to simplify and reduce the administrative burden
have been sizeable and time and cost requirements to register a company, still high in
comparison to other EU countries, will be lowered. Some measures have been taken to improve
the efficiency of public administration, in particular by developing e-government and reforming
the federal public administration. However, all projects have not yet been implemented,
especially those targeted at SMEs.

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

7. Despite the prolonged economic slowdown, which characterised the European and the
Belgian economy in the last two years, the general government accounts are estimated to be
practically in balance in 2002 after having registered a small surplus in 2001. The government
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debt ratio remained on a downward path, continuing the trend which started in the mid-nineties;
in parallel with sizeable primary surpluses, a declining debt ratio has been contributing, through
reduced interest payments as percent of GDP, to the positive budgetary developments.

8. According to recent estimates the general government accounts will be close to balance
in 2002, after recording a small surplus of 0.2% of GDP (0.4% of GDP if UMTS of 0.2% are
taken into account) in 2001. Strengthened control of primary expenditure, including social
security spending, decided during the budgetary control exercise last Spring and confirmed in
June, are contributing positively to fiscal developments in 2002.

9. The 2003 draft budget, based on an assumption of a 2.1% real GDP growth, is targeting
a balance in the general government accounts for 2003. The same budgetary target and growth
assumption for 2003 are included in the 2002 update of the stability programme for the years
2003-05. The budget confirmed the continuation of the tax reform – the main component of
which is a reduction in the personal income tax – decided in 2001 and planned to be
implemented over the period 2002-2006. A corporate tax reform announced last March will be
implemented from 2003 and is assumed to be broadly neutral.

10. Some progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ In 2002, do not allow a deterioration in the government balance
compared to 2001, notably through containment of government
current expenditure.

2

½ Resume budgetary consolidation in 2003 and achieve a 0.5% of
GDP general government surplus by adhering to the 1.5% limit on
real expenditure growth for Entity I and by strict budgetary
surveillance of all parts of government.

Partial

½ Strengthen the existing strategy in order to prepare for the
budgetary implications of population ageing; in particular by
further reducing the debt level and by pursuing further the reform
of the pension system, by better addressing the low average
effective retirement age and quantifying more clearly the
budgetary resources to be allocated annually to the Ageing Fund.

Partial

The degree of implementation is indicated as: “2” for (practically) complete; “In progress” where
progress on implementation is well advanced but still incomplete or where it is too early to assess
whether the measures taken fully meet the objectives of the recommendation; “Partial” where progress
made is clearly insufficient either because not all parts of a recommendation have been addressed or
because they have not been fully addressed; and “No new measures” where there have been no
substantial new measures over the last year that go in the direction recommended.

11. The general government accounts are estimated to be in balance in 2002 after a surplus
of 0.2% of GDP in 2001 (0.4% including UMTS receipts of 0.2% of GDP). The estimated small
deterioration in the general government balance in 2002 is attributed to the weak economic
activity, as the cyclically-adjusted government balance is estimated to have improved.
Strengthened spending controls introduced during the budgetary control exercises in March and
June, contributed to the containment of primary current expenditures.
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12. The 2003 draft budget and the 2002 update of the stability programme are targeting a
balance in the general government accounts. The Autumn 2002 Commission forecast for
Belgium is also projecting a balanced budgetary position for 2003. Although no improvement in
the budgetary balance is projected in the draft budget, compared to a targeted improvement by
0.5% of GDP for 2003 in the 2001 stability programme update, the cyclically-adjusted balance
would remain unchanged, as in the updated stability programme, due to lower real GDP growth
assumptions in both the draft budget and in Commission forecasts. The projected real
expenditure increase in the federal government is 1.3% for 2003; however, the increase in real
terms in expenditure in the social security sector is considerably higher, reaching 2.8%. This
implies a targeted real expenditure growth for Entity I about 2.2%, higher than the limit of 1.5%
included in the public finance recommendation.

13. The government debt ratio continues its downward trend; it is estimated to decline by
2 percentage points in 2002 and, further, by about 4 percentage points in 2003. On pension
reform, the government has presented a draft law to the Parliament with the aim of promoting
the development of the second pillar schemes. The government is implementing its commitment
to capitalise the Ageing Fund by allocating each year, during the preparation of the budget, an
amount made available through the projected budgetary surpluses. Due to the prolonged
economic slowdown and the absence of budgetary surpluses in 2002 and in 2003, after a small
surplus in 2001, the decision was taken to allocate non-fiscal revenue to the Fund on an ad hoc
basis, such as the dividend from public enterprises and receipts from the sale of UMTS licences:
this funding is estimated at ¼�����ELOOLRQ��DERXW������RI�*'3��RYHU�WKH�SHULRG�����������

Table 1.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�%HOJLXP��

���� ���� ���� ���� ���� ����

Government balance 2 -4.3 -2.0 -0.5 0.1 0.4 -0.1

- Total revenue 48.5 49.5 49.7 49.4 49.8 49.3

Tax burden 3 45.1 45.8 46.0 46.0 46.0 46.1

- Total expenditure 52.8 51.4 50.2 49.3 49.4 49.3

Primary current expenditure 41.4 40.9 40.4 39.8 40.4 41.4

Interest payments 9.3 8.0 7.0 6.8 6.6 6.1

Investment 1.8 1.6 1.8 1.8 1.5 1.6

Primary balance 2 4.9 6.0 6.5 6.9 7.0 6.1

Government debt 134.0 124.8 114.9 109.2 107.6 105.6

Cyclically-adjusted balance 4 -3.9 -1.9 -0.9 -1.1 -0.3 0.2

Cyclically-adj. primary balance 4 5.3 6.1 6.1 5.7 6.3 6.3

1 Per cent of GDP.

2 Including proceeds relative to UMTS licenses.

3 Total tax burden excluding imputed social security contributions.

4 Excluding proceeds relative to UMTS licenses.

6RXUFH� Commission services.
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• 2YHUDOO�DVVHVVPHQW

14. In 2002, weak economic growth continued to impinge on Belgium’s labour market
performance. Job growth started to slowdown during 2001, and preliminary estimates point to a
fall in employment in 2002 (-0.2% according to the last forecasts by the FPB), for the first time
in seven years. The employment rate, after a steady increase over the second half of the nineties
reaching 59.6% in 2001, is expected to fall in 2002. Moreover, it remains almost 5 percentage
points below the EU average because of the relatively lower rates for young (15-24 years), older
persons (55-64 years), and women above 40 years. The unemployment rate, which was at 6.6%
in 2001, increased to 6.8% in 2002.

15. Some progress was made in implementing the 2002 labour market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Consolidate recent reforms of the tax and benefit systems to make
work pay, in particular, by removing the remaining disincentives
for older people to continue to work or re-enter the labour market.

In progress

½ Take measures to increase labour mobility, inter alia by
encouraging social partners to allow existing wage-setting
mechanisms to better reflect local labour market conditions and
skills, while preserving wage moderation.

Partial

½ Promote a proper balance between flexibility and security, and
monitor closely the impact on labour supply of recent initiatives to
increase working-time flexibility, in particular the new time-credit
system.

No new measures

½ Intensify efforts to increase the employment rate for women by
removing disincentives to their entry or re-entry to the labour
market.

In progress

16. Many measures have been undertaken so far to promote a more active ageing (lower
social contributions for formerly unemployed older workers, activation premium, gradually
reduced working time and so on). Yet, they seem to focus only on providing financial incentives
for older workers in order to stay in work longer, rather than reducing incentives for early
retirement. A recent collective agreement set out the rules for outplacement assistance to
dismissed workers aged over 45. No new measure has been implemented to further reduce
unemployment benefit dependency. The government is simplifying and reducing the excessive
number of tax-incentive measures (19 “SODQV� G¶HPSORL”) for the recruitment of specific, and
sometimes overlapping, disadvantaged segments of the labour market (younger and older
people, long-term unemployed, low-skilled/low paid workers and so on). The budgetary cost of
existing schemes to reduce employers’ social security contributions was ¼�����ELOOLRQ�LQ�������RU
3.6% of the total wage bill. Cuts in employees’ SSCs amounted to only ¼�����PLOOLRQ�
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17. The Belgian authorities and the social partners have undertaken some measures to
address persistent regional imbalances in the functioning of labour market. Wage differentiation
is not considered to be a key issue, while measures have been adopted at local level to enhance
labour mobility. The social partners are discussing the content of a new inter-sectoral agreement
providing a framework for pay and work conditions for 2003 and 2004.

18. The impact of the new scheme allowing temporary leave (the so-called “time credit
system”) on the employment rate is not yet clear. In order to support the move towards a four-
day working week, the government has planned to increase financial incentives (the cut in social
security contributions per worker will increase by the current ¼�����WR�¼�������

19. The rise in the statutory retirement age for women to 62 years in January 2001 and to 63
years in January 2003 (as a result of the transition period of the 1996 law, equalising the
retirement age of man and women: 65 years by 2009) should increase the participation rate of
women in the labour market. This year’s measure that obliges new unemployed persons aged
more than 50 to search for (and take up) a new job goes in the same direction.

Table 1.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�%HOJLXP

%HOJLXP (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 54.6 56.1 60.5 59.9 : 59.9 64 : 72.5 73.1 :

Female ER 1 40.9 45.1 51.5 50.5 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 21.5 22.9 26.3 24.1 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 0.9 0.7 1.6 1.2 0.0 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 53 53.4 57.4 55.7 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 6.6 9.7 6.9 6.6 6.8 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 4.8 5.8 3.8 : : 5.2 3.2 : : : :

Youth UR (<25) 14.6 22.9 17 17.6 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 7.0 2.1 2.5 3.6 3.6 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 1.8 -0.7 -0.9 2.0 0.8 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 2.2 1.6 2.1 -0.4 0.8 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 56.2 55.6e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 49.9 49.1e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 60.0 64.0 : : 72.0 65.5 : 59 57 :

NRR on low wage earners (single)
4

: 84.0 85.0 : : 71.0 67.5 : 59 59 :

1 From the Community Labour Force Survey. Data is adjusted, where appropriate, to provide an annual average as used for  the
Structural Indicators. The ER, female ER and older workers ER figures for USA are from the OECD.  2 From Ameco (national
accounts). Figures for 2002 are from Commission forecast Autumn 2002. 3 Income tax plus employer and employee contributions,
as a % of labour costs for a representative taxpayer (employee) - average rate. Average wage earners = single earner at 100% of
the APW, no children.   Low wage earners = single earner at 67% of the APW, no children.  Source: OECD. 2001 figures are
preliminary. 4 NRR: the net replacement rate figures are for 1995 and 1999 and relate to the 1st month of unemployment. Source:
OECD. Low income families = married, single income on 100% APW, 2 children. Low wage earner definition as per footnote 3.
e, estimated value
6RXUFH��Commission services. OECD where footnoted.
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����� 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

20. The openness of the Belgian economy is a major stimulant for competition on the
products markets with large FDI inflows. Foreign competition and high levels of productivity
contribute to keep consumer price levels in line with the EU average. Competition in some
services sectors such as energy is less intense than in goods markets, and is distorted by
difficulties for competitors to access the networks, by physical bottlenecks, and by a lack of
transparency of partnerships between private partners and local public authorities. This situation
translates into relatively high prices for most non-liberalised segments of network industries.
Sectoral and ad hoc state aid is above the EU average although mainly targeted to railways. The
effort made in 2001 to improve the transposition rate of Internal Market directives has not been
pursued in 2002 and this rate remains slightly below the 98.5% target. The still high
administrative burden for companies and the need to improve the efficiency of the public
administration are being addressed by all levels of authorities. Financial and administrative
hurdles are still standing on the way of newly created companies.

21. Thanks to decreases in prices, IT investment and diffusion are progressing. Despite high
charges for local calls and a lack of competition in the local loop, IT expenditures in % of GDP
is above the EU average mainly because broadband technologies offer a relatively cheap
alternative for the diffusion of the internet and the use of e-commerce. R&D activities are
around the EU average but remain concentrated in a few sectors and firms, although slowly
diffusing onto all sectors. The number of patent applications has increased but is slightly below
the EU average.

22. Some progress was made in implementing the 2002 product market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Increase competition in electricity and gas by officially designating
an independent transport system operator with no significant
involvement from incumbents (ownership unbundling), and by
taking measures to encourage new retail suppliers by ensuring fair
access to networks.

Partial

½ Increase the transparency of the links between the public and
private sectors at the local and provincial level, especially the role
of municipalities and their associations in different sectors such as
energy, in order to avoid distortions of competition and conflicts of
interest.

No new measures

½ Take further measures to reduce the administrative burden for
businesses, including the time and cost required for registering a
new company, and to develop e-government.

In progress

23. The electricity sector is still dominated by the incumbent with a quasi monopoly in
production and by de facto local monopolies in retail supply in some areas. In addition,
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congestion in cross-border exchanges, especially with France, hampers competition through
imports. As a consequence, prices for electricity remain above the EU average. Full
liberalisation should be achieved by 2007, this schedule being different across regions, and (OLD
has been officially designated as Transport System Operator (TSO). Although the incumbents
((OHFWUDEHO and SPE) and municipalities respectively retain 70% and 30% holding in this new
company, half of the administrators will be independent from these shareholders. An objective
is to decrease the incumbents’ share to 30% by selling the remaining 40% of shares on the stock
exchange within two years. So far, one major source of resistance to opening up competition in
retail supply in energy sectors was the lack of agreement on how to compensate municipalities
from the loss of revenues they currently derive from owning and operating the distribution
network. As compensation, the TSO will levy a special charge for the use of the network. In
gas, the full opening of the national transport network is planned in 2006. The opening of the
regional distribution networks should occur earlier. Legal unbundling occurred in 2001,
although the TSO is still owned by the incumbent. A new system of access charges and the
adoption of regulated third party access have the potential to increase competition with a
forecast decreased in transportation prices. However, overall, effective competition in energy
sectors remains so far limited and consumers switching is very low. Recent developments are
steps towards more competition.

24. Provincial and local public administration are taking part or have stakes in some
business activities such as distribution of energy, tourism, TV cables, or banking. In some cases,
this is done through public-private partnerships (inter-municipal trusts). These bodies enjoy
preferential tax treatment and in some cases legal monopoly. The association with private
companies raises the issues of market dominance by these firms and the public involvement in
some private actors raises the danger of conflict of interest. In addition, the multiplication of
such partnerships at the local level reduce the efficiency because of obvious economies of scale
in some sectors. Political discussions have been conducted in 2002 at the regional level to cut
the number of inter-municipal trusts �³LQWHUFRPPXQDOHV´), to make them more transparent and
to make sure that their activity does not compete with the private sector. However, these plans
have not been yet transmitted into neither new legislation nor concrete decisions.

25. Measures to reduce the administrative burden for companies and to improve the
efficiency of the administration have been taken. At the federal level, the Agency for
Administrative Simplification carries out projects to assess and streamline administrative
procedures. Businesses will be given a single registration number and will be registered in a
single database accessible by all administrative departments to avoid having to provide twice
the same information to different services. Companies will have a direct access to the different
services through a single portal. Planned e-government realisations include social security
databases, e-procurement, the creation of a digital identity card allowing citizens to certify and
access administrative services through the web, and forms for tax statements available on-line.
Additional measures have been done at the regional level. Actions specific to start-ups have
been more tardy as indicated by the still high cost and time to register. However, the inventory
of administrative hurdles for start-ups is currently being carried-out and an action plan will be
implemented in 2003 to make Belgium one of the best performers in terms of cost and
administrative procedures involved in creating enterprises.
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Table 1.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�%HOJLXP

%(/*,80 (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 119.5 121.0 122.5 119.0 100.0 100.0 100.0 100.0
Relative price levels2 102.0 100.0 98.0 100.0 100.0

Total trade to GDP ratio (%)3 68.5 79.8 75.6 41.9 47.4 45.6

FDI share (BLEU)4 56.8 96.9 30.6 6.0 10.2 4.5

Cross-border M&A share5 1.9 2.2 5.2 100.0 100.0 100.0

Single Market Directives6 96.5 97.1 97.7 98.0 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 2.3 2.3 2.8 1.8 2.4 2.5

Sectoral and ad hoc State aids7 1.03 1.02 0.71 0.69

Prices in telecommunications8

- Local 0.49 0.49 0.54 0.54 0.41 0.41 0.41 0.39

- National 1.74 1.74 0.54 0.54 1.69 1.34 1.15 0.82

- Call to USA 5.95 5.95 1.84 1.83 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 99.0 99.0

- Long Distance 95.0 95.0

- International 89.0 89.0

Electricity prices10

- Households 11.77 11.68 11.84 11.37 10.48 10.40 10.33 10.33

- Industry users 7.36 7.61 7.68 7.60 6.32 6.44 6.33 6.20

Market share electricity (%)11 92.3 91.1

Public expenditure on education
- as % of total education spending12 95.0 86.5

- as a % of GDP 5.5 5.0 5.1

S&T graduates13 9.7

R&D expenditure7 1.96 1.93 1.93 1.94

Internet access at home14 12.0 29.2 34.7 40.9 12.0 28.4 36.1 40.4

Patent applications15 145.1 157.7 151.8 140.9 158.7 161.1
1 Per person in PPS, EU15=100; 2 EU15=100, private final consumption; 3 (Exports+Imports)/(2*GDP). EU� DYHUDJH� IRU� VPDOO

PHPEHU� VWDWHV� �%��'.��(/�� ,5/��/��1/��$��3��),1�DQG�6�;4 FDI inflows as a % of GDP; 5 % of EU total (GDP share); 6 %
implemented; 7 as percentage of GDP; 8 Price in euro of 10 minute call at 11 am on a weekday, VAT included; 9 Market share of
the incumbent; 10 Prices in euro per Kwh; 11 Market share of the largest generator; 12 on educational institutions 13 Per 1000
inhabitants aged 20-29; 14 % of households; 15 Per million inhabitants, EPO.

6RXUFH� Commission services.



12

�� '(10$5.

��� 0DFURHFRQRPLF�FRQWH[W

1. After slowing down during 2001 the Danish economy picked up again during the first
half of 2002 and grew by 1.5% year-on-year mainly driven by domestic demand, where the long
expected upturn in private consumption finally seems to have set in. Domestic demand is
expected to continue to be the main force driving GDP growth also in 2003. Compared to 2001
unemployment is expected to remain largely unchanged this year. The labour market continues
to remain tight and increases in the labour supply are needed to alleviate constraints. The
tightness of the labour market also results in continued high wage increases above those of the
main trading partners. Inflation came down in the beginning of the year but has gone up again in
recent months. Inflation should slow next year as the effects of slow increases in import prices
and falling oil prices pass through. However, the continued high wage increases leaves it
difficult to get inflation permanently below 2%.

Table 2.1: (FRQRPLF�GHYHORSPHQWV�LQ�'HQPDUN��

������� ���� ���� ���� ����

Real GDP 2.7 2.3 3.0 1.0 1.7

Domestic demand 3.6 -0.5 2.6 1.1 1.8

Private consumption 2.6 0.2 -0.3 0.8 2.1

GFCF (Investment) 6.6 1.0 10.7 0.0 2.3

Exports (G&S) 3.5 10.8 11.5 3.7 3.6

Imports (G&S) 6.5 3.3 11.2 4.3 4.1

Inflation 
2

1.7 2.1 2.7 2.3 2.4

Compensation/employee 3.2 2.9 3.9 4.5 3.9

1RWH� For footnotes and source see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2. The key challenges for Denmark as identified in the 2002 BEPGs include the need to
ease labour supply constraints, increase competition and achieve effective restraint of
government consumption.

.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�'HQPDUN

• Easing labour supply constraints.

• Increasing competition in some private industries, and improving the efficiency of the public
sector.

• Ensuring adequate control of public expenditure, in particular for local authorities.
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3. Although the employment rate is the highest in the EU, a substantial number of persons
are dependant on benefits, including early pensions. In addition, there has been a trend towards
shorter working weeks and longer annual holidays, there constraining labour supply in terms of
hours worked. The challenge of increasing labour supply needs to be addressed already within
the mid-term in order to help sustaining the large welfare society in view of the ageing
population because demographic developments alone will lead to a reduction in the number of
working-age population.

4. The introduction of merger control has occurred smoothly. On average, the time taken
to complete a case is shorter than in most other Member States. However, over the years, ample
evidence has been furnished to suggest that, across a broad range of industries, e.g. printed
media, building materials, construction and retailing, competition is less intense in Denmark
compared to other Member States. Insufficient competition, together with high consumption
taxes and a high standard of living, contributes to the high price level, 26% above the EU
average. Substantial effort has been made to improve the efficiency in the public sector, and
Denmark has a rate of openly advertised public procurement above the EU average. However,
public entities are still sole producers in many areas of public services and it remains to see to
what extent reforms will increase competition from the private sector.

5. The implementation of the tax freeze has resulted in marginal budget improvements
being obtained via expenditures as discretionary tax increases cannot take place. It is therefore
very important to limit expenditure growth if the surpluses of around 2% of GDP are to be
maintained. Furthermore, the overshooting of the target of 1% real growth in public
consumption this year results in a lowering of the target for next year to 0.7%, thereby putting
even more emphasis on the need for expenditure control.

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. Denmark continues to maintain surpluses of 2-3% of GDP on the public finances. The
government has maintained the commitment to ensure surpluses of around 2% of GDP on the
public finances in the medium term in order to prepare for the impact of an ageing population.
To the goal of surpluses has been added a “tax freeze” in order to put a halt to the upward drift
in tax rates and expenditures.

7. Compared to 2001 the surplus is expected to be reduced by around 1 percentage point in
2002. This is mainly due to one-off effects. A pension scheme, “the special pension
contribution”, is being changed from a public pension scheme to a private scheme – according
to the National Accounts’ definition – as the redistributive effects in the pension scheme are
eliminated. Furthermore, the one-off effects of the sale of UMTS licences disappear.

8. Good progress was made in implementing the 2002 public finance recommendations.



14

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure that the government’s target of restraining real growth in
government consumption to 1% a year on average is reached,
implying that the increase in 2003 preferably should not exceed the
authorities’ forecast of 0.7% in order to offset the rise of 1.3%
included in the budget for 2002.

In progress

½ Secure implementation of the tax freeze by all levels of
government, possibly by binding commitments from the part of
counties and municipalities in the agreements related to the budget
for 2003.

2

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. National Accounts have been published for the first three quarters of 2002. They
showed an increase in real public consumption of 0.9% compared to the same period in 2001. It
should thus still be possible not to breach the target of 1.3% growth for the year. The target of
1.3% is however above the average target of 1%, resulting in the target for next year being as
low as 0.7%. The agreements made on budgets between central governments on one side and
local governments and counties on the other and the budget negotiated for central government,
all for 2003, leaves it possible to keep the growth rate down to 0.7%, but it will require quite
strict budget control.

10. The implementation of the tax freeze has been ensured also for local governments. First
by the agreements with the associations of local governments and counties in June on the
budgets for local governments and counties in 2003 including the block grant from the central
government. This agreement implied that local governments and counties would respect the tax
freeze. At this point in time it was also made clear by the government that if later in the year
adaptation of budgets in local governments and counties resulted in breaches of the tax freeze
this would be penalised. The adaptation of budgets in local governments and counties in
October revealed at least one breach of the tax freeze in the counties, after which the
government announced that the extra revenue from this tax increase would be neutralised by
taking the extra revenue from the counties and using them for lowering state taxes.



15

Table 2.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�'HQPDUN��

���� ���� ���� ���� ���� ����

Government balance 2 -2.3 0.4 3.1 2.5 3.1 2.0

- Total revenue 58.0 58.3 59.1 56.6 57.0 56.0

Tax burden 3 49.4 49.8 51.2 48.8 49.0 48.2

- Total expenditure 60.3 58.0 56.0 54.0 53.9 53.9

Primary current expenditure 50.9 49.2 48.5 47.0 47.1 47.0

Interest payments 6.4 5.7 4.7 4.2 4.1 3.6

Investment 1.8 1.9 1.7 1.7 1.7 1.8

Primary balance 2 4.1 6.1 7.8 6.7 7.1 5.7

Government debt 69.3 61.2 52.7 46.8 44.7 44.0

Cyclically-adjusted balance 4 -2.6 -0.3 2.5 1.3 2.6 2.2

Cyclically-adj. primary balance 4 3.8 5.5 7.2 5.5 6.7 5.8

1RWH� For footnotes and source see Table 1.2 for Belgium.

��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

11. Denmark continues to have the best employment performance among EU countries,
exceeding all the Lisbon EU-wide targets for the employment rates in 2010. Employment grew
only marginally in 2001 and 2002; yet, the overall employment rate edged slightly downwards
to 76.2% in 2001. Notwithstanding this, the employment rate of older workers increased by 2.3
percentage points to 58% in 2001, thanks to reforms of early retirement schemes, while that for
prime-age men decreased. Unemployment remains at a relatively low level (4.2%).
Notwithstanding this, the number of working-age persons receiving social benefits, including
early retirement pensions, is high.

12. Some progress was made in implementing the 2002 labour market recommendation.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Make work pay by continuing the changes of transfer systems and
by reducing further the fiscal pressure on labour, especially on low
and medium wage earners.

Partial

13. The government implemented a tax freeze in 2002. This means that the total tax ratio
should decline only slightly from the previous year. However, a reduction in the overall tax ratio
by 0.8 percentage points of GDP and in the tax burden on labour by about the same proportion
will figure in 2002, mainly due to a change in the treatment of the contribution (1% of wages) to
the Special Pension Savings Scheme; from 2002 onwards it will be defined as a contribution to
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a private scheme, thus not included in taxes. In addition, a small reduction in the tax rate was
granted to the lowest income tax bracket and the threshold for the second income tax bracket
was increased somewhat. Maternity and paternity leaves were made longer in 2002, with a
minor negative effect on labour supply. The government presented to the Parliament a proposal
for a labour market reform, called “More People in Employment”, to be implemented in 2003.
This reform seeks greater efficiency in labour market policies and is estimated to bring 9,000-
14,000 more people into employment by reducing structural unemployment and by enhancing
labour supply.

Table 2.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�'HQPDUN

'HQPDUN (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 74.8 73.4 76.3 76.2 : 59.9 64 : 72.5 73.1 :

Female ER 1 70.2 66.7 71.6 72 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 54 49.8 55.7 58 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 -0.7 0.5 0.8 0.2 0.1 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 66.4 66.8 69.3 69.8 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 7.2 6.7 4.4 4.3 4.2 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 2.9 2.3 1 0.9 : 5.2 3.2 : : : :

Youth UR (<25) 10.5 9.6 7 8.5 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 4.0 3.8 3.9 4.5 3.9 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 -1.3 -0.3 -2.0 0.9 0.6 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 1.7 2.3 2.2 0.8 1.6 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 44.4 44.2e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 41.2 41.1e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 77.0 73.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 90.0 89.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

����� 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

14. The openness (as measured by the total trade-to-GDP ratio) of the Danish economy is
comparable with its Nordic neighbours, but lower than the average for smaller EU Member
States. The price level is the highest in the EU. A 2002 report from the government
acknowledges that competition is weak in a number of industries, notably in the construction
and housing industry. Implementation of single market directives is very good and the number
of infringement cases still open is very low. The value of tenders published in the Official
Journal is above the EU average and initial steps have been taken to increase competition for
public services at the local level. The sectoral and ad-hoc state aid is among the lowest in the
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EU. The envisaged full liberalisation of electricity and gas markets in 2003 and 2004
respectively may reduce energy prices.

15. Education expenditure is the highest in the Union, but according to an OECD study
Denmark’s score was average for both reading and mathematical literacy of 15-year old
students. The shares of science and technology PhDs and science and technology graduates in
the young population are also around the EU averages. Denmark’s performance in R&D and
patenting activities are below its Nordic neighbours, but slightly above the EU average. In 2002
the government introduced a tax credit for industry financing of R&D projects undertaken by
public research institutes or private-public co-financed schools. Internet penetration is high both
in households and in schools. e-Commerce is widely used by companies and a large share of
government services is offered online.

16. Good progress was made in implementing the 2002 product market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Step up efforts to enforce competition in those sectors where
competition has been found to be inadequate.

In progress

½ Enhance competition in public service provision at the local level
via increased participation of the private sector and competition
between public service operators.

In progress

½ Complete full market opening of electricity and gas markets and
ensure fair network access.

Partial

17. The government has set a goal to reduce the number of sectors with weak competition
by half until 2010. To achieve this goal some measures have been taken during the year. The
competition law was adjusted in the spring 2002 to be in line with EU standards and to clarify
that horizontal and vertical price agreements are not covered by exemptions. It is expected that
these steps will increase competition across markets, including SMEs and local service markets.
A decision has been taken to liberalise the energy market and some measures have been
introduced to improve competition in the construction of public housing and in the beer and soft
drink sectors. No other major measures are planned for the near future and it remains to be seen
if the measures taken so far will be enough to reduce prices in sectors suffering competition
problems.

18. The new Danish government has acknowledged the need to modernise the public sector.
In its reform programme from May 2002, the government presented a strategy for increasing the
level of choice in the provision of public services. Through the possibility for citizens to choose
between different public providers and, in certain cases, between private and public providers
and for municipalities to choose private providers, competition for the provision of public
services is likely to increase. A number of laws have been passed in 2002 to increase
competition for public services, such as housing and home assistance for the elderly, care for the
elderly, childcare and health care. It has not yet been decided if a second step of the reform
should encompass other public services. Initiatives undertaken or planned include requirements
for educational institutions and hospitals to publish information on the quality of their services.
Municipalities will from 2003 be required to publish an outsourcing strategy for public services
once a year. A government committee has been established to promote, among other things,
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new entrants in the markets for public services. In May 2002 an internet portal for the support of
tendering in the public sector was established.

19. The electricity market will be fully liberalised from 1 January 2003, followed by the full
liberalisation of the gas market from 1 January 2004, at the latest. Independent regulators have
been established for both markets. There has not been any decision taken on the separation of
ownership, in addition to the already existing legal separation, between competitive activities
and natural monopolies. Neither has any decision been taken about the potential privatisation of
the gas monopoly '21*. According to a political agreement from June 2002 the support to
electricity generated from wind turbines will be remodelled to allow for more competition
between wind power and other sources of power.

Table 2.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�'HQPDUN

'(10$5. (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 99.3 99.9 99.2 101.3 100.0 100.0 100.0 100.0
Relative price levels2 122.0 121.0 126.0 100.0 100.0

Total trade to GDP ratio (%)3 27.6 30.2 30.1 41.9 47.4 45.6

FDI share (BLEU)4 6.6 21.8 6.0 10.2 4.5

Cross-border M&A share5 0.6 1.7 0.7 100.0 100.0 100.0

Single Market Directives6 98.7 98.9 99.2 99.3 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 2.5 3.6 2.9 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.65 0.73 0.71 0.69

Prices in telecommunications8

- Local 0.41 0.41 0.41 0.37 0.41 0.41 0.41 0.39

- National 0.63 0.54 0.41 0.37 1.69 1.34 1.15 0.82

- Call to USA 4.72 4.72 2.72 2.72 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 74.0

- Long Distance 74.0

- International
Electricity prices10

- Households 6.78 7.16 8.15 8.65 10.48 10.40 10.33 10.33

- Industry users 4.73 4.96 5.66 6.39 6.32 6.44 6.33 6.20

Market share electricity (%)11 40.0 36.0

Public expenditure on education
- as % of total education spending12 96.0 86.5

- as a % of GDP 8.1 8.3 5.0 5.1

S&T graduates13 8.2 11.1

R&D expenditure7 2.09 2.07 1.93 1.93 1.94

Internet access at home14 35.0 51.6 58.9 64.5 12.0 28.4 36.1 40.4

Patent applications15 168.5 199.3 211.1 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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�� *(50$1<

��� 0DFURHFRQRPLF�FRQWH[W

1. Following a contraction in the second half of 2001, GDP growth in 2002 remained
weak, barely reaching 0.4 percent. At the heart of the present stagnation is a slump in domestic
demand, with receding private consumption and strongly falling investment volumes. Growth
was supported exclusively by decelerating inventory depletion and a sizeable external
contribution. The latter was not so much the result of rising exports than of falling imports,
which reflected the substantial decline in final domestic demand. Unemployment rose to a level
well above the psychologically important 4 million threshold. HICP inflation was very low at
1.4% in 2002. It would fall further, were it not for the increase in some indirect taxes. The
sluggish development in Germany was accompanied by a government deficit of 3.8 percent of
GDP, leading the Commission to activate the Excessive Deficit Procedure. While activity
should pick up somewhat in 2003, Germany will again be lagging behind other economies in
the EU with an estimated growth rate of 1.4%. As a result, unemployment will continue to rise
and domestic demand will remain subdued. In this low-growth setting, it will take substantial
efforts at budgetary consolidation in order to take the general government deficit back below the
reference value of 3% of GDP.

Table 3.1: (FRQRPLF�GHYHORSPHQWV�LQ�*HUPDQ\��

������� ���� ���� ���� ����

Real GDP 1.2 2.0 2.9 0.6 0.4

Domestic demand 1.0 2.8 1.8 -0.8 -1.1

Private consumption 1.1 3.7 1.4 1.5 -0.7

GFCF (Investment) 0.2 4.1 2.5 -5.3 -4.8

Exports (G&S) 5.1 5.6 13.7 5.0 2.1

Imports (G&S) 4.5 8.5 10.5 1.0 -2.2

Inflation 
2

: 0.6 2.1 2.4 1.4

Compensation/employee 2.3 1.2 2.0 1.7 2.0

1RWH� For footnotes and sources see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2. The key challenges for Germany as identified in the 2002 BEPGs include the need to
accelerate the consolidation of public finances, reduce the high unemployment rate and regional
unemployment disparities, increase the employment rate and improve the business environment.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�*HUPDQ\

• Accelerating the consolidation of public finances and ensuring a strict implementation of the
stability programme, in particular with a view to keeping the government deficit below the
Treaty’s 3% of the GDP reference value.

• Reducing the persistently high unemployment rate and regional unemployment disparities,
and increasing the efficiency of active labour market policies.

• Increasing the employment rate, reforming the benefit schemes to make work pay and
tackling disincentives to labour market activity, especially for women.

• Improving the business environment, particularly by further reducing regulation of labour
and product markets and by assuring sufficient financing especially for SMEs.

3. In 2002, Germany saw another clear deterioration in its budgetary position from 2001,
when the general government deficit had been at 2.8% of GDP. In 2002, the deficit clearly
exceeded the 3% of GDP reference value of the Treaty. A subdued growth outlook for 2003 –
1.4% according to the Commission services’ Autumn 2002 forecast – points to the risk that the
deficit in 2003 may again breach the Treaty’s reference value. Furthermore, the unfavourable
developments in 2001 and 2002 even make it difficult to reach the new medium-term target
(close to balance by 2006). Meeting the future demographic challenges, especially in the
pension and the health care systems, from a weak budgetary position would almost certainly
imply further increases in the already high contribution rates.

4. Unemployment is below its peak in 1997 but remains stubbornly high and continues to
have a strong regional dimension. Since the beginning of 2001, seasonally adjusted
unemployment has risen by over 300,000 and is unlikely to decrease noticeably in the near term.
Most worrisome is the situation in eastern Germany, where with 16.9% (October 2002, national
definition) unemployment rates are more than twice as high as in the West (7.7%). Although
wage formation has become de facto somewhat more flexible, wage differentiation is still too
low to contribute significantly to bringing regional labour markets into equilibrium, and labour
mobility remains rather low. Evaluation studies suggest that large-scale ALMPs in high-
unemployment regions lack efficiency.

5. Disincentives inherent in labour market and benefit regulations remain a major obstacle
to higher employment. The stepwise implementation of the tax reform has lowered the tax
burden, in particular for low-wage earners. However, high and rising social security
contributions and the withdrawal of benefits may discourage low-skilled workers, in particular,
from taking up a job or working longer hours. Labour market participation of low-skilled
workers is very low and their unemployment risk is 60% higher than that of the average worker.
Unemployment and poverty traps also seem to be an impediment for secondary earners. While
the female employment rate is above the intermediate target agreed upon in Stockholm, the lack
of childcare facilities leaves many women with the choice of either interrupting their career or
not having children.

6. There has been some progress in reducing the regulatory burden on business, but the
economy is still characterised by a relatively high degree of regulation in labour markets.
Recently, cyclical developments have led to a slowdown in credit growth rates, but structural
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changes in the banking industry also contributed to this development. This is of some concern to
SMEs, which are particularly or solely reliant on bank loans for their external financing.
Another concern in this context is that the share of own capital in total capital endowment of
German companies (SMEs in particular) is low compared with other EU Member States.

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

7. In 2002, the general government deficit in Germany breached the Treaty’s reference
value of 3% of GDP. According to the Commission services’ Autumn forecast, the 2002 deficit
rose to 3.8% of GDP. Furthermore, the debt level, which had been brought below the 60% of
GDP reference value of the Treaty in 2001, is likely to have risen to a value close to 61% of
GDP in 2002. The clear deterioration in the actual deficit is partly due to the slowdown in
growth, with overall tax revenues in 2002 even below tax revenues in 2001 and rising labour
market expenditures. With growth rates in the second half of 2002 lower than expected in
Spring 2002, the financial situation of social security systems has turned out clearly worse than
projected, with all major sectors (unemployment, pension and health) showing (large) deficits.
However, as suggested by a further deterioration in the cyclically-adjusted balance by an
estimated ½ percentage point of GDP, other factors have also had an impact: By end September
2002, corporate tax receipts were more than 0.5 percentage points below the official tax
estimate of May 2002, not least due to the effect of a provision of the 2001 corporate tax reform
whose effect had been clearly underestimated by the Ministry of Finance.

8. Furthermore, expenditure trends in the health sector were once more disappointing in
2002. In its recommendation to the Council in January 2002 to give an ‘early warning’ to
Germany, the Commission had already hinted at the ongoing problems in that sector. In 2002,
the deficit of the health sector has reached at least ¼���ELOOLRQ��LQ�VSLWH�RI�WKH�LPSRUWDQW�ULVH�LQ
contribution rates from 13.6% of gross income in 2001 to 14.0% in 2002. Firm control over
expenditure at all levels of government and a clear improvement in labour market performance
are indispensable prerequisites if German public finances are to improve in the medium and
longer term.

9. In 2002, Germany has made limited progress in implementing the 2002
recommendations.

,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure that the 3% of GDP reference value for the general
government deficit will not be breached. Use any potential growth
dividend to reduce the 2002 deficit below the 2 ½% of GDP
targeted in the last updated Stability Programme.

No new measures1

½ Aim at a sufficient decline of the 2003 deficit to ensure that a close
to balance position in 2004 can be achieved. To this end ensure
that any potential growth dividend be used to reduce the deficit.

Partial

                                                
1 A budgetary freeze was introduced at the federal level to help finance emergency payments

following the floods in August 2002. Other measures will only have effect as of 2003.
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½ Implement the necessary reform of the health care system in order
to reduce expenditure pressures and to contribute to the
sustainability of public finances by improving the quality and
economic efficiency of medical care.

Partial

½ Adopt in the current parliamentary term the agreed changes to the
+DXVKDOWVJUXQGVlW]HJHVHW] and enable an effective control of the
agreements reached in the special session of the )LQDQ]SODQXQJVUDW
of 21 March 2002.

In progress

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

10. As also shown by the first estimate published by 'HVWDWLV in mid-January, Germany has
clearly not respected the first recommendation to ensure that the 3% of GDP reference value for
the general government deficit would not be breached.

11. On 16 October 2002, the re-elected federal government presented a consolidation
package aiming at bringing the 2003 deficit clearly down to below 3%. The full implementation
of this package is however subject to approval by the %XQGHVUDW, where the coalition parties do
not have a majority. Furthermore, it remains to be seen whether the planned savings at the
Federal Labour Office will materialise. With the 2002 budgetary point of departure clearly
worse than assumed at the beginning of last year, the attainment of a budgetary position of close
to balance in 2004 is no longer realistic.

12. Following the strong rise in expenditure on prescription drugs in 2001, a new law
entered into force on 28 February 2002, designed to contain the cost of pharmaceuticals. Its
most important provision (the application of the so-called “DXW�LGHP” principle), however,
became effective only in August. Not surprisingly under these circumstances, drug expenditure
in the first half of 2002 rose again strongly, which partially explains the resurgence of a deficit
in the health sector in 2002, in spite of the considerable rise in contribution rates on 1 January
2002 (from 13.6% of gross income to 14.0%).

13. On 20 December 2001, the %XQGHVUDW (Chamber of the /lQGHU) had already adopted
changes to § 51 +DXVKDOWVJUXQGVlW]HJHVHW] (“law on budgetary procedures”). The law clearly
states that the federal and regional levels will strive to reduce their deficit with the aim of
reaching balanced budgets. This is to be achieved in the framework of the )LQDQ]SODQXQJVUDW,
which is to discuss budgetary trends for the different levels of government and will make
recommendations on the line to follow on expenditure. In case that budgetary developments are
not ‘sufficiently’ in line with the agreed rules, the )LQDQ]SODQXQJVUDW will discuss the reasons
and issue recommendations. This law, however, was only to be implemented from 2005
onwards. On 6 June 2002, the %XQGHVWDJ decided to carry forward the implementation of the
new law to 1 July 2002, a decision confirmed by the %XQGHVUDW on 21 June 2002. It remains to
be seen how efficient the implied sanction mechanism will turn out in practice. However, on 27
November 2002, the )LQDQ]SODQXQJVUDW discussed the need for budgetary discipline in the
framework of EMU based on the new § 51, and all layers of government committed themselves
to reach a budgetary position of close to balance in 2006.
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Table 3.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�*HUPDQ\��

���� ���� ���� ���� ���� ����

Government balance 2 -3.5 -2.7 -1.5 1.1 -2.8 -3.8

- Total revenue 46.1 46.6 47.3 47.0 45.5 44.8

Tax burden 3 41.3 42.1 42.9 43.0 41.5 40.8

- Total expenditure 49.6 49.3 48.8 45.9 48.3 48.6

Primary current expenditure 41.2 42.0 41.5 41.2 41.1 41.4

Interest payments 3.7 3.6 3.5 3.4 3.3 3.3

Investment 2.3 1.9 1.9 1.8 1.7 1.6

Primary balance 2 0.2 0.9 2.0 4.5 0.5 -0.5

Government debt 57.0 61.0 61.2 60.2 59.5 60.9

Cyclically-adjusted balance 4 -3.7 -2.3 -1.4 -1.9 -2.8 -3.3

Cyclically-adj. primary balance 4 -0.1 1.3 2.1 1.5 0.5 0.0

1RWH� For footnotes and sources see Table 1.2 for Belgium.

��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

14. Following the economic downturn, employment growth slowed down strongly in 2001
and turned negative this year. This employment reduction is stronger in Eastern Germany than
in the West. Still, the overall (65.8%) and female (58.8%) employment rates are above EU
averages. While youth unemployment is, at 8.2% in 2001, significantly below the EU average,
long-term unemployment accounts for half of the total unemployment, the east-west labour
market division is increasing again, and unemployment remains particularly high among low-
skilled workers.

15. Limited progress was made in implementing the 2002 labour market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Intensify efforts to make work pay via tax and benefit reform, in
particular for women and older workers. Candidates for benefit
reform are: benefit eligibility, conditionality, duration and
replacement rates as well as benefit withdrawal when taking up
work. Social security contributions should be reduced, in particular
at the low end of the wage scale, while complying with the need
for sound public finances.

Partial
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½ Improve the efficiency of ALMPs, in particular where they are
used on a large scale, and further develop job-search assistance
while improving its efficiency. Improve the targeting of ALMPs
towards those groups most prone to the risk of long-term
unemployment, as well as to meet the demands of the labour
market.

Partial

½ Promote labour institutions and collective bargaining systems,
respecting the autonomy of social partners, that take into account
the relationship between wage developments and labour market
conditions, thereby allowing an evolution of wages according to
productivity developments and skills differentials, in order to
improve employment across skills and geographical areas, while
preserving stability- and employment-oriented wage developments.

Partial

½ Promote flexible work organisation and review employment
contract regulations with the aim of promoting more jobs and
striking a proper balance between flexibility and security.

Partial

½ Remove barriers to female labour market participation, inter alia
by promoting the availability of childcare facilities.

Partial

16. The “+DUW] Commission” made proposals for a reform of the public employment
service, putting more emphasis on job placement and improving the administration and the
coherence of benefits. Fiscal incentives to become self-employed in the formal economy are to
be strengthened. Although the expected effect on unemployment seems to be overstated, and
many of the proposed measures, and their financing, require concretisation, the proposals
outline a major labour market reform. The government has announced that the proposals will be
implemented; an initial set of legislative changes was adopted in late 2002. Merging
unemployment assistance with social assistance can be expected to reduce current
inconsistencies and the reservation wage of longer-term unemployed. A further strengthening of
benefit conditionality is planned. The concretisation of the whole package will need to be
carefully monitored. So far, the implementation of the -RE�$47,9 bill seems to be boosting
transitions from registered unemployment to inactivity, although the use of benefit sanctions has
not increased. The “Mainz Model” of subsidised social security contributions has, after its
nation-wide introduction, attracted only few people, which is not least due to the availability of
alternative subsidy schemes. Social security contributions increased, on 1 January 2003, to
42.1%, the same rate as the all-time high reached in 1998-99.

17. At the core of the +DUW] proposals is the strengthening of job placement. To that end,
the local Public Employment Service will co-operate with public or private temporary work
agencies, which will be given subsidies to hire unemployed people. A new state-guaranteed loan
will be offered to firms that hire unemployed workers. It is also proposed to make training more
modular, in order to raise its attractiveness, and to set up a foundation in order to raise funds for
vocational training. Strengthened job placement and, where necessary, subsidised jobs in the
private rather than the public sector can be expected to increase the efficiency of active policy.
Since the details and financial implications of most measures still need to be defined,
implementation will have to be closely monitored.

18. Opening clauses in collective wage agreements continue to become more widespread,
but meanwhile the main source of wage differentiation is not due to government or social
partner action, but to the non-application of collective agreements, in particular in Eastern
Germany. In 2002, the %XQGHVUDW rejected a bill that would have countered the non-application
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of collective agreements by making participation in public tenders conditional upon paying the
collectively agreed pay for the region concerned. The federal government plans to reintroduce
the bill.

19. Social partners continue to implement increased working time flexibility, including
subsidised old-age part-time schemes, through collective agreements. The public employment
service’s plan to use temporary work agencies to reintegrate unemployed people should give
firms the opportunity to test workers without being constrained by the strict employment
protection legislation for regular jobs. On the other hand, the rules regulating temporary agency
work (e.g. agency workers must not have contracts of the same duration for which they are hired
out to a specific company, and temporary agency work in construction is not allowed) will have
to be eased in order to make such a co-operation viable.

20. The fact that, in Western Germany, care facilities are available to less than 4% of the
children under the age of 3 and the lack of afternoon care for schoolchildren has triggered
widespread public debate. In April, the federal government announced its intention to invest ¼ 4
billion, between 2003 and 2007, in all-day schools. This federal contribution needs to be
implemented in co-ordination with the /lQGHU and local authorities, which are responsible for
schools and care facilities for young children.

Table 3.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�*HUPDQ\

*HUPDQ\ (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 : 64.6 65.4 65.8 : 59.9 64 : 72.5 73.1 :

Female ER 1 : 55.3 57.9 58.8 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 : 37.7 37.5 37.7 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 : 0.2 1.8 0.4 -0.5 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 61.1 59.7 58.6 58.6 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 : 8 7.8 7.7 8.1 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 : 4 4 : : 5.2 3.2 : : : :

Youth UR (<25) : 8.4 8.5 8.2 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 : 3.6 2.0 1.7 2.0 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 : 0.1 1.2 0.1 -0.3 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 : 1.5 1.1 0.1 0.9 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 51.9 50.7e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 46.5 45.4e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 80.0 70.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 73.0 67.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.
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����� 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

21. The German economy is relatively open. The total trade-to-GDP ratio has risen
continuously since 1993 and price levels are close to the Union average. Partly due to the fact
that the individual /lQGHU are responsible for transposing some of the Internal Market
directives, Germany is having difficulties in achieving the goal of raising the transposition rate
above 98.5%. The value of public tenders published in the Official Journal as a percentage of
GDP is lowest of all Member States, even if public procurement is increasingly done online.
The German government is considering to further liberalise the law on unfair competition,
which should help raise the level of competition in the retail sector in particular, while taking
consumer interests into account. Unlike in other Member States the decline in telecom prices
appears to have come to an end, partly because the market share of 'HXWVFKH�7HOHNRP remains
important. Even if the demand side of the energy market has been fully opened up to
competition, electricity and gas prices (for both households and industrial users) remain above
the EU average, which can be explained in part by high network access fees. Tax reform is
contributing to a reduction in tax rates for both unincorporated firms (SMEs mostly) and for
corporations. One of the aims of this reform is to raise the share of own capital in total capital
endowments, particular for SMEs.

22. The position of Germany in the knowledge-based economy continues to be relatively
strong. R&D expenditures as a percentage of GDP and the number of patent applications are
well above the EU average and have both continued their upward trend. Internet access
(including “broadband”) in homes and businesses is relatively high as well. Germany is one of
the leaders within the EU in terms of consumer e-commerce. However, the number of science
and technology graduates per 1,000 inhabitants aged 20-29 in 2000 was less than the year
before and has been falling since 1996. The ratio of students per online computer in 2002 was
24 as opposed to only 17 in the Union as a whole and government is lagging in bringing basic
public services online.

23. Some progress was made in implementing the 2002 product market recommendations.
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• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure effective competition on electricity and gas markets leading
to a reduction of the levels of and regional differences in the fees
charged for the use of energy distribution networks; establish a
regulatory function for energy with a view to ensuring effective
control of the tariff-setting conditions.

Partial

½ Make the necessary efforts to improve students’ educational
achievements in general and especially to raise the share of school
leavers that go on to university.

In progress

½ Raise the transposition rate of Internal Market legislation with the
aim of achieving the target of 98.5% of Internal Market directives,
and raise the value of public tenders published in the Official
Journal.

No new measures2

24. Some measures have been initiated allowing the cartel office and the economics
Ministry to take more rapid action to ensure effective competition in energy markets and
strengthening the legal status of network access agreements. A survey on electricity network
access fees is underway. The information on fees will be posted on the internet and
continuously updated. According to their cost structure, the network owners will be classified
into 18 groups. Within each group, fees are expected to converge and owners charging high
network access fees compared to others in their group will be pressured to lower them by the
organisation of network owners itself (self-regulation). At the same time, Germany has
established a national regulatory function for energy within its cartel office, implying ex-post
control. If fees cannot be justified the cartel office can open a case on abuse of pricing power.
Finally, the gas directive concerning common rules for the internal market in natural gas has not
yet been transposed and the Commission has taken Germany to court over this issue.

25. Following the publication of the PISA-OECD study showing an unexpectedly poor
performance of German students, a wide-ranging debate on educational reform has been
launched. The conclusion of this debate was that increased attention should be paid to the early
stages of the education process (i.e. pre-school, primary school) with the aim of raising teaching
efficiency and the educational achievements of the student population in general and children of
immigrants in particular. An action programme has been proposed by the federal government,
but concrete decisions still need to be taken by the /lQGHU who are responsible for education
policy in Germany. A rise in public expenditures on education is not foreseen. With respect to
the objective of raising the share of school leavers that go on to university some progress
appears to have been made already. In 1999, the entry rate into university education (i.e. the
share of people entering ‘type A’ tertiary education at some point in their lives) was 28% in
Germany as opposed to 39.1% in the EU as a whole. This difference is often associated with the
relatively well-developed vocational training system in Germany. National data show a rise in
the entry rate to 32.4% in 2001, which can be attributed at least in part to the reforms of the
higher education system (introduction of bachelors and masters degrees) and the student aid
programme.

                                                
2 As regards the transposition of internal market directives, “no new measures” means that no

progress has been made in raising the transposition rate towards the 98.5% European Council
target.
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26. On 1 October 2002, the percentage of Internal Market directives already transposed into
national legislation was 97.3%, slightly below the figure of 97.4% reported in the previous year.
In 2001, the value of public tenders published in the Official Journal equalled 1.0% of GDP or
6% of the total value of public procurement. Both figures are by far the lowest amongst all
Member States and unchanged in comparison with the previous year.

Table 3.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�*HUPDQ\

*(50$1< (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 98.6 98.6 96.4 97.7 100.0 100.0 100.0 100.0
Relative price levels2 104.0 100.0 102.0 100.0 100.0

Total trade to GDP ratio (%)3 24.2 28.0 28.8 41.9 47.4 45.6

FDI share (BLEU)4 2.6 10.4 1.7 6.0 10.2 4.5

Cross-border M&A share5 29.4 13.1 15.4 100.0 100.0 100.0

Single Market Directives6 97.1 96.9 97.4 97.3 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 0.9 1.0 1.0 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.83 0.82 0.71 0.69

Prices in telecommunications8

- Local 0.43 0.43 0.43 0.42 0.41 0.41 0.41 0.39

- National 1.86 1.24 1.23 1.43 1.69 1.34 1.15 0.82

- Call to USA 2.45 2.45 1.23 1.23 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 70.0

- Long Distance 70.0

- International 61.0

Electricity prices10

- Households 12.94 12.00 12.27 12.61 10.48 10.40 10.33 10.33

- Industry users 7.93 6.73 6.83 6.85 6.32 6.44 6.33 6.20

Market share electricity (%)11 28.1 34.0

Public expenditure on education
- as % of total education spending12 77.9 86.5

- as a % of GDP 4.6 5.0 5.1

S&T graduates13 8.6 8.2

R&D expenditure7 2.44 2.48 2.52 1.93 1.93 1.94

Internet access at home14 11.0 27.1 37.9 43.7 12.0 28.4 36.1 40.4

Patent applications15 273.5 305.1 309.9 140.9 158.7 161.1
1 Per person in PPS, EU15=100; 2 EU15=100, private final consumption; 3 (Exports+Imports)/(2*GDP). EU� DYHUDJH� IRU� ODUJH

0HPEHU�6WDWHV��'��(��)��,��8.�;4 FDI inflows as a % of GDP.; 5 % of EU total (GDP share); 6 %  implemented; 7 as percentage of
GDP; 8 Price in euro of 10 minute call at 11 am on a weekday, VAT included; 9 Market share of the incumbent; 10 Prices in euro
per Kwh; 11 Market share of the largest generator; 12 on educational institutions 13Per 1000 inhabitants aged 20-29; 14 % of
households; 15 Per million inhabitants, EPO.

6RXUFH� Commission services.
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��� 0DFURHFRQRPLF�FRQWH[W

1. In 2002, despite a deceleration in economic activity due to negative developments in the
world economy, real GDP growth remained well above the EU average. This was mostly due to
high rates of increase in investment spending while private consumption was also strong. In
2003, real GDP growth will likely approach 4%. The main source of expansion is expected to
be domestic demand, driven by investment related to the preparation of the Olympic games of
2004 and sustained by considerable flows of EU Funds financial resources. Consumer spending
is foreseen to remain sustained and might accelerate as a result of the 2002 tax reform which
should affect positively disposable income. The situation in the labour market is improving but
at a slow pace. Total employment is estimated to have risen by 0.3% in 2002. However, the
unemployment rate, although it fell below 10% in the first half of 2002 and is projected to
further decline, will remain at a relatively high average level. Consumer prices accelerated in
the first months of 2002, as a result of temporary shocks like high food prices due to bad
whether; their rate of increase is stabilising since the Summer months but remains high and
above the EU and the euro area average; on yearly average consumer prices should accelerate
further for a second consecutive year. The outcome of the April agreement on wage increases in
the private sector is implying that cost-pressures might be reduced in 2003 as no compensation
for inflation exceeding a specific rate is contemplated for that year.

Table 4.1: (FRQRPLF�GHYHORSPHQWV�LQ�*UHHFH��

������� ���� ���� ���� ����

Real GDP 2.0 3.6 4.2 4.1 3.5

Domestic demand 2.5 2.8 4.0 3.5 3.6

Private consumption 2.1 2.9 2.7 3.2 3.0

GFCF (Investment) 3.8 6.2 8.0 5.9 7.3

Exports (G&S) 5.9 8.0 19.7 -1.3 1.0

Imports (G&S) 6.8 3.8 14.5 -1.9 2.2

Inflation 
2

: 2.1 2.9 3.7 3.8

Compensation/employee 10.2 4.6 6.1 5.4 6.5

1RWH� For footnotes and source see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2. The key challenges for Greece as identified in the 2002 BEPGs include the need to
improve the sustainability of public finances, increase the low level of productivity and tackle
the high rate of structural unemployment.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�*UHHFH

• Improving the sustainability of public finances, in particular in view of the high debt ratio;
ensuring that the debt ratio is put on a clear downward trend as from 2002.

• Increasing the low level of productivity, which is associated with the functioning of the
labour and product markets, low investment in human capital, the still difficult business
environment, and the late development of the knowledge-based society.

• Tackling the high rate of structural unemployment.

3. Despite the considerable progress made in recent years in correcting budgetary
imbalances, the debt-to-GDP ratio remained high; in addition, following a correction in the
statistical treatment of a number of financial operations (agreed with the Commission in the
course of 2002), the debt ratio increased in 2000 and 2001, while the general government
balance remained in deficit in 2001. This requires continued budgetary adjustment in order to
address, in particular, future challenges associated with the budgetary costs of the ageing
population.

4. Labour productivity in Greece has been rapidly increasing in recent years, but it remains
the second lowest in the EU. This may be partly explained by the low availability of skilled
human capital and the relatively slow pace of product market reforms (mainly in the services
sector) and the late transition to the knowledge-based economy. While efforts are underway to
improve the business administrative environment, this has still to be translated into a
comprehensive process of regulatory quality improvement, and companies remain broadly
dissatisfied with their country’s regulation and the efficiency of the public administration. The
low levels of education attainment of the population remain a concern, and are among the
factors responsible for the overall still low – albeit growing – level of ICT diffusion in Greece
and particularly the very weak R&D and innovation performance.

5. A further key challenge is to tackle the high level of structural unemployment and to
increase the employment rates. The unemployment rate is among the highest in the EU while
the employment rate is low particularly among females. Moreover, the labour market displays a
high degree of segmentation, with very high rates of long-term, female and youth
unemployment. Half of all job-seekers lack previous work experience. The strong degree of
labour market segmentation seems to reflect a lack of flexibility in the labour market, including
a relatively high minimum wage, insufficient wage differentiation and strict employment
protection legislation, as well as inadequacies in the educational and training system. Moreover,
incentives to tackle the lack of flexibility in the labour market is reduced by the existence of an
informal economy.

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. Budgetary adjustment has been pursued for a number of years, within the framework of
convergence and stability programmes. However, while the government balance has shown a
clear improvement, the debt ratio declined at a slow pace and even increased in 2000 and 2001
(following the recent corrections required by Eurostat). In 2002, the general government
accounts are estimated to record a deficit of 1.3% of GDP, declining from 1.7% of GDP in 2001
(excluding UMTS receipts equal to 0.5% of GDP in 2001). The budgetary consolidation
strategy has been based on high and increasing primary surpluses; however their positive impact
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on the government debt has been compensated to a large extent by large financial operations
which have prevented a substantial reduction in the debt ratio. As a result, at the end of 2001,
the government debt ratio was by 7.3 percentage points higher than estimated in the 2001
stability programme update and reached 107% of GDP; the government debt ratio is expected to
decline in 2002 as financial transactions are expected to be more limited.

7. Recent corrections required by Eurostat in the statistical classification of some
budgetary operations have resulted in turning the government surplus of 0.1% of GDP into a
deficit equal to 1.2% of GDP in 2001 (including UMTS receipts equal to 0.5% of GDP) while
the level of the government debt was increased from 99.6% of GDP reported previously to
107% of GDP in the same year. Consequently the projections included in the 2001 update of the
stability programme are no longer valid; they expected the government accounts to be in
increasing surplus throughout the period to 2004, reaching 1.2% of GDP in that year, while the
government debt was to be reduced to 90% in 2004. The fiscal deviations according to the
revised figures have been taken into account in the 2002 update of the Stability and Growth
Programme according to which the government balance should remain in deficit until 2004 but
would record surpluses as from 2005; the debt ratio is projected to decline by about nineteen
percentage points as compared with 2001 to 87.9% of GDP in 2006.

8. Some progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure that the budgetary stance in 2002 and 2003 does not
contribute to inflationary pressures, also taking into account the
outcome of the forthcoming 2002 national wage agreement in the
private sector.

Partial

½ Comply with the guideline already issued in the 2000 BEPG
asking for the application of clearly defined and binding norms for
current expenditure increase in real terms.

Partial

½ Ensure that the government debt to GDP ratio declines in line with
the projected reduction in the government deficit as well as with
the increase in nominal GDP and limit the use of financial
operations influencing negatively the level of the government debt.

Partial

½ Accelerate the reform of the social security systems and in
particular proceed to the reform of the pension system from 2002
in order to avoid serious budgetary imbalances which might
emerge in future years from the ageing populations.

In progress

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. With respect to the first recommendation, and in the light of the recent revisions of
reported statistical data, the budgetary stance both in 2002 and 2003 may be inadequate to
address underlying demand-led pressure on price increases. In 2002, the increase in the primary
balance projected in the budget through decisive expenditure cuts and an effort to contain the
burden of wage bill and grants was not achieved and some decline was registered; for 2003,
according to the draft State Budget, the primary balance is projected to remain broadly
unchanged as a percentage of GDP, reflecting lower tax revenues due to the tax reform
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introduced in the course of 2002; this is expected to increase consumers disposable income and
consumption spending contributing, thus, to potential inflationary pressures.

10. With respect to the second recommendation, the measures taken until now to control
primary spending do not comprise any clear and binding norm, implying that the 2002 Council
recommendation in this field is still insufficiently implemented. However, in a draft law put
before the Parliament, there is a provision for a code of fiscal stability. This code adopts a kind
of a “golden rule” according to which the only categories of expenditure which will be financed
through borrowing will be public investment and the acquisition of military equipment.

11. With respect to the third recommendation, a reduction in the debt ratio is expected in
2002 and the projection for 2003 reflects progress in this area. In particular, so far in 2002 no
use has been made of financial operations in debt management, such as issuance of share-
convertible and exchangeable bonds and securitisation of future receipts, which have resulted in
increasing the stock of debt and the debt ratio until 2001. However, as complete results for 2002
are not yet available and taking into account developments until 2001 caution in assessment is
required; more action needs to be implemented in this area to ensure that the decline in the debt
ratio fully reflects real GDP growth and progress made in the primary balance.

12. With respect to the fourth recommendation, there has been progress in implementing
the pension system reform in 2002. Following social dialogue procedures, the Greek
government has passed new legislation with a view to rationalise and improve the confidence in
the pension system. Law 3029/02 adopted in 2002, provides the new institutional framework
and addresses some of the future challenges related to the ageing population. Nonetheless, the
assumptions underlying the reform, in particular the impact of the “window of opportunity”
offered by the demographic results of the last population census on the financial projections,
may have understated the medium-term problems, implying that continuous monitoring of the
situation and timely reaction are necessary to ensure that the recommendation is fully
implemented.

Table 4.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�*UHHFH��

���� ���� ���� ���� ���� ����

Government balance 2 -10.2 -4.0 -1.9 -1.8 -1.2 -1.3

- Total revenue 40.3 43.4 46.0 48.3 47.3 46.5

Tax burden 3 32.6 34.3 37.2 38.4 36.8 36.9

- Total expenditure 50.5 47.4 47.9 50.1 48.5 47.7

Primary current expenditure 32.1 32.0 32.6 33.6 32.7 33.0

Interest payments 11.2 8.2 7.2 6.9 6.3 5.6

Investment 3.2 3.4 3.6 3.8 3.8 3.7

Primary balance 2 1.0 4.2 5.3 5.2 5.1 4.4

Government debt 108.7 108.2 105.1 106.2 107.0 105.8

Cyclically-adjusted balance 4 -8.9 -3.2 -1.6 -1.8 -2.1 -1.7

Cyclically-adj. primary balance 4 2.3 5.1 5.6 5.1 4.2 3.9

�1RWH� For footnotes and source see Table 1.2 for Belgium.
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��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

13. Despite some improvements in the labour market in the most recent years, notably in
the unemployment rate, overall the Greek labour market continues to be characterised by a low
employment rate (55.4% in 2001) and a high rate of unemployment which is mostly structural
in nature. Moreover, overall net employment creation in Greece continues to be sluggish. The
labour market appears to be highly segmented with high rates of youth and female
unemployment and a high share of long-term unemployment. These indicators reveal problems
in the insertion of new workers into the labour market.

14. Some progress has been made in Greece in implementing the 2002 labour market
recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Urgently pursue reforms of pensions entitlements in order to
encourage older workers to take up and remain in work.

Partial

½ Continue to improve educational and vocational training systems
in order to enhance the skills of the labour force and meet the
needs of the labour market.

In progress

½ Continue progress in eliminating the major distortions to work
incentives arising from the interplay of social security
contributions and labour market rigidities.

Partial

½ Promote changes to the wage formation system in order to ensure
that wages better take into account differences in productivity
levels and local labour market conditions. In particular, the opt-
outs included in the territorial employment pacts should be made a
practical possibility.

No new measures

½ Fully implement labour market reform packages, and monitor their
impact on labour market performance in order to ensure that
positive effects are maximised. In particular, further build upon
these efforts by loosening restrictive employment protection
legislation, with a view to ensuring a proper balance between
flexibility and security, and by speeding up the restructuring of the
Public Employment Service.

Partial

15. In June 2002, a major reform of public pensions was adopted in Greece. This reform
aimed at addressing some of the key problems with the pensions system including:
fragmentation across various occupational funds leading to a large diversity in provision; a high
rate of poverty of elderly persons; and a high (and unsustainable) level of public expenditure on
pensions. The reform will lead to a merger of primary pensions in the largest private sector
fund, ,.$ (which will receive large explicit financial subsidies to ensure its viability). Auxiliary
pensions are given a secondary role, with a gradual withdrawal of State involvement, and the
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legislation opens the way for occupational pensions. In terms of benefits, the reform generalises
the system of minimum pensions payments for pensioners already existing in some funds, to
ensure minimum cover for all workers, e.g. including those with insufficient years of
contribution. Statutory replacement rates are set at 70% of final salaries for all workers – this
represents an increase for some employees but a decrease for others. Overall therefore, the
reform tackles some of the major organisational problems of public pensions by reducing
fragmentation, tackles financial problems in the medium-term through explicit subsidies, and
ensures minimum cover for all pensioners. However, it seems to do little to improve labour
market incentives for workers (including older workers) – notably it does not seem to much
improve the link between contributions and eventual benefits.

16. Recent educational reforms have aimed at strengthening the link between education,
initial vocational and continuing training and labour market needs. These measures have
included the development of Institutes for Vocational Training; the creation of an Open
University; lifelong learning institutions in tertiary educational institutions; Second Chance
Schools for drop-outs; the introduction of upper secondary stage Technical and Vocational
Schools; and practical work experience for higher education students. Many of these were part
of the 1998 educational reform programme, and are financed by EU funds. Nevertheless, there
is still some progress to be made. Reforms still need to focus on increasing the share of young
persons that complete the secondary cycle – dropout rates are still high by international
standards. There also appears to be considerable scope for further tailoring the educational
system to the needs of the labour market; and for ensuring the effective transition of young
people from initial training to work.

17. A number of changes have been made to taxes and benefits in recent years. These
measures had been announced as precursors to a comprehensive tax reform. In 2002, concrete
steps were taken towards its implementation, although this will need to be closely monitored. A
first bill has already been adopted by the Parliament, essentially focussing on administrative
simplification. A second bill, expected to be adopted by the end of 2002, aims LQWHU� DOLD at
further promoting neutrality of taxes and reducing the tax burden on labour. With regard to the
calculation of taxes for the self-employed and for small enterprises, the tax reform marks a
move away from the use of “objective criteria” for the calculation of tax liability and towards
the use of accounts. These criteria have often allowed entrepreneurs to avoid the true burden of
income taxes. However, where accounts are not kept the criteria will be continue to be used, and
the new legislation will not oblige entrepreneurs to keep books. Other changes to personal
income taxes include a reduction in the number of income tax brackets from 5 to 4, an increase
in the tax-free allowance, and a reduction in the scale of tax deductions, although in general the
system of deductions will broadly remain intact (thus contributing to the complexity of the tax
system and compliance costs). The one notable exception to this is the deduction for owner-
occupied housing – this will be eliminated. Finally, it should be noted that the reform does not
foresee any general changes to social security contribution rates, which are high overall.

18. No changes have been made to the system of wage formation. A new 2-year collective
wage agreement for the private sector was agreed in April 2002. This appears to mark a change
away from the wage moderation exercised in previous years. This is especially unfortunate
given that there is usually considerable wage drift at the sectoral and the enterprise level.
Moreover, the agreement again contains an inflation catch-up clause for 2002. With regard to
the opt-out clauses in the Territorial Employment Pacts, included to allow wage differentiation,
it appears that these are not being taken up. While to some extent this is due to the onerous
requirement of consensus between all partners before the opt-out can be exercised, there also
appears to be some cultural reluctance to exercise opt-outs, especially when labour market
flexibility can be ensured at the margin through the informal economy.



35

19. The take up of the provisions of the 2000 labour market package intended to enhance
labour market flexibility appears to be quite low. This includes, for example, the provisions
which aim to increase the share of part-time work. This is again, partly due to a cultural
reluctance to take up opt-outs or to differ from standard practice, as well as the possibility to
ensure flexibility through the use of the informal economy. With regard to employment
protection legislation, no new legislative measures have been taken. However, in the context of
the 2002 collective wage agreement, the Social Partners agreed to harmonise the different levels
of severance payments for wage earners and salary earners. As a result, severance payments for
wage earners were increased to the relatively high levels of those of salary earners. The reform
of the Public Employment Service is continuing.

Table 4.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�*UHHFH

*UHHFH (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 54.6 54.7 55.7 55.4 : 59.9 64 : 72.5 73.1 :

Female ER 1 37.1 38.1 41.2 40.9 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 41 41 38.6 38 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 1.3 0.9 -0.2 -0.3 0.3 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 53.7 54.2 55.3 55.1 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 6.4 9.2 11.1 10.5 9.9 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 3.4 4.6 6.1 5.4 : 5.2 3.2 : : : :

Youth UR (<25) 21.5 28.5 29.5 28.1 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 17.9 13.0 6.1 5.4 6.5 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 -0.9 1.7 -1.7 -2.4 0.0 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 -1.3 1.2 4.4 4.4 3.1 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 36 36e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 34.3 34.3e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 46.0 44.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 55.0 48.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

����� 3URGXFW�PDUNHWV�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

20. Partly due to its geographical location the Greek economy is relatively less open (as
measured by the total trade-to-GDP ratio) than any other Member State. Price levels are below
the EU average due to lower income and tax levels, and labour productivity is the second lowest
in the EU, although strongly rising in recent years. The Single Market transposition rate of
Internal Market directives has decreased in October 2002 and is still the second lowest in the
EU. The share of openly advertised public procurement is high. Efforts to simplify the business
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environment and the taxation system continued during 2002, but there is still room for
improving the overall efficiency and effectiveness of the public institutions. Steps are also being
taken to strengthen the competition authority. Given that liberalisation is recent, the market
position of incumbents in network industries remains strong.

21. The levels of education attainment of the population are relatively low. Greece is also
one of the weakest innovators in the EU due to the low levels of R&D investment (particularly
by the Greek business sector). Despite progress made to adapt the educational system to the
needs of the digital age and to create a more conductive “digital” environment for economic
activity, overall ICT diffusion remains below the EU average.

22. Some progress was made in implementing the 2002 product markets recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Step up efforts to increase the availability of skilled human capital,
promote business involvement in R&D and innovation and
continue to improve ICT diffusion.

In progress

½ Continue to streamline administrative rules and procedures, to
increase the efficiency of the public administration and make the
system of company taxation neutral as to the form of business
organisation.

In progress

½ Enhance competition in liberalised network industries, in particular
for the provision of electricity and sea transport services.

Partial

½ Sustain the progress made in raising the transposition rate of
Internal market legislation with the aim of achieving the target
98.5% of Internal Market directives.

No new measures3

22. Several initiatives have been launched in 2002 to improve the availability of skilled
human capital and to promote R&D and innovation and ICT diffusion. First, measures such as
training programs in basic and advanced IT skills have been taken to upgrade human capital to
the new needs. Second, technology parks are created and a High Technology Business Ventures
Fund is set up to provide access to risk capital, administrative support and advisory services.
Third, R&D tax credits are given and efforts are made to bring together firms and universities.
Forth, the government is undertaking a number of initiatives so as to encourage the use of e-
commerce by SMEs and to improve the infrastructure for the information society. Finally, while
the number of computers connected to the internet per 100 pupils is still the lowest in the EU,
the ratio has been increasing.

23. A number of measures have been taken to simplify the regulatory environment. The
simplification of a large number of administrative procedures has been recorded. Four new
“one-stop-shops” for investors and entrepreneurs at the local level have been opened in 2002

                                                
3 As regards the transposition of internal market directives, “no new measures” means that no

progress has been made in raising the transposition rate towards the 98.5% European Council
target.



37

and eleven new ones have recently been approved. Laws that decrease bureaucratic and legal
obstacles to set up a new company have been passed and the tax system has been simplified. As
regard the efficiency of the public administration, online availability of public services has
increased from 39% in 2001 to 53.9% in 2002. The increasing use of electronic means to make
regulatory information more widely available and to facilitate the access of individuals and
businesses to administrative services is a step in the right direction. As far as the system of
company taxation is concerned, measures to render the system more neutral as to the form of
business organisation have been taken. All large companies are now taxed at 35% and there is
no more differential treatment in corporate taxation between listed Greek companies and other
companies. In addition, the bias in favour of the self-employed and small business should be
reduced by the simplification of the system and notably the shift away from using
“presumptive” or “objective” criteria for determining the taxable income of an independent
worker or small business.

24. While the telecommunication sector is liberalised since 2001, less progress has been
made in opening up the energy sector. In the electricity sector, the degree of competition at the
generation level is too limited, the distribution is insufficiently unbundled and power exchange
system lacks standardisation. However the transmission network has been legally unbundled
and interconnected with the Italian one. In the gas sector, where a derogation from the EU gas
directive on liberalisation of the market has been granted, various options to diversify the gas
supplies have started to be investigated with a view to interconnect the Greek system with Italy,
Turkey and Iran. In the domestic ferry transport sector a new law that sets up a regulatory
authority and a coastal shipping council aimed at enhancing competition came into force on
1 November 2002.

25. The Greek transposition rate of Internal Market directives decreases from 97% in 2001
to 96.7% in 2002. At this level, the transposition rate remains the second lowest in the EU, with
delays concerning in particular the transposition of directives in agriculture, environment and
transport.
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Table 4.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�*UHHFH

*5((&( (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 78.3 79.2 79.4 84.6 100.0 100.0 100.0 100.0
Relative price levels2 82.0 79.0 81.0 100.0 100.0

Total trade to GDP ratio (%)3 16.5 17.9 16.5 41.9 47.4 45.6

FDI share (BLEU)4 1.0 1.3 6.0 10.2 4.5

Cross-border M&A share5 0.3 0.2 0.6 100.0 100.0 100.0

Single Market Directives6 93.8 93.5 97.0 96.7 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 5.1 4.3 4.6 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.61 0.56 0.71 0.69

Prices in telecommunications8

- Local 0.21 0.31 0.36 0.31 0.41 0.41 0.41 0.39

- National 2.78 1.40 0.98 0.77 1.69 1.34 1.15 0.82

- Call to USA 5.82 3.26 2.91 2.95 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 100.0 100.0

- Long Distance 100.0 100.0

- International 100.0 100.0

Electricity prices10

- Households 6.21 5.54 5.83 5.80 10.48 10.40 10.33 10.33

- Industry users 5.82 5.61 5.91 5.90 6.32 6.44 6.33 6.20

Market share electricity (%)11 98 97

Public expenditure on education
- as % of total education spending12 93.4 86.5

- as a % of GDP 3.6 3.8 3.5 5.0 5.1

S&T graduates13

R&D expenditure7 0.67 1.93 1.93 1.94

Internet access at home14 3.0 11.7 11.7 9.2 12.0 28.4 36.1 40.4

Patent applications15 8.1 6.1 7.7 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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�� 63$,1

��� 0DFURHFRQRPLF�FRQWH[W

1. After growing by around 4% during four years in a row, GDP growth slowed to 2.7% in
2001 mainly reflecting weaker final domestic demand along with a worsening in the external
environment. This deceleration has continued in 2002 resulting in an estimated output growth of
1.9%. In line with these developments the pace of employment creation has slowed and the
reduction in the unemployment rate has come to a temporary halt (11.3% compared to10.6% in
2001). HICP inflation accelerated markedly in 2002, reflecting not only adverse developments
in some volatile items but also an increase in core inflation.

Table 5.1: (FRQRPLF�GHYHORSPHQWV�LQ�6SDLQ��

������� ���� ���� ���� ����

Real GDP 2.5 4.2 4.2 2.7 1.9

Domestic demand 2.0 5.6 4.4 2.7 1.8

Private consumption 1.7 4.7 3.9 2.5 1.7

GFCF (Investment) 2.8 8.7 5.7 3.2 1.5

Exports (G&S) 11.2 7.7 10.1 3.4 -0.4

Imports (G&S) 8.4 12.7 10.6 3.5 -0.5

Inflation 
2

3.5 2.2 3.5 2.8 3.6

Compensation/employee 4.1 2.7 3.7 4.1 4.2

1RWH��For footnotes and source see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2 The key challenges for Spain as identified in the 2002 BEPGs include the need to
address the long-term sustainability of public finances in relation to the projected rise in age-
related expenditure, the still high unemployment rate, the low employment rate, especially for
women, and the relatively high underlying inflation combined with a persistently low level of
productivity.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�6SDLQ

• Improving the long-term sustainability of public finances, especially by reforming the
pensions system.

• Reducing the still high unemployment and wide regional unemployment disparities,
highlighting the need to reform the collective bargaining system and reduce barriers to
labour mobility.

• Increasing the low employment rate, especially among women.

• Tackling a relative high level of underlying inflation combined with a persistently low level
of productivity, which can be explained by strong increases in employment, especially in
labour intensive sectors, and to some extent an insufficient degree of competition in some
sectors, and a lag in the development of the knowledge-based economy.

3. The long-term sustainability of public finances continues to be a main cause of concern
given the envisaged adverse demographic developments in the coming decades and the lack of
reforms on the main parameters of the public pension system. Despite strong job creation in
recent years resulting in surpluses of around half a point of GDP in the social security system,
the EPC projections on pension expenditure as a percentage of GDP points to a sharp increase
from 9.4% in 2000 to nearly 18% in 2050, with a marked worsening between 2020 and 2030.
These trends raise serious doubts on the financial viability of the current pension system. So far,
corrective actions have been limited. The main measure implemented to deal with ageing is the
pension fund reserve created in 2000, assets of which are expected to reach 1% of GDP in 2003.
In turn, in October 2002 a measure aiming at extending active employment was adopted in
order to allow working while receiving a pension.

4. Despite the substantial fall in unemployment over the past decade, it still remains the
highest in the EU, at 11.4% in 2002, and very unevenly distributed, with female unemployment
at double the rate for males, youth unemployment still very high at 21.5% in 2001. Mainland
regional unemployment rates vary from 5% to 19% (national Labour Force Survey, 2002/Q2).
This highlights the need to reform the collective bargaining system so that wage developments
better reflect productivity and local labour market conditions, and to reduce barriers to labour
mobility, such as rigidities in the housing market and regional benefit schemes for seasonal
workers.

5. Despite very rapid employment growth in recent years, the overall employment rate
remains very low, at 56.3% for the full year 2001. The employment rate of women has grown
even faster than that overall but also remains very low at 41.9% in 2001. The employment rate
of older workers, at 38.9%, is low but not particularly so relative to total employment. This
highlights the need for continued efforts to promote increased labour supply, as well as reduced
unemployment, especially among women.

6. Structural reforms have been successful in terms of employment creation in recent
years. However, productivity growth – productivity per person employed is still 9% below the
EU average in 2002 – has not been as satisfactory as might be expected for a catching up
economy, and underlying inflation remains high at 3.7% year-on-year in October 2002. The
poor productivity performance is partly due to very rapid employment growth but other reasons
could play a role as well. The educational attainment of the labour force is low although the
younger age group performs better. The development of the knowledge-based society lags
behind the EU average in terms of business R&D, patents and take-up of IT and its impact on
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productivity gains is limited. Competition in network industries is being addressed but the
market share of the incumbents remains relatively high. In retail distribution, some sector
specific regulations appear to have a restrictive effect on competition.

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

7. Fiscal consolidation has been significant since the mid-1990s. Thus, after reaching a
peak of 6.6% in 1995, the general government deficit was reduced to 0.1% of GDP in 2001. In
general, this improvement was achieved through current expenditure constraint underpinned by
buoyant economic growth. For 2002, current budgetary developments point to the achievement
of the balanced budget objective. In turn, the 2003 budget law confirms the target of a general
government balanced budget in 2003 consistent with the implementation of the announced
personal income tax reform. From 2003 on, all public entities are subject to the Law of
Budgetary Stability, which obliges the different general government tiers to register balanced or
surplus budgets.

8. Spain has made some progress in implementing the 2002 BEPGs recommendations on
public finance.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure restraint of primary current expenditure as planned, so as to
maintain the balanced budget position in accordance with the
updated stability programme.

√

½ Ensure that the reform of personal income tax to be legislated in
2002 enhances incentives to work and save, and does not put at
risk medium-term stability objectives.

In progress

½ Review the public pension system in a comprehensive way so as to
promote its long-term viability. Give priority to the use of the
surpluses registered in the social security sub-sector to further
increase the pension reserve fund.

No new measures

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. In 2002 in spite of substantially lower GDP growth than assumed in the end-2001
stability programme, the official target of a general government balanced budget is likely to be
achieved thanks to expenditure containment and better than expected tax collection. In
particular, a more favourable fiscal treatment to be applied to capital gains stimulated
significantly the booking of capital gains and thus corporate income tax receipts. In turn,
reduced interest payments also contributed to the achievement of the balanced budget objective.

10. The current reform of the personal income tax incorporates positive elements in relation
to work and saving incentives. The fiscal treatment of saving devoted to private pension
schemes is now more favourable. In turn, the effect on labour supply could take place through
different channels. Marginal tax rates are lowered and the fiscal wedge is expected to be
reduced especially for the lowest and the highest income brackets. New fiscal rebates for
workers aged above 65 are considered as well as new tax incentives to promote geographical
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mobility among the unemployed. In order to raise the female participation rate, a tax relief for
working women with children has been introduced. Although the final effects of these measures
will not become evident before some time, the reform should not put at risk the current fiscal
consolidation.

11. No significant steps to overhaul the main parameters of the public pension system were
taken in 2002. Thus, the number of contributory years, the age of retirement and the
replacement ratio remained unchanged. The government has announced a further round of talks
with the social partners on additional reforms. However, so far no calendar to deal with the key
issues has been set. The only measure implemented (October 2002) is expected to have a
positive but limited impact. This was aimed at prolonging the active working life by allowing
workers to continue to work part-time while receiving a pension. The current pension amount
will be adjusted depending on the salary earned while the additional contribution will be taken
into account to compute the future pension at the moment of full retirement. As for the pension
fund reserve, in 2002 its total assets represented 0.9% of GDP. According to the Budget Law,
the fund will be further increased to 1% in 2003. This target could be more ambitious, since the
expected surplus of the social security system is estimated at around 0.5% of GDP for 2003. In
any case, given its current size and the magnitude of the challenge posed by ageing, the pension
fund reserve is unlikely to be enough to deal with the budgetary impact stemming from future
pension costs. A reform of the public pension scheme is needed strengthening the link between
the contributory effort and the benefit.

Table 5.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�6SDLQ��

���� ���� ���� ���� ���� ����

Government balance 2 -6.6 -3.2 -1.1 -0.6 -0.1 0.0

- Total revenue 38.4 39.0 39.7 39.6 39.8 40.2

Tax burden 3 33.4 34.2 35.2 35.7 35.6 36.0

- Total expenditure 45.0 42.2 40.9 40.2 39.9 40.2

Primary current expenditure 34.0 32.8 32.3 32.3 32.0 32.3

Interest payments 5.2 4.8 3.5 3.3 3.1 3.0

Investment 3.7 3.1 3.4 3.2 3.3 3.4

Primary balance 2 -1.4 1.6 2.4 2.7 3.0 3.0

Government debt 63.9 66.6 63.1 60.5 57.1 55.0

Cyclically-adjusted balance 4 -5.9 -2.6 -1.5 -1.4 -0.7 -0.1

Cyclically-adj. primary balance 4 -0.6 2.1 2.1 1.9 2.4 2.8

1RWH� For footnotes and source see Table 1.2 for Belgium.

��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

12. Unemployment fell further in 2001 but has risen slightly in 2002 to a forecast 11.4%,
still the highest in the EU. Employment growth, while considerably lower than in recent years,
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remained relatively robust in 2001, although the overall employment rate is well below the EU
average. Female employment, though starting from a low level, continued to grow faster than
male employment. Regional unemployment disparities remain severe, with rates in the
autonomous communities varying between 5% and 19%. Temporary employment has fallen
slightly but remains very high.

13. Some progress was made in implementing the 2002 labour market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Take further steps towards the reform of wage formation so that
wages take better account of regional differences and evolve
according to productivity developments and skills differentials.

No new measures

½ Diminish obstacles to labour mobility, LQWHU� DOLD, through
improvements to the functioning of the housing market and reform
of regional benefit schemes and encourage conditions conducive to
employment creation in regions lagging behind.

Partial

½ Ensure that active labour market measures are efficient and tailored
to the needs of those most prone to the risk of long-term
unemployment or those with lower participation rates (in particular
women) and to the demands of the labour market.

Partial

½ Take further steps to encourage increased labour force
participation, especially among women, and adopt targets for the
adequate provision of facilities for care of children and other
dependants

In progress

½ Ensure a proper balance between flexibility and security by means
of monitoring closely the impact of the recent employment contract
reforms and taking further steps, if necessary, with a view to early
progress in terms of a reduced share of fixed-term contracts and
greater use of the part-time contract.

Partial

14. An agreement between the social partners on collective bargaining signed at the end of
2001 set out orientations for bargaining during 2002. While this may help to keep overall wage
developments in line with productivity, there were no new measures designed to allow wages to
better reflect regional productivity and skill differentials.

15. The labour market reform adopted by Royal Decree in May 2002, will, if fully
implemented, require claimants to make a commitment to active search for jobs, including
limited geographical mobility, and would end the special agricultural benefits in certain regions
for new claimants. However, the reform is likely to be amended in talks between coalition
partners and between the government and social partners before being confirmed by Parliament.
In addition, the personal income tax reform, which came into force on 1 January 2003, includes
a reduction in the tax base for facilitating work-induced changes of residence and introduces tax
incentives for letting out housing. A new initiative run by employers, with financial support
from the public employment service, aims to promote the mobility of agricultural workers.
However, another pilot programme to support labour mobility announced last year has not been
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fully operational. No new measures to improve the functioning of the housing market have been
reported.

16. There are some indications of greater efforts to ensure that active labour market
programmes are efficient and tailored to individual needs, as identified by “tutors”. A further
increase in the number of active measures was planned for 2002, but with a shift in priorities
towards professional orientation as opposed to more costly occupational training. The
evaluation of training programmes undertaken as part of the review of the European
Employment Strategy indicated that these had a positive but small impact on participants’
likelihood of finding a job in the next 12 months. The implementation of the information system
linking public employment services in the different regions, which could improve information
on the results of active measures, remains incomplete. The labour market reform of 2002, by
requiring claimants to engage in active search for jobs, should provide further scope for
improved targeting of active measures by the public employment services.

17. Female participation continues to grow relatively quickly, no doubt partly thanks to the
extension of reduced social security contributions for new permanent contracts for women. The
personal income tax reform adopted in 2002 also includes more favourable tax treatment for
working women with children. Participation of 3-4 year-olds in pre-primary education in Spain
is already relatively high. The government has provided additional financial support for the
establishment of care facilities for 0-3 year-olds, with 845 new facilities established in 2001. No
targets for facilities are reported, although the objectives set for increased participation in pre-
primary education – 15% for 0-2 year-olds and 94% for 3-year olds – have been met. The
Integrated Plan for Family Support 2001-04 includes assistance measures for young children
and other dependants.

18. Despite recent reforms, the share of employees on temporary contracts remains
persistently high at 31.2% (Q2 2002). The share of part-time workers in total employment also
remains virtually unchanged at 8%. New measures in the area of flexibility and security include
an increase in social security contributions for very short-term contracts (less than 7 days) and,
as part of the labour market reforms, an effective reduction in dismissals costs for permanent
contracts (though again this element of the reform is subject to change). Social security rebates
for hiring on permanent contracts have been extended, while public employment services are to
be authorised to take action against repeated fraudulent use of fixed-term contracts between the
same employer and employee.
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Table 5.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�6SDLQ

6SDLQ (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 49.2 45.9 54.8 56.3 : 59.9 64 : 72.5 73.1 :

Female ER 1 30.7 31.2 40.3 41.9 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 36.8 32.1 36.8 38.9 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 3.8 1.9 3.4 2.4 1.3 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 47.8 44.2 53.8 55.3 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 13.1 18.8 11.3 10.6 11.4 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 8.2 12.3 5.9 5.1 : 5.2 3.2 : : : :

Youth UR (<25) 28.1 37.8 22.6 21.5 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 10.1 3.7 3.7 4.1 4.2 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 2.6 -2.0 -0.5 -0.4 -0.2 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 0.0 0.9 0.7 0.3 0.5 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 37.6 37.9e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 32.8 33.3e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 76.0 73.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 71.0 76.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

����� 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

19. The Spanish economy is relatively less open to international competition (as measured
by the total trade-to-GDP ratio) than other EU economies of similar size. Labour productivity
persists well below the EU average and gains of productivity have been very modest since the
second half of the 90s. The transposition rate of internal market directives has fallen to slightly
below the target of 98.5% and the share of advertised public procurement is above the EU
average. The implementation of the liberalisation plan of the main network industries launched
in June 2000 continued in 2002, with benefits in terms of lower prices for consumers. In fixed
telecommunications the market share of the incumbent has continued its downward trend, but
remains above 80%. The wholesale market for electricity remains rather concentrated, and due
to a delay in implementing the unified Iberian wholesale market the competition through
imports remains limited, but new measures have been approved to foster internal and external
competition. Finally, the typical time for the start-up of a private limited company is among the
highest in the EU, given the number of bodies involved in the process, the number of official
forms to fill in, and the number of official licences to be received. But measures are being taken
to address this problem.
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20. The number of 18-24 years-old with only lower secondary education continues to be
high and the results from the OECD PISA study reveal a poor performance of secondary
education students. However, the number of S&T graduates has gradually increased in recent
years. R&D expenditure and patent activity remain below the EU average. The uptake of ITs in
the population remains below the EU average although the progress is promising, in particular
regarding broadband access via ADSL.

21. Some progress was made in implementing the 2002 product market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Continue policies aimed at guaranteeing a level playing field for
operators in the telecommunications and energy sectors, at
reducing the market share of the incumbents in order to enhance
effective competition in those sectors, and at encouraging market
entry in the wholesale market for electricity.

In progress

½ Continue to take measures to enforce effective competition in retail
distribution.

No new measures

½ Step up efforts to increase skilled human capital, business
involvement in R&D and innovation, and ICT diffusion.

In progress

½ Pursue the strategy to reduce the administrative burden for
businesses, including the time and cost required for registering a
new company.

Partial

22. In telecommunications, a series of pro-competitive measures have been adopted by the
government regarding, in particular, more advantageous conditions for interconnection with the
incumbent’s lines, a general reduction of tariffs for services related to local loop access, a
system of single invoicing of telephone expenditure and reforms of the public procurement
procedures to attract as many operators as possible. In electricity, there have been some
measures aimed at preparing the sector for full liberalisation on 1 January 2003 and encouraging
the number of generators into the wholesale market. The enlargement of international
interconnection capacity with France, Portugal and Morocco will possibly enhance competition
in the wholesale market, but Spain remains substantially below the import capacity target of
10% of installed production capacity. In gas, the vertically integrated incumbent has completed
the government’s requirement to sell a 65% of the gas transport operator. This measure should
increase transparency in transport fees and encourage the entry of new competitors in retail
sales.
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23. No new measures have been implemented to enhance competition in certain non-
tradable sectors of retail distribution. In pharmacies, a number of measures proposed by the
7ULEXQDO such as to remove any restrictions to the establishment of new pharmacies when a
minimum of potential clients is guaranteed, have not yet been implemented. Regarding
distribution trade, a recent resolution of the 7ULEXQDO highlighted that the current licensing
regime inhibits market entry due to the multiplicity of requirements to grant opening licenses. In
books, the 2000 liberalisation measures only included price discounts on textbooks. Other books
continue to have fixed prices and regulated discounts which cause losses, for example in the
case of slow-selling products. In liquid hydrocarbons, the competition authority has fined the
dominant operator for anti-competitive practices on the distribution of bottled liquid
hydrocarbons.

24. Spain has pursued efforts to increase skilled human capital. Regarding training of
employees, a number of programmes have been better adapted to the SMEs’ needs, for example
via the reduction in the number of hours per programme. The government has created an expert
group to analyse how the current action plan can contribute to a broader diffusion of the
knowledge based economy between all the segments of the population. Several initiatives
support the adoption of new technologies through the creation of technology transfer institutions
and the transformation of technological projects into entrepreneurial activities. The effects of
these initiatives should start being more visible in the near future.

25. The network of “One Stop Shops for Businesses”, which intends to facilitate the
formalities required to start up business for future entrepreneurs, does not yet cover the whole
territory. Since it was introduced in 1999, more than 8,000 companies have been helped into
being, generating some 12,000 new jobs. This indicates that its coverage is not high. The
government announced in January 2002 the “New Enterprise Project”, which is still under
discussion, to facilitate the creation of new companies through a simplification in registration
formalities and accounting procedures, as well as a series of new-start company tax incentives.
Finally, a new regulation on bankruptcy is in the pipeline. This regulation will modify the penal
responsibility of the entrepreneur and permit to sell separately the viable parts of the company.
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Table 5.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�6SDLQ

63$,1 (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 92.1 91.7 92.9 91.6 100.0 100.0 100.0 100.0
Relative price levels2 83.0 83.0 82.0 100.0 100.0

Total trade to GDP ratio (%)3 19.9 24.1 21.6 41.9 47.4 45.6

FDI share (BLEU)4 2.6 6.7 3.7 6.0 10.2 4.5

Cross-border M&A share5 3.1 7.2 5.2 100.0 100.0 100.0

Single Market Directives6 97.8 98.4 98.7 98.4 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 2.2 3.2 3.0 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.74 0.70 0.71 0.69

Prices in telecommunications8

- Local 0.31 0.28 0.28 0.28 0.41 0.41 0.41 0.39

- National 2.62 1.85 1.60 0.96 1.69 1.34 1.15 0.82

- Call to USA 4.53 4.25 4.25 2.20 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 99.0 94.0

- Long Distance 91.0 86.0

- International 89.0 86.0

Electricity prices10

- Households 9.14 8.95 8.59 8.59 10.48 10.40 10.33 10.33

- Industry users 6.24 6.36 5.50 5.20 6.32 6.44 6.33 6.20

Market share electricity (%)11 51.8 42.4

Public expenditure on education
- as % of total education spending12 82.3 86.5

- as a % of GDP 4.5 4.5 4.4 5.0 5.1

S&T graduates13 9.5 9.9

R&D expenditure7 0.88 0.94 0.97 1.93 1.93 1.94

Internet access at home14 6.0 15.7 23.4 29.5 12.0 28.4 36.1 40.4

Patent applications15 23.3 24.9 24.1 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 3.4 for Germany.
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�� )5$1&(

��� 0DFURHFRQRPLF�FRQWH[W

1. Economic activity accelerated in the first half of 2002, real GDP growing at an
annualised pace of 2%, after stagnation observed in the second half of 2001. The recovery was
driven in the first few months of the year by strong acceleration in exports, which supported an
improvement in industrialists output expectations. As a consequence, the rapid fall in the stock-
to-GDP ratio came gradually to an end and investment stabilised. At the same time, public
consumption grew very rapidly and private consumption, although decelerating, continued to
support real GDP growth. This recovery was not strong enough to reverse the increase in the
unemployment rate, which reached 9% of the labour force in September 2002. According to
recent monthly indicators, real GDP growth should weaken in the second semester of 2002 to an
annualised pace of less than 1½%. All in all, real GDP growth should not exceed 1% on the
year, as forecast by the Commission in Autumn 2002, down from 1.8% in 2001. In this context
of decelerating activity, wages and prices increases should remain moderate; inflation is
projected to remain around 2%, even if a temporary acceleration by the end of 2002 is to be
expected due to an unfavourable base effect.

Table 6.1: (FRQRPLF�GHYHORSPHQWV�LQ�)UDQFH��

������� ���� ���� ���� ����

Real GDP 2.0 3.2 3.8 1.8 1.0

Domestic demand 1.5 3.7 4.0 1.7 1.0

Private consumption 1.4 3.2 2.5 2.6 1.7

GFCF (Investment) 2.1 8.3 7.8 2.3 0.5

Exports (G&S) 7.8 4.3 12.7 0.5 0.4

Imports (G&S) 7.2 6.2 14.3 0.1 0.5

Inflation 
2

1.4 0.6 1.8 1.8 1.9

Compensation/employee 2.7 2.5 2.1 2.6 2.7

1RWH��For footnotes and source see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2. The key challenges for France as identified in the 2002 BEPGs include the need to
increase labour market participation and reduce structural unemployment, tackle health and
pension reform, control public expenditure, and accelerate structural reforms.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�)UDQFH

• Increasing labour market participation and reducing the high rate of structural
unemployment.

• Tackling health and pension reform to assure the sustainability of public finances.

• Ensuring the control of public expenditure, in particular in the health sector.

• Accelerating the liberalisation of network industries and the adoption of internal-market
measures, including the opening up of the markets to foreign competition.

3. The primary medium-term challenge for the French economy continues to be to address
the structural problems in the labour market. In particular, it will be necessary to continue to
promote increases in labour supply and to tackle high levels of unemployment. Firstly, in the
context of an ageing population and a reduction in statutory working hours, it will be essential
to encourage more people into the labour market and into work, especially as France has a
relatively low overall employment rate and a very low employment rate for older workers
(among the lowest in the EU). Improvements in participation rates could be achieved by
improving incentives to take up and stay in work LQWHU�DOLD through reforms to early retirement
schemes and pensions systems, and through continued changes to the tax and benefit system.
Along with increasing labour supply it will also be necessary to tackle the continuing high rate
of structural unemployment. Notably unemployment remains particularly high among young
persons and women, suggesting problems in e.g., the insertion of new entrants into the labour
market as well as highlighting the need for a comprehensive lifelong learning strategy. This
problem of segmentation appears to reflect remaining rigidities in the labour market.

4. The difficulties caused by ageing population to public finances remain largely to be
addressed. The government and social partners reckon the necessity of a comprehensive reform
of the pension system, financial viability of which is not ensured under present conditions. The
government has committed itself in implementing such a reform, which has been delayed
several times in the past, before the end of the first half of 2003, after a thorough consultation
with the social partners. In the health sector, expenditures are still planned to increase notably in
2003 despite the recent adoption of structural measures designed to curb the dynamic of
spending in this sector.

5. The control of general government expenditures is of primary importance in the context
of the French budgetary strategy, as medium-term projections are based on setting norms for
expenditures in real terms. In the last few years, the effectiveness of this strategy was
undermined mainly by the fact that norms of increase in real expenditures set in the annual
budget were not coherent with medium-term projections; moreover, in 2002, the target set in the
budget – already inconsistent with the medium term projection – was not respected. In contrast,
the norm set for the increase in real general government expenditures in 2003 is fully coherent
with latest medium-term projections, although it but does not correct the large overspending of
the recent years. In order to enhance the credibility of this norm, the French government
announced a set of measures to curb the dynamic of expenditures in the health sector, and its
intention to introduce a corrective budget bill for the social security sector in case any slippage
in expenditures is observed in this sector. However, despite these measures, the efficiency of
which still has to be tested, the control of public expenditures remains one of the key challenges
for the French authorities in view of moving towards the medium term objective of reaching a
close to balance budgetary position by 2006 at the latest.
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6. The gas and electricity markets remain among the least open to competition in the EU,
with the degree of liberalisation limited to the minimum required by the EU directives, i.e. 20%
and 30% of the industry users market respectively. As far as the electricity market is concerned,
this threshold should be suppressed by the Parliament by the end of 2002 but no measure has yet
been taken by the government to further increase effective competition. The Parliament should
also transpose the EU directive on gas liberalisation in December 2002 with two years of delay
but at this date, only 30% of eligible consumers will have changed supplier, the proportion
being only 20% for electricity. The rail network is still not opened to new freight operators.
Finally, France continue showing a poor record in transposing single-market directives (it is the
worst in the EU) and in implementing these directives (France still accounts for the largest
number of infringements proceedings open before the European Court of Justice).

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

7. In 2002, the situation of French public finances deteriorated markedly. According to the
November projections by the French authorities, the general government deficit should increase
from 1.4% of GDP in 2001 to 2.8% of GDP in 2002. In its Autumn 2002 forecasts, the
Commission projects the 2002 general government deficit at 2.7% of GDP, a level 1.3
percentage point higher than the 1.4% of GDP planned in the budget bill for 2002 and in the
2001 update of the stability programme. According to Commission services calculations, about
one half of the deterioration in the budgetary situation can be attributed to cyclical factors. The
remaining half represents a deterioration in the cyclically-adjusted balance, mainly due to a
slippage in expenditures in the State and the health sectors. According to Commission
calculations, the cyclically-adjusted government deficit, stable at around 2% of GDP between
1999 and 2001, has increased in 2002 to slightly above 2½%.

8. Limited progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure that the 3% of GDP reference value for the general
government deficit will not be breached in 2002; to this end, the
government shall closely monitor budgetary developments and
ensure that any future tax cuts are deficit-neutral.

In progress

½ Aim at a sufficient decline of the 2003 deficit to ensure that a close
to balance position in 2004 can be achieved.

No new measures

½ Conduct without delay a comprehensive policy of structural
reforms designed for enhancing the growth potential and reducing
in the medium term the general level of public expenditure; in
particular, define without delay a comprehensive reform of the
pension system, allowing to secure its sustainability in the context
of ageing populations.

Partial

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.
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9. In 2002, the general government deficit will most likely remain below the 3% of GDP
reference value. On 20 November 2002, the French authorities revised upwards to 2.8% of GDP
the deficit target for 2002; the previous official objective was set in July at 2.6% of GDP when
the authorities implemented a cut in the income tax by 5% in a corrective budget bill. This cut in
the income tax was partially offset by additional spending cuts.

10. In September 2002, the French authorities presented the draft budget for 2003, which
projects the general government deficit at 2.6% of GDP, despite an expected acceleration in real
GDP growth to 2.5%. The absence of significant improvement in the general government deficit
as against 2002 is due to the fact that the margins created by control in real expenditures growth
are partly used to accommodate the implementation of tax cuts worth 0.2 percentage point of
GDP and a reduction in non-fiscal revenues by 0.1 percentage point of GDP. The attainment of
a close to balance position was postponed and is now foreseen for 2006 or 2007 depending on
growth assumptions, instead of 2004 in the 2001 update of the stability programme.

11. A first set of measures was introduced in order to limit the rate of increase in
expenditures in the health sector as from 2003 and the 2003 budget bill plans for a modest
decrease in the number of State civil servants, contrasting with sizeable increases in recent
years. The government announced that it could proceed with a corrective budget bill for the
social security sector in case a slippage in expenditures would be observed in this sector. The
government also committed itself to implement a comprehensive reform of the pension system
in the first half of 2003.

Table 6.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�)UDQFH��

���� ���� ���� ���� ���� ����

Government balance 2 -5.5 -3.0 -1.6 -1.3 -1.4 -2.7

- Total revenue 49.7 52.0 51.8 51.5 51.3 51.0

Tax burden 3 43.7 44.9 45.5 45.0 45.0 44.6

- Total expenditure 55.2 55.0 53.4 52.8 52.7 53.7

Primary current expenditure 46.5 46.5 45.0 44.3 44.2 45.2

Interest payments 3.8 3.7 3.3 3.2 3.2 3.2

Investment 3.3 3.0 3.0 3.2 3.3 3.4

Primary balance 2 -1.7 0.7 1.7 1.9 1.8 0.5

Government debt 54.6 59.3 58.5 57.3 57.3 58.6

Cyclically-adjusted balance 4 -5.0 -2.4 -2.0 -2.1 -2.0 -2.7

Cyclically-adj. primary balance 4 -1.3 1.3 1.4 1.1 1.2 0.5

1RWH� For footnotes and source see Table 1.2 for Belgium.



53

��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

12. France has experienced good rates of job creation in recent years, although employment
growth was slowed considerably in 2002 in line with a slowdown in economic growth. Despite
this relatively good recent performance, the French labour market is still characterised by a
relatively low employment rate (63.1% in 2001) particularly for older workers, and a high rate
of unemployment. Young persons and women continue to be disproportionately affected by
unemployment.

13. Some progress has been made in France in implementing the 2002 labour market
recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Consolidate recent reforms of the tax and benefit system to
improve the incentives to take up and stay in work, and to
encourage job-search. Firstly, incentives for older workers to
remain in jobs should be strengthened, in particular by reducing the
opportunities for early retirement, and by reforming the overall
pension system. Secondly, focus should be paid to low-paid
workers, disincentives to part-time work, and minimum income
guarantee schemes.

Partial

½ Closely monitor the implementation of the 35-hour working week,
and take the measures necessary to address any adverse medium-
term effects on wage costs and labour supply, while encouraging
the full exploitation of opportunities for more flexible work
organisation.

In progress

½ Reform employment protection legislation with a view to striking a
proper balance between greater flexibility and security to facilitate
access to employment. Avoid any negative effects on labour
market dynamics of the recent changes to employment regulations.

Partial

14. A number of new measures were taken in 2002, particularly on taxes. These changes
aim to both keep down labour costs on low-paid workers, and to make work pay by increasing
the take home pay of low-paid individuals. However, no changes were made to benefits, some
of which have no effective job-search condition attached, or to the pensions system, although
publicly financed early retirement schemes continue to be progressively scaled back. Moreover,
only limited progress was made in developing an overall strategy for active ageing. In terms of
specific measures taken, firstly personal income taxes were cut by 5% with effect from 2002,
with an additional 1% with effect from 2003. The earned income tax credit (³SULPH� SRXU
O¶HPSORL´) has been changed – one of the two changes aims to make low-paid part-time work
more attractive by no longer calculating the tax credit for part-time workers on a strictly pro rata
basis. These changes will take effect with the payment made at the beginning of 2003 based on
income for 2002. With regard to payroll taxes, the existing provisions cutting employer social
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security contributions on low-paid workers, were unified and made more generous at the low
end of the pay scale. They will now cover low-paid workers in all enterprises earning between 1
and 1.7 times the minimum wage. However, the effects on labour costs of the new scheme will
not even completely counterbalance increases in labour costs as a result of the phasing out of the
multiple minimum wage system resulting from the 35-hour working week.

15. In its draft law covering labour market issues, which was adopted by the lower house of
Parliament in late October, the government proposed some changes to the legislation on the
reduction of working time, with the intention of increasing flexibility for employers and
employees. Mostly the provisions revise the legal benchmarks for implementation i.e. the
provisions which are implemented in the absence of a specific social agreement. Among other
things they: establish a single benchmark for the standard working hours (1,600 hours per year);
increase maximum overtime hours from 130 to 180 a year; reduce overtime premium rates in
some cases; and move towards favouring the use of financial remuneration for overtime hours,
rather than compensating rest periods, as previously. On labour costs, the government proposed
a means of unification of the various wage minima created by the original legislation on the
reduction of working time. No new monthly minima will be created, and the current five
monthly minima and the hourly minimum will be unified to just one hourly minimum by 2005,
by gradually converging all minima upwards towards the most generous. For the lowest paid
employees still working 39 hours this means an increase of 11.4% in their hourly wages over
the transition period, and thus an associated increase in labour costs for employers – however
the French authorities stress that these increases are almost fully offset by the additional cuts in
employer’s social security contributions.

16. The French government has announced its intention to suspend some elements of the
so-called “social modernisation law” adopted in 2001. Its proposals are being discussed in
Parliament. It appears that the parts of the law most likely to be withdrawn or relaxed relate to
the provisions which strengthened employment protection in the case of collective dismissals
for economic reasons. In particular, provisions which lengthen procedures will be targeted. It
should be noted however, that some parts of the 2001 law were never implemented, as they
required secondary legislation or government decrees to take effect, and some of these were
never issued. Moreover, while the share of temporary contracts is relatively high in France,
employment protection legislation covering these contracts will still be relatively high in France
– the “social modernisation law” also somewhat strengthened this element of employment
protection.



55

Table 6.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�)UDQFH

)UDQFH (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 60.7 59.5 62 63.1 : 59.9 64 : 72.5 73.1 :

Female ER 1 51.1 52.1 55.1 56.1 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 30.7 29.6 30.3 31 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 0.9 0.2 2.2 2.0 0.4 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 57.5 56.5 58.7 59.9 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 8.6 11.3 9.3 8.5 8.8 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 3.6 4.7 3.7 : : 5.2 3.2 : : : :

Youth UR (<25) 19.2 26.9 19.7 19.3 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 4.4 2.8 2.1 2.6 2.8 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 -0.3 -0.4 -0.1 1.3 0.5 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 1.7 1.5 1.5 -0.1 0.5 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 48.2 48.3e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 39.6 38.4e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 79.0 72.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 85.0 78.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

����� 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

17. The French economy is relatively open to international trade (as measured by total
trade-to-GDP ratio). The labour productivity remains relatively high and consumer prices are
close to the EU average. The reduction of state aids as a percentage of GDP has been pursued.
However, only a few measures have been taken to further liberalise the gas and electricity
markets – which remain among the least open in the EU – and to improve France’s performance
in the field of transposition and implementation of the Internal Market legislation, which is still
the lowest in the EU. Administrative burden on business have been reduced and measures have
been announced to boost start-ups creation. Corporate tax rate for small and medium-sized
enterprises have been substantially reduced.

18. Total and business R&D expenditures as a percentage of GDP remain above the EU
average. However, they have continuously decreased over the last ten years and the number of
patents has fallen below the EU average since 1998. Several measures have been taken to
encourage a wider diffusion of ICT and the use of e-commerce. As a consequence IT use has
picked up rapidly, especially during the last two years, but internet access and use still remain
among the least developed in the EU.

19. Some progress was made in implementing the 2002 product-market recommendations.
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&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Speed up the liberalisation of the gas and electricity sectors by
implementing the current Gas Directive without delay, by opening
up markets for non-household consumers to competition and
encouraging market entry in order to foster effective competition.

Partial

½ Raise the transposition rate of Internal Market directives with the
aim of achieving the target of 98.5% of Internal Market directives.

No new measures

½ Continue ongoing efforts made to reduce the administrative burden
on business, especially by lowering the time required for
registering a new private limited company.

In progress

½ Take measures to further facilitate access to the internet among
households, small businesses and schools.

In progress

20. Little progress has been made in the field of the liberalisation of energy markets. The
gas directive should be transposed in December 2002 with two years of delay and the power to
regulate the gas sector should be attributed to the existing electricity authority. However, the
legal market opening remained in 2002 at the minimum required by the gas and electricity
directives and incumbents retain a strong dominant position like in other countries. As regards
the electricity market, (') has already auctioned 4,000 of the 6,000 MW of its production
capacity it is required to make available in France by November 2003. Auctions have also taken
place for the allocation of the interconnection capacity with the UK and for a share of the
interconnection capacity with Italy. However, effective competition is still hampered by the
legal ceiling restricting market opening to the minimum required by the directive. By the end of
2002, the Parliament should suppress this legal ceiling but further market opening would require
a decree from the government. The low degree of unbundling of the transmission and
distribution activities of (') is also a factor restricting effective competition. In the gas market,
the unbundling of the network activities of *') is limited to accounting separation and access
to the network remains costly for third parties.

21. While it increased markedly during the last two years, the rate of internal market
directives transposed deteriorated in 2002. It decreased from 97% in November 2001 to 96.2%
in October 2002. At this latter date, France’s performance in this field was still the worst in the
EU. An action plan to accelerate the process of transposition of the outstanding directives has
been announced.

22. Administrative formalities for business creation have been simplified. Moreover, a plan
to boost start-ups creation has been announced by the new government. The aim is to create
more than 1 million new enterprises over the next five years. To achieve this objective, several
new measures will come into force in 2003 such as, for instance, the lowering of the time
necessary to set up a new company to 24 hours, the reducing of the minimum capital
requirement to only ¼����WKH�VSUHDGLQJ�RI�WKH�SD\PHQW�RI�WKH�VRFLDO�FRQWULEXWLRQV�RI�WKH�ILUVW�\HDU
over the five following ones, the set-up of a new fund sponsoring local partnerships, the
possibility to host one’s new company at one’s home for 5 years, and the preservation of the
personal property of the business creator in case of bankruptcy.
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23. Measures have been taken to further develop the use of the internet in school. These
measures have borne fruit since the number of pupils connected to the internet was in March
2002 for the first time slightly above the EU average. However, while recent figures show that
the catching up process is on track, France’s performances in the field of internet penetration in
households and in small businesses as well as in the field of the development of e-commerce
remain below the EU average. A series of measures aimed at encouraging the development of
the e-commerce and internet use among the population and SMEs should come into force in
2003.

Table 6.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�)UDQFH

)5$1&( (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 109.8 111.2 112.3 109.3 100.0 100.0 100.0 100.0
Relative price levels2 105.0 102.0 99.0 100.0 100.0

Total trade to GDP ratio (%)3 22.1 25.5 24.9 41.9 47.4 45.6

FDI share (BLEU)4 3.2 3.3 4.0 6.0 10.2 4.5

Cross-border M&A share5 11.8 18.3 16.7 100.0 100.0 100.0

Single Market Directives6 94.4 95.5 97.0 96.2 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 1.9 2.4 2.8 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.89 0.82 0.71 0.69

Prices in telecommunications8

- Local 0.42 0.42 0.39 0.39 0.41 0.41 0.41 0.39

- National 1.53 1.20 0.96 0.96 1.69 1.34 1.15 0.82

- Call to USA 3.05 2.97 2.97 2.34 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 98.4 97.0

- Long Distance 88.5 79.0

- International 82.3 74.0

Electricity prices10

- Households 9.28 9.14 9.14 9.23 10.48 10.40 10.33 10.33

- Industry users 5.67 5.47 5.53 5.62 6.32 6.44 6.33 6.20

Market share electricity (%)11 93.8 90.2

Public expenditure on education
- as % of total education spending12 91.9 86.5

- as a % of GDP 5.9 5.8 5.8 5.0 5.1

S&T graduates13 19

R&D expenditure7 2.18 2.13 1.93 1.93 1.94

Internet access at home14 8.0 19.0 26.2 35.5 12.0 28.4 36.1 40.4

Patent applications15 131.0 144.4 145.3 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 3.4 for Germany.
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�� ,5(/$1'

��� 0DFURHFRQRPLF�FRQWH[W

1. After spectacular growth rates in the second half of the nineties, of 9.8% on average, the
Irish economy experienced a very sharp slowdown. As one of the most open economies of the
euro area, Ireland was particularly hit by the international downturn. In 2001, annual growth fell
dramatically from 11.3% in the first to 1.1% in the final quarter, with an average of 5.7% for the
year. The recovery in 2002 has been uneven, with growth mainly due to a rapid expansion of the
chemicals and pharmaceuticals sectors. For the second year in a row, real GDP growth is
forecast to be far below potential in 2002, at 3.3%. While the labour market remained relatively
robust until the first half of 2002, employment growth slowed sharply in the third quarter; the
unemployment rate was some ¾ percentage points higher than a year earlier. Inflation has been
the highest in the euro area since the beginning of 2002 and is expected to average 4.8%, up
from 4.0% in 2001. A package of indirect tax increases in the budget for 2002 is officially
calculated to have contributed 0.9 percentage points to inflation.

Table 7.1: (FRQRPLF�GHYHORSPHQWV�LQ�,UHODQG��

������� ���� ���� ���� ����

Real GDP 7.7 11.1 10.0 5.7 3.3

Domestic demand 6.7 8.3 8.5 4.1 3.5

Private consumption 5.5 9.3 9.0 5.0 3.7

GFCF (Investment) 11.4 14.0 7.0 -0.4 0.8

Exports (G&S) 15.8 15.2 20.6 6.7 4.9

Imports (G&S) 15.6 12.0 21.2 6.1 5.3

Inflation 
2

: 2.5 5.3 4.0 4.8

Compensation/employee 3.9 5.2 8.9 9.2 7.9

1RWH� For footnotes and source see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2. The key challenges for Ireland as identified in the 2002 BEPGs include the need to
adapt the tradition of national agreements to a new environment; improve the planning and
control of the public finances and increase competition in some sectors.

.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�,UHODQG

• Reconsidering the social partnership tradition of national agreements in conditions close to
full employment as well as the interaction of wage setting with public finance commitments.

• Improving the planning and control of the public finances in a stability-oriented medium-
term framework.

• Addressing the insufficient degree of competition in some sectors, such as retail distribution
and network industries.
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3. Social partnership has been recognised as an important factor in the development of the
economy since 1987. The 3URJUDPPH� IRU� 3URVSHULW\� DQG� )DLUQHVV covered the period from
April 2000 to December 2002 and provided for increases in net pay of at least 25% through a
combination of nominal wage increases and direct tax relief. It also included commitments to
improve public services and infrastructure and to increase social welfare rates. A new round of
negotiations was started at the end of 2002. The future contribution of social partnership is an
important issue to be addressed in view of the major changes in the economy, such as the move
to conditions of close to full employment. Sectoral differences in productivity and skills demand
will need to be accommodated in the wage setting process. In addition, including binding public
finance commitments in a wage-setting framework has several drawbacks: it may give rise to
pro-cyclical effects, limit fiscal flexibility and reduce the feasibility of defining and adhering to
spending targets.

4. Until 2000, the implementation of the budget had been marked by positive tax revenue
surprises thanks to the booming economy. In both 2001 and 2002, by contrast, significant tax
undershoots were recorded, for which the slowing economy offers only a partial explanation. In
addition, some overruns on discretionary spending were recorded in 2001. Discretionary
spending rose by 40% between 2000 and 2002, motivated by a desire to improve infrastructure
and public services. Such growth rates are clearly unsustainable and the public finances are
estimated to have recorded the first (albeit small) deficit since 1996 in 2002. In 2000, the
authorities decided not to enforce their self-imposed spending ceiling (which was admittedly
quite tight compared with nominal growth at the time) nor then to implement previous plans to
strengthen the multi-annual budgeting framework.

5. Whilst Ireland has taken measures to increase competition in some markets and adopted
a new Competition Act in 2002, there remains an insufficient degree of competition in some
sectors of the economy, in particular the network industries. Incumbent firms (mostly state-
owned) continue to have high market shares and further policy measures are required if there is
to be more competition from new entrants in the network industries. Several other service
sectors, such as professional services, retail distribution (including the drinks trade in particular)
and insurance, would benefit from increased levels of competition.

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. Thanks to earlier consolidation efforts and good growth, the Irish general government
balance turned positive in 1997 and peaked in 2000 at 4.4% of GDP. The debt ratio fell quickly
and is currently the second lowest in the EU. As noted above, budgetary implementation has
been subject to extremely marked tax revenue undershoots in 2001 and 2002 and overruns on
discretionary expenditure in 2001. The outcome for the general government balance in 2002 is
expected to be a slight deficit. Improving expenditure control and revenue and expenditure
planning, including in a medium-term framework, requires ongoing attention, building on
measures announced in 2002.

7. The Commission services’ Autumn 2002 forecast predicted a deficit of 1.0% of GDP on
the general government balance, well below the budget-day target of a surplus of 0.4% of GDP
(adjusted for the exclusion of a one-off transfer from the Central Bank and including UMTS
receipts). However, a marked improvement in the Exchequer cash accounts from November
suggests a far better out-turn, and the December budget signalled an officially estimated deficit
of 0.3% of GDP.
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8. There has been some progress in implementing the 2002 BEPGs’ recommendations on
public finance.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure that the budgetary stance for 2002 is broadly neutral. No new measures

½ Ensure continued compliance with the close-to-balance
requirement of the Stability and Growth Pact after 2002.

In progress

½ Improve expenditure control and develop, for use in the 2003
budget round and beyond, a norm-based framework to guide public
spending in the medium term.

Partial

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. The public finance projections in the December 2001 update of the stability programme,
covering the period 2002-2004, had indicated a broadly neutral stance in 2002. While Irish
cyclically-adjusted balances must be interpreted very cautiously,4 the calculations in the
Commission services’ Autumn 2002 forecast suggested an expansionary stance of fiscal policy
in 2002 rather than a neutral one. The numbers of the December 2002 update of the stability
programme (period 2003-2005), which are based on a better estimated outcome for 2002, point
to the same conclusion.

10. In its assessment of the previous stability programme 2002-2004, the Council warned
that there was a danger that the close-to-balance requirement of the Stability and Growth Pact
would cease to be met from 2003. The new stability programme 2003-2005 plans a headline
deficit of 0.7% of GDP in 2003, to be followed by deficits of 1.2% in both 2004 and 2005. At
the same time, according to the calculations presented in the programme, the cyclically-adjusted
balance improves, from -1.0% of GDP in 2002 to +0.1% in 2005. Compliance with the Stability
and Growth Pact will be assessed by the ECOFIN Council early in 2003.

11. At the beginning of the year, procedures for monitoring expenditure were strengthened,
with reports on emerging trends being submitted to the government on a monthly basis. From
2003, intra-year spending (and tax) profiles will be published, which will facilitate monitoring.
Further measures to improve expenditure management and control were announced at the end of
2002, for implementation from 2003. These include (i) improvements in the assessment of
expenditure overrun risks and the introduction of contingencies to cater for unforeseen
pressures, with special attention for demand-led schemes; (ii) revised arrangements for
managing capital spending; and (iii) the provision of incentives for departments that produce
savings. These measures are to be welcomed. However, they would be further strengthened by
the formulation of a comprehensive framework to guide spending in the medium term. This
should link to and clarify the status of the multi-annual spending projections in the budget and
stability programmes, which include technical and contingency provisions.

                                                
4 The estimation of the output gap is complicated by the exceptional boom in the late nineties. In

addition, the Irish budget may be more responsive to GNP rather than GDP developments, which
were quite diverging in 2002.
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Table 7.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�,UHODQG��

���� ���� ���� ���� ���� ����

Government balance 2 -2.2 1.2 2.2 4.4 1.5 -1.0

- Total revenue 39.4 38.6 37.1 36.3 34.4 34.1

Tax burden 3 33.4 32.8 32.3 31.8 30.5 29.4

- Total expenditure 41.6 37.4 34.9 31.9 32.9 35.2

Primary current expenditure 31.4 29.0 25.8 24.2 26.1 27.5

Interest payments 5.4 4.2 2.4 2.1 1.6 1.6

Investment 2.3 2.5 3.2 3.7 4.3 4.5

Primary balance 2 3.2 5.3 4.5 6.5 3.1 0.6

Government debt 82.7 65.0 49.7 39.1 36.4 35.3

Cyclically-adjusted balance 4 -1.5 0.8 0.8 2.5 0.2 -1.4

Cyclically-adj. primary balance 4 3.9 4.9 3.2 4.6 1.8 0.2

1RWH� For footnotes and source see Table 1.2 for Belgium.

��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

12. Despite the global economic slowdown employment continued to grow at a robust pace,
albeit more slowly than in previous years, the rate dropping from 4.7% in 2000 to an estimated
1.3% in 2002. This reflects an easing-off in the pace of growth in almost all sectors of the
economy. However, Ireland still fares well when compared to the EU average employment
growth in 2002 of 0.4%. This increase is to a large extent accounted for by an employment
increase in the public sector. Unemployment has risen to 4.4% in 2002, after having dropped
below 4% in 2001, but remains well below the EU average. Compensation per employee grew
by 9.2% in 2001, by far the highest in the EU, but some moderation is expected to have taken
place in 2002 with an increase in the first 6 months of 7.9%.

13. Some progress was made in implementing the 2002 labour market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Promote the setting of wages in line with productivity
developments and skills differentials and consistent with the
maintenance of competitiveness and price stability.

Partial

½ Continue to focus measures on increasing the participation of
women in the labour markets.

In progress
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14. The government has entered into talks with the social partners with a view to drawing
up a new social partnership agreement, which would be the sixth of its kind. Social partnership
is generally recognised as being one of the factors that contributed to Ireland’s economic
recovery since 1987 and also as the government’s contribution to controlling wages in so far as
they possibly can with budgetary instruments. The implementation of the current agreement, the
PPF, was marked by significant wage drift over its 3 year life. 2002 – the final year of the PPF –
has seen a small increase in real unit labour costs for the second year running. Though nominal
wage growth has declined in 2002 to an estimated 7.9%, it is still more than double that of the
euro area as a whole. Formulation of a new partnership agreement seems to be more difficult
this time, given the tightened labour market conditions and the deteriorated availability of
budgetary instruments, which leaves the government with less room for manoeuvre to offer tax
cuts in return for wage restraint, unlike previous agreements.

15. Although female employment is above the EU average, the gap between female and
male participation in the labour market (56% and 79% respectively in 2001) remains relatively
high. The introduction of increased maternity leave and the Carer’s Leave and Part-time
Workers Acts in 2001 aim to facilitate the retention of women in the labour force. The newly
created National Framework Committee will continue to promote the introduction of family-
friendly policies along with the Social partners. The number of childcare places has increased
since last year due to the funding provided through the Equal Opportunities Childcare
Programme under the National Development Plan. As of October 2002, 34% of the funds had
been allocated to various public and private schemes. The grants will support almost 38,000
childcare places, of which 18,000 will be new childcare places. Nonetheless, the affordability of
childcare places remains an issue.
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Table 7.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�,UHODQG

,UHODQG (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 52 54.4 65.2 65.7 : 59.9 64 : 72.5 73.1 :

Female ER 1 35.6 41.6 54.1 55 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 37.9 39.2 45.3 46.8 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 4.3 5.1 4.7 3.0 1.3 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 49.8 50.8 60.6 60.7 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 13.4 12.3 4.2 3.8 4.4 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 9.8 7.8 1.6 1.3 : 5.2 3.2 : : : :

Youth UR (<25) 19.4 19.5 6.5 6.6 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 4.2 2.4 8.9 9.2 7.9 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 1.3 -5.1 -0.6 1.1 0.3 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 3.2 4.7 5.0 2.6 2.0 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 28.9 25.8e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 18.1 17.3e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 64.0 57.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 45.0 42.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

7.4.2 Product markets, entrepreneurship and the knowledge-based economy

• 2YHUDOO�DVVHVVPHQW

16. Ireland has the second highest total trade-to-GDP ratio in the EU and high FDI inflows.
Labour productivity per employee was 16% above the EU average in 2002. Ireland’s price level
was 13% above the EU average in 2001 and has been rising relative to the EU average in recent
years. The economic environment in Ireland is favourable to entrepreneurship with low levels of
regulation and low and decreasing corporate tax rates. Liberalisation of the network industries is
continuing but incumbent firms (mostly State-owned) still have high market shares in these
sectors. There is also insufficient competition in sectors such as professional services, retail
distribution and insurance. The proportion of Single Market directives transposed into national
law was 97.4% in October 2002, below the target set by the European Council. The government
approved a strategy for implementing e-procurement in 2002 and has created a national public
procurement portal.

17. Ireland’s value added in ICT, as a percentage of total business sector value added, in
2000 (latest data) was the highest in the EU, partly due to the presence of a large number of
foreign-owned high-tech firms. Internet penetration is above the EU average for households.
However R&D expenditure and the number of patents applied for at the EPO, per million
inhabitants, are below the EU average. The Irish government has taken measures to support
increased R&D expenditure under the National Development Plan 2000-2006 but it will take
time for these measures to have an effect. 73% of young people (aged 25-34) had achieved at
least upper secondary education in 2001, above the EU average of 71%.

18. Some progress was made in implementing the 2002 product market recommendations.
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• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Implement measures to increase effective competition in the local
telecommunications, electricity, gas and transport sectors in
particular to address high market shares of State-owned or private
incumbents.

In progress

½ Address government regulation, which may impair competition in
certain market sectors such as the professions and retail
distribution.

Partial

½ Raise the transposition rate of Internal Market legislation with the
aim of achieving the target of 98.5% of Internal Market directives.

No new measures5

19. New legislation was enacted in 2002 which introduced fines of up to 10% of turnover
for telecom operators which breach regulatory rules. In April 2002, the regulator approved
prices for access to the local loop, which improved certainty about access conditions for new
entrants. Local loop unbundling has now begun, but is in its early stages. In local fixed-line
telecommunications the market share of the incumbent was 95% in 2000. Moreover, the price of
local telephone calls is above the EU average. 40% of the electricity market is now open to
competition and a third auction of virtual generation capacity, conferring rights to licensed
suppliers to purchase electricity from the incumbent in order to resell it to eligible clients, was
held in October 2002. However the electricity market is still dominated by the incumbent firm
(97% market share of generation in 2000) and no standardised power exchange system exists.
As regards gas, new legislation in 2002 established independent regulation of the natural gas
market by extending the role of the Commission for Energy Regulation from electricity to
include gas as well. The Act increased the share of the natural gas supply market which is open
to competition to around 82%. Market opening for all commercial and industrial consumers is
planned for 2004 and full market opening is planned for 2005 at the latest. In November 2002,
the Minister for Transport announced a range of proposals for regulatory and structural reform
of public transport. These proposals included the introduction of independent regulation and of
competition in the Dublin bus market. It is proposed to franchise up to 25% of this market at the
beginning of 2004. The Minister also proposed to split the incumbent State transport
corporation into three independent companies. The measures taken in all these sectors will take
time to work through, but it is likely that further reforms are needed to introduce effective
competition.

20. The Competition Act 2002 gave the Competition Authority new investigative powers
and increased legal penalties for breaches of competition law. The Competition Authority has
also been given an enhanced role to study restrictions on competition and to make
recommendations to the government. Following an OECD assessment of regulatory reform in
2001, a High Level Group on Regulation was set up which is developing a National Statement
of Policy on Regulation and Regulatory Management. As regards the professions, the
Competition Authority is working on a study to identify restrictions arising from legal
provisions, professional rules or customs that have an appreciable effect on competition. The
study should be finalised by the end of 2002. The government has no plans at present to change

                                                
5 As regards the transposition of internal market directives, “no new measures” means that no

progress has been made in raising the transposition rate towards the 98.5% European Council
target.



65

the regulation of the retail distribution sector. In other sectors, the government has addressed
regulations regarding pharmacies and is considering reforms regarding liquor licensing and
insurance.

21. In October 2002 Ireland had transposed 97.4% of Internal Market directives which is
below the target set by the European Council of 98.5%. The rate of transposition has fallen
slightly since April 2002 when it stood at 97.6%.

Table 7.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�,UHODQG

,5(/$1' (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 111.9 112.8 114.6 116.1 100.0 100.0 100.0 100.0
Relative price levels2 103.0 108.0 113.0 100.0 100.0

Total trade to GDP ratio (%)3 62.2 67.2 64.6 41.9 47.4 45.6

FDI share (BLEU)4 19.3 25.4 9.5 6.0 10.2 4.5

Cross-border M&A share5 0.6 1.6 0.5 100.0 100.0 100.0

Single Market Directives6 95.6 96.4 97.6 97.4 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 2.0 2.6 2.6 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.80 0.68 0.71 0.69

Prices in telecommunications8

- Local 0.49 0.51 0.51 0.51 0.41 0.41 0.41 0.39

- National 1.27 0.94 0.94 0.94 1.69 1.34 1.15 0.82

- Call to USA 2.92 2.92 1.91 1.90 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 92.0

- Long Distance 65.0

- International 74.0

Electricity prices10

- Households 7.95 7.95 7.95 8.83 10.48 10.40 10.33 10.33

- Industry users 6.62 6.62 6.62 8.36 6.32 6.44 6.33 6.20

Market share electricity (%)11 97.0 97.0

Public expenditure on education
- as % of total education spending12 89.6 86.5

- as a % of GDP 4.3 4.5 5.0 5.1

S&T graduates13 23.2

R&D expenditure7 1.21 1.93 1.93 1.94

Internet access at home14 6.0 35.5 46.2 47.9 12.0 28.4 36.1 40.4

Patent applications15 69.9 95.4 85.6 140.9 158.7 161.1

1RWH : For footnotes and sources see Table 1.4 for Belgium.
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�� ,7$/<

��� 0DFURHFRQRPLF�FRQWH[W

1. Following the sharp slowdown in 2001, economic activity embarked on a modest
upward path in 2002. The weak recovery is largely determined by sluggish final domestic
demand. In particular, private consumption remained almost flat in the first half of the year,
notwithstanding the resilience of the labour market and gains in real disposable income,
showing first signs of revival in the second half. The stronger euro and Italy’s specialisation in
foreign markets expanding less than total world trade dampened the positive impulse coming
from the reviving external environment. In 2002 as a whole economic growth is forecast at ½%.
In 2003, average real GDP is expected to rise 1.8% above the level forecast for 2002.
Employment increased in 2002, although at a slowing pace. The relatively high job-content of
growth points to some improvement in labour market flexibility on the back of the 1998 reforms
and some more recent measures. By regions, employment has started to decline in the North
already from the second quarter of the year. The rate of unemployment is expected to average
9.1%, down from 9.5% in 2001. In spite of a widening negative output gap and falling import
prices, CPI inflation remained stubbornly high in 2002, with the core rate accelerating around
mid year.

Table 8.1: (FRQRPLF�GHYHORSPHQWV�LQ�,WDO\��

������� ���� ���� ���� ����

Real GDP 1.5 1.6 2.9 1.8 0.4
Domestic demand 0.8 3.0 2.1 1.6 0.7

Private consumption 1.2 2.4 2.7 1.1 -0.1

GFCF (Investment) 0.6 5.7 6.5 2.4 -2.2

Exports (G&S) 6.9 0.3 11.7 0.8 -0.7

Imports (G&S) 4.0 5.3 9.4 0.2 0.1

Inflation 
2 3.6 1.7 2.6 2.3 2.6

Compensation/employee 3.4 2.4 3.0 2.8 2.9

1RWH��For footnotes and source see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2. The key challenges for Italy as identified in the 2002 BEPGs include the need to
address the determination and quality of the fiscal adjustment effort, the high debt ratio, the
persistently high unemployment disparities and low employment rates for women and elder
workers, the slow transition to the knowledge-based economy, issues concerning the business
environment and competition in the energy and service sectors.

.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�,WDO\

• Improving the quality of the fiscal consolidation effort with recourse to measures allowing a
lasting and sustainable reduction in the ratio of expenditures to GDP.

• Reducing the still high government debt-to-GDP ratio.
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• Tackling the persistent wide regional unemployment disparities and increasing the low
employment rates, particularly for women and older workers.

• Accelerating the hitherto slow transition to the knowledge-based economy in terms of
educational attainment, skilled human resources, and R&D and innovation performance.

• Continue improving the business environment and enhancing competition in the energy and
service sectors.

3. Budgetary consolidation in Italy came to a standstill in 2001, when the government
deficit and the primary balance worsened significantly. The fiscal consolidation effort is not
expected to resume in 2002 and 2003. Indeed, although the cyclically-adjusted budget balance,
after deteriorating in 2001, is expected to improve over the period, the primary balance adjusted
to take into account the effects of the economic cycle is expected to remain virtually unchanged
in both years compared to 2001. Moreover, this result would be obtained thanks to substantial
recourse to one-off measures. To secure lasting additional reductions in the tax burden while
respecting its overall budgetary commitments, Italy will have to reduce the current primary
expenditure to GDP ratio, which, abstracting from the effects of the economic cycle, has not
decreased since 1995. In this context, particular attention should be paid to the effects of fiscal
decentralisation and the evolution of ageing-related expenditure, which absorbs a very high
share of current spending. Over the long term, large primary surpluses and significant increases
in labour force participation rates are crucial to cope with the public finance implications of the
growth of ageing-related expenditures as a percentage of GDP.

4. Given the compelling need to anticipate competing claims on public resources, the
slowdown in the reduction in the debt-to-GDP ratio since 2001 is cause for concern. Recent and
future developments in the debt ratio, which is expected to remain well above 100% of GDP in
2004, are also a consequence of ongoing increases in the general government cash deficit.
Indeed, in recent years Italy’s accounts have displayed a large, partly unexplained, persistent
discrepancy between the cash government borrowing requirement and the Maastricht deficit
(which is expressed in accrual terms).

5. Despite some progress over recent years, labour market outcomes continue to exhibit
vast regional differences (the employment rate is only 44.5% in the 0H]]RJLRUQR, compared to
62.1% in the Centre-North). Insufficient infrastructures, poor enforcement of law, low quality of
public services, along with inadequate labour market functioning, all contribute to the deep-
rooted underdevelopment of the 0H]]RJLRUQR. Although the planned reform of the labour
market, as set out in the White Paper presented in Autumn 2001, is ambitious and seems to
move in the right direction, very little has been done in 2002. Yet, the recent tri-lateral
agreement among government and social partners (the so-called “Pact for Italy”) will accelerate
the approval and, therefore, the implementation of many of the tabled measures.

6. Despite the progress made, Italy is still at a very early stage in terms of the development
of the knowledge-based economy. Of particular concern are the low level of educational
achievements and the low availability of skilled human resources, which contribute to Italy’s
weak R&D and innovation performance and mixed results in IT diffusion. Italy is also below
the EU average in terms of financial resources devoted to innovation, and co-operation in the
area of R&D is also relatively infrequent. Coupled with the large share of SMEs (and especially
very small enterprises) in the economy, the low innovation performance is among the
determinants of Italy’s persistent productive specialisation in traditional industrial sectors.
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7. While progress was made during the last decade in reducing red tape and improving the
business environment, administrative procedures remain rather costly and time consuming. This
contributes to making the Italian business sector relatively less dynamic than that of other
Member States, as measured by indicators on net enterprise creation. Liberalisation of energy
sector has continued but has still to be translated in tangible advantages for users in terms of
lower prices, which remain among the highest in the EU, and incumbents retain strong influence
over the market. Competition in some service sectors is being introduced relatively slowly,
notably in the area of professional services and local public services.

��� 38%/,&�),1$1&(6

• 2YHUDOO�DVVHVVPHQW

8. Fiscal consolidation in Italy is not expected to advance significantly in 2002 and 2003.
Indeed, although the cyclically-adjusted budget balance, after deteriorating in 2001, is expected
to improve over the period, the cyclically-adjusted primary balance is expected to remain
broadly unchanged, indicating that in these years the adjustment effort does not resume.
Budgetary aggregates in 2002 and 2003 rely significantly on temporary measures, delaying the
much needed re-calibration of expenditures and creating concern about fiscal balances in future
years, when the government will have to take measures compensating the expiration of the
temporary provisions. Concern is also raised by the ongoing discrepancy between the
government accounts in cash terms and the Maastricht deficit (in accrual terms), which in recent
years has been in excess of one percentage point of GDP. Finally, also as a result of persistently
high cash deficits in the presence of a marked slowdown in the privatisation process (linked to
adverse conditions in financial markets), the debt-to-GDP ratio remains high and its reduction is
expected to be significantly slower than initially planned.

9. In 2002, Italy made limited progress in implementing the public finance
recommendations.

• Implementation of the 2002 BEPGs

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQ�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure in 2002 and 2003 the respect of a steady path of deficit
reduction, in order to achieve a close to balance budget in 2003, by
securing primary surpluses at the high levels projected in the
updated stability programme, notably thanks to improved control
of expenditures.

Partial

½ Ensure that the timing and scope of the reform of taxation are
consistent with the achievement and maintenance of a budgetary
position close to balance or in surplus.

Partial

½ Ensure that the changes in the social security system address the
critical aspects of the present pension system; implement measures
aimed at promoting supplementary privately-funded pension
schemes, clarifying the possible related budgetary costs.

No new measures

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

10. In the stability programme update of November 2001, the 2002 deficit target of 0.5% of
GDP had been established assuming GDP growth of 2.3% and an expected 2001 deficit
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outcome of 1.1% of GDP. The Commission services Autumn 2002 forecasts point to a
government deficit of around 2.4% of GDP in 2002, in spite of measures aimed at increasing tax
receipts and improving control of expenditures, adopted at the end of the year. The sharp
shortfall in tax receipts recorded in the first three quarters of 2002 is largely explained by the
prolonged cyclical slowdown. However, other factors also played a role, including the tax
incentive scheme for investment (³7UHPRQWL�/DZ´) and the reduced receipts from some taxes
which had produced transitory revenue increases in previous years. In 2003, the expected
marginal reduction in the deficit ratio is also the result of a wide array of temporary measures,
including a new tax amnesty for capital assets held abroad, a sizeable tax settlement operation
and substantial proceeds from sales of publicly-owned real assets. Even taking into account the
adverse cyclical conditions, it cannot be incontrovertibly concluded that a steady path of deficit
reduction is respected in 2002 and 2003: while the cyclically-adjusted budget balance (after
having deteriorated in 2001) will improve in both years, albeit in 2003 according to the
Commission estimates by a mere 0.2% of GDP, the cyclically-adjusted primary balance is
expected to remain broadly unchanged. The original close to balance objective is clearly out of
reach in 2003.

11. The first step of the current tax reform was launched in the Budget Law for 2003. It
reduces income taxes for lower-income and corporate taxpayers, although in the latter case the
effects are offset at least in part by a provision increasing tax receipts adopted at the end of
2002. The effects of the tax cuts on the government balance are offset by measures of uneven
quality, including transitory measures. It is therefore doubtful whether they are consistent with
the overriding objective of reaching and sustainably maintaining the close to balance budgetary
position.

12. The draft enabling act containing the mainstays of the government’s proposed reform of
the social security system was submitted to Parliament at the end of 2001 and is still pending
adoption. The reform includes measures to promote the expansion of supplementary privately-
funded pension schemes, but leaves out a series of other issues which had been raised in a report
commissioned by the Ministry of Welfare in 2001 (³%UDPELOOD� 5HSRUW´). In particular,
considerable problems of equity across generations and across categories of workers will persist
during the transition to the new TXDVL-actuarial system. Furthermore, this transition period,
which also includes the phasing out of seniority pensions, is extremely slow. Finally, the
enabling act introduces reductions in contributions of 3-5 percentage points for newly hired
workers. In the short term, the government will have to ensure that the budgetary costs are fully
offset. As the draft law does not clarify how this reduction in contributions is to be
implemented, ultimately the government will have to decide whether to accompany it with a
proportional reduction in workers’ entitlements.
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Table 8.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�,WDO\��

���� ���� ���� ���� ���� ����

Government balance 2 -7.6 -2.7 -1.8 -0.5 -2.2 -2.4

- Total revenue 45.8 48.4 47.1 46.3 46.2 46.0

Tax burden 3 41.2 44.7 43.2 42.8 42.7 42.6

- Total expenditure 53.4 51.1 48.9 46.9 48.4 48.4

Primary current expenditure 37.1 38.0 37.7 37.5 37.7 38.4

Interest payments 11.5 9.4 6.8 6.5 6.3 5.9

Investment 2.1 2.2 2.4 2.4 2.5 2.0

Primary balance 2 3.9 6.7 5.0 5.9 4.1 3.5

Government debt 123.2 120.2 114.5 110.6 109.9 110.3

Cyclically-adjusted balance 4 -7.8 -2.9 -1.9 -2.1 -2.4 -1.8

Cyclically-adj. primary balance 4 3.7 6.4 4.9 4.3 4.0 4.0

1RWH� For footnotes and source see Table 1.2 for Belgium.

��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

13. Notwithstanding the economic slowdown, the Italian labour market situation continued
to improve in the first half of 2002, although at a slower pace than in previous years. According
to the latest available Labour Force Survey (LFS), between July 2001 and July 2002 labour
supply and the activity rate increased; unemployment fell by 0.5 percentage points to 8.8%.
Employment rates (overall: 54.8% in 2001; female: 41.1%; older workers: 28%) in 2001,
although improving, were all below the corresponding EU averages in 2001, the gap being
greatest (14.8 percentage points) for women.

14. Some progress was made in implementing the 2002 labour market recommendations.
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• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Encourage social partners to allow wage-setting mechanisms to
better take into account productivity and local labour market
conditions, while preserving wage moderation.

Partial

½ Ensure the full implementation of the recent labour market reform
package in order to increase labour market flexibility, to limit
market dualism, to promote greater workplace adaptability, to
extend the coverage and effectiveness of the unemployment benefit
system and to strengthen active labour market policies.

In progress

½ Take steps to further encourage increased labour force
participation, especially among women, including setting targets to
ensure adequate provision of facilities for care of children and
other dependants; and among older workers, stepping up and
reinforcing incentives to postpone retirement from the labour force.

No new measures

½ Continue efforts to reduce the tax burden on labour, especially on
low-paid earners, with a view to preserving equity goals and
increasing work incentives, within the framework of continued
fiscal consolidation.

In progress

15. The Italian authorities acknowledge that greater wage differentiation is needed if a
significant reduction in the unemployment rate in the South is to be achieved. Yet, the
government feels that this is an issue that is mainly to be dealt with by the social partners. In the
2002 NAP, the Government reiterated its hope that Social partners and national and local
institutions - considering their role as employers – would decide to review current contract
formulas to make these more flexible. However, the more recent “Pact for Italy” does not
address the issue of reforming the current two-tier wage bargaining system.

16. There is a draft enabling act ('GO) on reforms in the labour market ('GO 848). This
focuses on reforming the job-placement services (greater competition between public and
private services) and introducing new forms of flexible contracts (staff leasing, jobs-on-call,
job-sharing, new “training and work” contracts and apprenticeship contracts). It has already
been approved by the Chamber of Deputies and is being discussed by the Senate. The
government expects its definitive approval by the end of the year. The “Pact for Italy”, signed
by the Italian government and two of the three main trade unions envisages an increase in the
duration and level of unemployment benefits (from the current 6 months to 12 months- but in a
five-year period it cannot be claimed for more than 24 months, 30 months in the 0H]]RJLRUQR).
During the first six months of unemployment, the benefit will cover 60% of previous pay,
falling to 40% during the following three months and 30% during the last three months of
entitlement. A strict link between the allocation of benefits and the rights and duties of
unemployed people is also planned. In particular, unemployed people in receipt of
unemployment benefits will be monitored periodically to verify that they are truly unemployed,
and they will be obliged to attend training programmes. However, the details of the new system
have not yet been specified.

17. The reform of the pension system was not included in the Pact for Italy, and nothing has
been included in the draft Budgetary Law for 2003 either, apart from an extension of the
possibility for cumulating income from labour and pension benefits. The number of early-
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retirement continues to be as high as 200-250 thousand persons per year, and only very few
(300) people have availed themselves of the incentives to postpone retirement provided by the
2002 Budget. The timing of the approval of the enabling act on the pension system, the aims of
which are to motivate people to stay longer at work and to develop a second pillar, is still
uncertain. The national plan for the reform of childcare assistance is still pending in the
parliament. The 2002 Budget Law earmarked ¼� ������ PLOOLRQ� WR� SURYLGH� PRUH� DGHTXDWH
facilities. In October 2002, given the deadlock of the reform in the parliament, the Minister of
Welfare has decided to distribute ¼� ��� PLOOLRQ� RXW� RI� WKH� DYDLODEOH� ¼� ������ WR� WKH� 5HJLRQDO
Authorities.

18. As envisaged by the “Pact for Italy”, the new draft budget includes EUR 5.5 billion for tax
cuts to be focussed on low-middle income families. Yet, those with very low earnings, already
in the no-tax income range, will get no advantage from the reform (in Italy there is no negative
tax). This is a first step in the announced comprehensive reform of the tax system. The
mechanism for the calculation of the new tax-free range (called “no-tax area”) and the overall
tax payment due is quite complex.

Table 8.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU��,WDO\

,WDO\ (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 : 50.8 53.7 54.8 : 59.9 64 : 72.5 73.1 :

Female ER 1 : 35.4 39.6 41.1 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 : 28.4 27.7 28 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 1.0 0.0 1.7 1.6 1.0 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 52.8 49.5 51.7 52.7 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 8.9 11.5 10.4 9.4 8.9 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 : 7.3 6.4 5.9 : 5.2 3.2 : : : :

Youth UR (<25) 26.9 33.3 30.7 28.1 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 10.4 4.2 3.0 2.8 2.9 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 1.0 -3.6 -0.2 -0.1 1.0 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 1.0 2.9 1.1 0.2 -0.6 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 46.7 46.2e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 43.3 42.9e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 47.0 53.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 35.0 39.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.
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����� 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

19. The Italian economy is relatively less open to international trade (as measured by the
total trade-to-GDP ratio) than other EU economies of similar size. The labour productivity
remains relatively high, even if it slightly decreased in recent years, and the level of consumer
prices, while increasing, is below the EU average. The reduction of state aids expressed as a
percentage of GDP has been pursued and their level remains below the EU average. However,
while measures aiming at increasing competition in the retail distribution sector and in energy
markets have been taken, the liberalisation of these sectors proceeds only at a slow pace.
Moreover, the transposition rate of internal market directives as well as the value of tenders
published in the Official Journal in percentage of GDP decreased in 2002 and both remain
below the EU average. Efforts to reduce administrative burden for businesses and to favour
business creation have been pursued. In particular, measures have been taken to lower the time
and costs required for the setting up of start-ups. Nevertheless, Italy still lags behind most other
Member States in this latter field.

20. Italy’s performance in the area of R&D and innovation is below the EU average. This is
reflected in the relatively large share of traditional low-technology sectors in industrial
production and in the low number of patent applications as well as in the level of business R&D
expenditure as a percentage of GDP, which hardly reaches half of the EU average. In addition,
Italy ranks low in the field of internet and e-commerce access and use. However, some progress
has been made in the fields of internet use and broadband availability. Finally, the educational
achievement of the Italian population is relatively low.

21. Some progress was made in implementing the 2002 product-market recommendations.
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• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Continue to strengthen the overall education and skill base of the
population, further increase private sector involvement in R&D
and innovation and promote higher ICT take up.

Partial

½ Increase effective competition in the service sectors, particularly
professional services, and implement all reforms to extend market
opening and further enhance competition in the energy sector in
order to allow the pass-on of the benefits of liberalisation to final
users, including households and small businesses.

Partial

½ Sustain the efforts undertaken to reduce the administrative burden
for businesses, including the time and cost required for registering
a new company.

In progress

½ Continue to raise the transposition rate of Internal Market
legislation with the aim of achieving the target of 98,5% of Internal
Market directives, and bring down the number of infringement
procedures.

No new measures6

22. No specific measures have yet been taken to strengthen the overall education and skill
base of the population. However, in February 2002 the government presented to Parliament a
delegated law to reform the education system up to the secondary level. The reform is still under
review in Parliament. Actions in the field of business R&D and innovation have been engaged
to simplify the public procedures aiming at supporting innovation in the private sector and to
make them more effective, and measures have been taken to improve the efficiency of the
public aids system for innovation. These measures include in particular the development of
indicators aiming at assessing the quality of innovative projects before granting public aids.
Moreover, the finance bill for 2003, which is presently discussed by Parliament, institutes a new
fund for technological innovation projects. Specific projects have also been launched by the
government to favour a more intensive use of IT among companies and households and in
schools.

                                                
6 As regards the transposition of internal market directives and the number of infringement

procedures, “no new measures” means that no progress has been made in raising the
transposition rate towards the 98.5% European Council target and in bringing down the number
of infringement procedures.
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23. A draft law on the liberalisation of the service sectors is being discussed by the
Parliament. As regards energy markets, actual opening proceeds at a slow pace. The Italian gas
market is legally almost fully liberalised (96% of the demand is free to choose their suppliers).
However, it is still dominated by the vertically integrated incumbent (1,. Prices are high,
especially for households and small commercial users.�Theoretically, the condition for third
party access to the network would be quite favorable, but there is little spare capacity available
and scarce information about it. The incumbent owns 88% of the Italian gas production, and has
booked most of the Italian import capacity thanks to long-term contract. Concerning electricity,
the present legal degree of market opening amounts only to 45%. Additional opening is
expected at the beginning of 2003 and all non-household customers should be free to choose
their suppliers in 2004. The power exchange market and the Single Buyer provisions should
become effective in January 2003. However, no date has yet been fixed for full market opening.
The problem of scarce and inefficiently allocated interconnection capacity together with a fuel
mix highly dependent from oil leads to high electricity prices (the highest in the EU for
household consumers).

24. Efforts have been made to increase the number of local “one-stop shops”, especially in
the South where their development has been less rapid than in the North. Efforts have also been
made to improve the quality of the service offered by these one-stop shops, the aim being to
lower the time necessary to register a new private company to 19 business days. Finally, a new
project aiming at reforming the bankruptcy law is in preparation but no operational measure has
yet been taken in this area.

25. While it increased markedly during the last five years, the rate of Internal Market
legislation transposed deteriorated in 2002. It decreased from 98.3% in November 2001 to
97.4% in November 2002. Moreover, the number of infringement procedures open before the
European Court of Justice was not reduced in 2002 and Italy’s performances in this field are
still the second worst in the EU.
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Table 8.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�,WDO\

,7$/< (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 114.8 113.3 113.5 114.6 100.0 100.0 100.0 100.0
Relative price levels2 86.0 89.0 92.0 100.0 100.0

Total trade to GDP ratio (%)3 19.3 22.3 21.7 41.9 47.4 45.6

FDI share (BLEU)4 0.6 1.2 1.4 6.0 10.2 4.5

Cross-border M&A share5 6.5 3.8 5.3 100.0 100.0 100.0

Single Market Directives6 96.1 96.8 98.3 97.4 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 1.6 2.2 1.9 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.65 0.62 0.71 0.69

Prices in telecommunications8

- Local 0.24 0.25 0.25 0.25 0.41 0.41 0.41 0.39

- National 1.69 1.72 1.44 1.22 1.69 1.34 1.15 0.82

- Call to USA 3.63 2.79 2.79 2.24 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 99.8 93.0

- Long Distance 93.0 76.0

- International 68.0 60.0

Electricity prices10

- Households 15.78 16.02 14.62 13.9 10.48 10.40 10.33 10.33

- Industry users 6.56 7.80 8.28 7.66 6.32 6.44 6.33 6.20

Market share electricity (%)11 71.0 46.7

Public expenditure on education
- as % of total education spending12 90.3 86.5

- as a % of GDP 4.5 4.4 4.5 5.0 5.1

S&T graduates13 5.4

R&D expenditure7 1.04 1.93 1.93 1.94

Internet access at home14 7.0 23.7 32.9 35.4 12.0 28.4 36.1 40.4

Patent applications15 68.1 76.8 74.7 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 3.4 for Germany.
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��� 0DFURHFRQRPLF�FRQWH[W

1. In 2001 economic growth in Luxembourg slowed down sharply to 1.0%, following
many years in which real GDP growth clearly exceeded the EU average. In view of the very
open character of the Luxembourg economy, the slowdown was primarily due to weak export
growth of 1.6%, in line with the cyclical downturn in world trade, while import growth at 5.0%
remained strong, sustained by still buoyant domestic demand. The deceleration in exports was
primarily due to a 0.4% decrease in services exports, probably largely accounted for by
weakness in financial services exports in response to the turmoil on global financial markets.
Strong growth in economic activity in recent years resulted in a very fast increase in
employment, which rose by 5.6% in 2001. This strong job creation slowed down in the first
eight months of 2002, and was even negative in manufacturing. Real GDP growth is expected to
slow down to a mere 0.1% for the 2002 as a whole, well below the EU average. The stagnation
of economic growth not only stems from a drag from the external sector (with adverse
developments in the financial sector being an important factor). Domestic demand is also
forecast to decelerate, despite strong increases in real government consumption, as private
consumption growth is expected to moderate and gross fixed capital formation, particularly in
machinery, will be adversely affected by the economic slowdown. HICP inflation is predicted to
fall to 1.9% in 2002, from 2.4% last year, due to lower energy prices, a weakening of unit
labour costs and to a cyclical contraction in profit margins.

Table 9.1: (FRQRPLF�GHYHORSPHQWV�LQ�/X[HPERXUJ��

������� ���� ���� ���� ����

Real GDP 4.7 6.0 8.9 1.0 0.1

Domestic demand 4.5 6.1 -0.2 6.8 1.8

Private consumption 4.0 2.6 3.3 3.6 2.3

GFCF (Investment) 7.6 14.0 -6.3 5.9 -2.7

Exports (G&S) 8.2 12.0 19.1 1.2 -2.6

Imports (G&S) 8.3 12.9 14.0 4.5 -1.9

Inflation 
2

: 1.0 3.8 2.4 1.9

Compensation/employee 2.8 3.4 4.7 4.4 3.5

1RWH��For footnotes and source see Table 1.1 for Belgium.

��� .H\�FKDOOHQJHV

2. The key challenges for Luxembourg as identified in the 2002 BEPGS include the need
to address the still low participation and employment rate, the wage formation process and
competition legislation.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�/X[HPERXUJ

• Increasing the low national participation and employment rates, especially for older workers.

• Reconsidering the wage formation process, characterised by a full indexation to price
developments.

• Improving the business environment through an accelerated implementation of the
competition legislation reform and a reduction of the administrative burden on businesses,
especially on SMEs.

3. All national employment rates, including the overall rate, the rates for women and in
particular for older workers, lag behind the EU targets. While the growth in female employment
has been the main source in contributing to increasing national employment rates, there has
been little progress as regards increasing the employment rate of older workers. The efforts in
this respect have been limited: eligibility rules for the disability pension scheme have been
tightened and the reward in the pension system for staying longer in the labour market has been
increased.

4� Nominal wage growth has continued to be higher than in the EU on average. This
evolution is largely due to the fact that wages are indexed to price developments, risking a
vicious wage-price spiral. Index thresholds were reached in July 2000, April 2001, and June
2002. Following the latest threshold reached, the growth rate of total compensation per
employee picked up strongly to more than 3% in July, while it had been on a downward trend
since mid-2001 in line with the economic slowdown.

5. No tangible progress has been made in terms of legislative reforms to adapt the
competition framework. The proposals of setting up a new independent competition authority,
abolishing fixed and monitored prices, and adapting the public procurement legislation have not
passed yet the legislative process. These deficiencies in the competition framework potentially
limit competition. In addition, the level of administrative burden bears on the business
environment. Because they have comparatively less resources than large companies, SMEs
suffer proportionally more from these administrative costs.

��� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. The general government balance has been in comfortable surplus for years in
Luxembourg. In 2001 the surplus even rose to a record 6.1% of GDP as the (lagged) impact of
buoyant activity and employment boosted government revenues while expenditure, though
growing at high rates, increased less fast. In 2002, the share of total expenditure stabilised at
around 40% of GDP, having fallen in from 45.1% in 1995.

7. According to the latest estimates available, the general government surplus would
decline to 0.5% of GDP in 2002. The decrease in the surplus partly reflects the operation of
automatic stabilisers in a weak economic environment and partly the lagged effects of the tax
reforms. According to the latest estimates by the Commission services the budgetary position is
forecast to deteriorate in 2003 to an estimated deficit of 1.8% of GDP, partly as a result of the
economic headwind which would lead to weaker revenue. In view of the high growth rates of
total expenditure according to the budget (8.2% in 2003) and the downside risks to revenue
posed by weaker-than-expected activity it is important that the Luxembourg authorities consider



79

timely measures, should they be necessary, to ensure that the nominal deficit would not
approach the 3% ceiling set in the Treaty.

8. Some progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Contain current government expenditure in 2003 in order to ensure
that the increase will not exceed that of total budget expenditure
and to this aim endeavour to overcome rigidities in specific kinds
of current expenditure.

Partial

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. According to the budget, in 2003 current government expenditure and total expenditure
would grow at the same 8.2% rate. This would be in keeping both with prevailing budgetary
rules and with the first part of the recommendation in the 2002 BEPGs. In interpreting these
numbers one has to bear in mind that particularly the estimates of investment expenditure in the
budget should be interpreted with due caution, since actual investment spending may deviate
substantially from the figures presented in the budget, largely due to the operations of
investment funds. That said, because of continued strong expenditure the ratio of total general
government expenditure to GDP is forecast to rise in 2003 to 45.2% of GDP, which is
approximately the level of the mid-1990s. In 2003, revenues would fail to keep up with fast
rising expenditure, mainly because of weaker than expected economic growth. Hence, as
regards the recommendation to overcome rigidities in current expenditure, some expenditure
restraint might be recommended not only in view of the current economic slowdown but also
from a longer-term perspective. The strong increases in government expenditure would pose a
significant concern should economic activity in the future fail to reach a rate consistent with a
mirror-image fast increase in revenues.
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Table 9.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�/X[HPERXUJ��

���� ���� ���� ���� ���� ����

Government balance 2 2.6 2.8 3.6 5.6 6.1 0.5

- Total revenue 47.7 46.6 45.2 45.4 46.5 44.1

Tax burden 3 42.4 41.6 40.8 41.3 41.8 40.8

- Total expenditure 45.1 43.8 41.7 39.8 40.4 43.5

Primary current expenditure 39.4 38.7 36.5 35.1 37.2 39.9

Interest payments 0.4 0.3 0.3 0.3 0.3 0.3

Investment 4.6 4.2 4.6 4.1 4.4 4.8

Primary balance 2 3.0 3.1 3.9 5.9 6.4 0.8

Government debt 5.6 6.1 6.0 5.6 5.6 4.6

Cyclically-adjusted balance 4 : : : : : :

Cyclically-adj. primary balance 4 : : : : : :

1RWH� For footnotes and source see Table 1.2 for Belgium.

��� (FRQRPLF�UHIRUPV

������ /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

10. Despite a small deterioration, the unemployment rate, despite edging upwards in 2002
to 2.3%, is still the lowest in the EU. Employment growth, estimated to be 2.8% in 2002, is by
far the highest among Member States. Employment rates, notably that of older workers (24.4%
in 2001) were, however, lower than in most EU Member States and below the average for the
EU as a whole in 2001.

11. Some progress was made in implementing the 2002 labour-market recommendation.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Intensify efforts to increase the national employment rate:
especially for older workers by reducing incentives for early
retirement, and by increasing incentives in pre-retirement and
disability pension schemes to remain in employment; and for
women by removing obstacles to their entry or re-entry to the
labour market (by, inter alia, increasing the availability of child
care facilities).

Partial

12. A tripartite working group was set up in order to propose measures which should be
adopted in order to increase the employment rate of the older workers. The conditions of
eligibility for a disability pension have been changed, e.g. by putting more weight on medical
examinations and measures for reintegration, preferably within the disabled worker’s old firm,
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have been introduced. The accrual rates of pension rights for those over 55 years of age who
remain in employment were raised. At the same time, the tax reform was completed. As regards
the increase of the female employment rate, improvements in child care arrangements and work
arrangements have been effected. Child care facilities are no longer a major problem for the
participation of women (the NAP states that the employment rate for women aged 25-54 was
64% in 2001 and that in most families with children, both parents worked), but the issue of the
labour force participation of older women is still pertinent.

Table 9.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU��/X[HPERXUJ

/X[HPERXUJ (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 59.5 58.7 62.7 62.9 : 59.9 64 : 72.5 73.1 :

Female ER 1 41.8 42.6 50.1 50.9 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 27.1 23.7 26.7 24.4 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 4.2 2.5 5.6 5.6 2.8 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 57.4 56.6 60.4 60 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 1.7 2.9 2.3 2 2.3 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 0.5 0.7 0.5 : : 5.2 3.2 : : : :

Youth UR (<25) 3.8 7.2 7.2 7.5 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 4.7 1.3 4.7 4.4 3.5 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 1.1 0.0 -1.2 6.7 5.4 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 1.1 -1.1 3.1 -4.3 -2.6 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 35.5 33.9e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 30.4 28.8e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 90.0 87.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 85.0 82.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

����� 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

13. The Luxembourg economy’s high openness (as measured by the total trade-to-GDP
ratio) stimulates competition on the product markets. This contributes to high labour
productivity. Prices are maintained around the EU average. The progressive liberalisation of
energy sectors in neighbouring countries and the liberalisation of its own telecommunications
sector have helped to keep prices in network industries along the EU average. However,
Luxembourg is lagging in terms of its transposition rate of EU Directives, the share of
advertised public procurement is decreasing, sectoral and ad hoc state aid, especially to
transport, has been rising, and the necessary legislative measures to adapt the competition
framework have not yet been taken. Finally, although administrative burden may not be
excessive in absolute terms, its relative weight for SMEs seems high and the time and cost to
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register a new company remain high. This bears on the development of entrepreneurship and
can contribute to explain why business investment is below the EU average.

14. Despite high internet access costs, IT penetration progresses well. Research offers a
mixed picture with a reasonably high level of patenting but deficiencies in high-tech sectors.
The transition to the knowledge-based economy could suffer from the low number of graduates
in sciences and of scientific publications. Finally, e-government started from a low level but is
slowly catching-up with EU standards.

15. Limited progress was made in implementing the 2002 product market
recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Implement the announced reform of competition legislation,
including the abolition of fixed and monitored prices, the
empowering of the competition authority to apply EC competition
law, and the reform of public procurement legislation.

Partial

½ Take measures to reduce the administrative burden for businesses,
including the time and cost required for registering a new
company, and to develop e-government.

Partial

½ Raise the transposition rate of Internal Market legislation with the
aim of achieving the target of 98.5% of Internal Market directives.

No new measures7

16. The recommendation on the reform of competition legislation dates from 2000 but no
decisive progress has been made. A draft legislation has been approved by the government in
September 2002 but has still to be adopted by the Parliament to abolish the old legislation on
fixed and monitored prices, and to reform the competition authority. The new legislation on
prices will reduce the scope of public intervention on prices as to improve effective competition.
The reform of competition authority consists in setting up a new independent competition
authority and an investigation body dependent from the Ministry of Economics. No new steps
have been made regarding the reform of the public procurement legislation, which is currently
debated in a parliamentary commission. Its aim is to align the national legislation with EU
directives, to update and clarify the current set of legislation, and to create a single legislative
framework applicable for all public authorities.

17. The administrative burden for businesses is still relatively high as indicated by the 2001
Enterprise policy scoreboard showing a high share of SMEs in Luxembourg picking it as one
major constraint for business performance. This situation is exemplified by the lengthy and
costly procedures necessary to register a new company in Luxembourg. In 2001, Luxembourg
has updated its 1996 action plan for SMEs. This included projects to decrease their number of
administrative formalities and to increase transparency in their relationships with the
administration, notably by setting up a one-stop-shop. However, few new measures have been

                                                
7 As regards the transposition of internal market directives, “no new measures” means that no

progress has been made in raising the transposition rate towards the 98.5% European Council
target.
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implemented in this area. E-government is developing with the progressive implementation of
projects in various fields such as VAT statements for individuals and companies, e-
procurement, or an electronic national register for the population.

18. According to the latest internal market scoreboard, the transposition rate of Internal
Market legislation was 97.7% in October 2002, down from 97.9% the previous year. The
sectors most concerned by the deficit are environment, chemicals, and transport, representing
half of the 34 directives not yet transposed.

Table 9.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�/X[HPERXUJ

/8;(0%285* (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 197.0 205.5 192.6 187.0 100.0 100.0 100.0 100.0
Relative price levels2 98.0 96.0 99.0 100.0 100.0

Total trade to GDP ratio (%)3 49.5 52.0 59.2 41.9 47.4 45.6

FDI share (BLEU)4 56.8 96.9 30.6 6.0 10.2 4.5

Cross-border M&A share5 0.6 1.3 1.8 100.0 100.0 100.0

Single Market Directives6 94.3 96.8 97.9 97.7 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 1.9 1.7 1.6 1.8 2.4 2.5

Sectoral and ad hoc State aids7 1.17 1.05 0.71 0.69

Prices in telecommunications8

- Local 0.37 0.37 0.31 0.31 0.41 0.41 0.41 0.39

- National 0.37 0.37 0.31 0.31 1.69 1.34 1.15 0.82

- Call to USA 2.74 2.06 1.44 1.44 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 100.0 100.0

- Long Distance 100.0 100.0

- International 89.0 89.0

Electricity prices10

- Households 10.72 10.48 11.38 11.48 10.48 10.40 10.33 10.33

- Industry users 7.30 6.95 6.40 6.45 6.32 6.44 6.33 6.20

Market share electricity (%)11

Public expenditure on education
- as % of total education spending12 86.5

- as a % of GDP 5.0 5.1

S&T graduates13 1.8

R&D expenditure7 1.36 1.93 1.93 1.94

Internet access at home14 17.0 36.3 43.6 55.0 12.0 28.4 36.1 40.4

Patent applications15 200.5 198.7 211.3 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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��� 1(7+(5/$1'6

���� 0DFURHFRQRPLF�FRQWH[W

1. Following a number of years in which real GDP growth exceeded the EU average, the
Dutch economy slowed down markedly in 2001 as real GDP growth fell to 1.3%. The
slowdown continued into 2002. In the third quarter of 2002, economic growth hovered around
zero in quarter-on-quarter terms for the fifth consecutive quarter. For the year 2002 as a whole,
real GDP growth is expected to reach a mere 0.2%. As elsewhere in the EU, the slowdown in
activity was to a large extent due to the deceleration in international trade. The decline in
exports was accentuated by the deterioration in external competitiveness and the consequent
losses in export market share. In addition, domestic demand and in particular private
consumption has also weakened considerably. Private consumption growth has been lacklustre
on the back of the significant declines in consumer confidence, rising household savings, signs
of a reversal on the labour market as the unemployment rate started to rise, and the negative
impact of high inflation on household real disposable income. Moreover, the slump on equity
markets and the moderation on the housing market led to the fading out of wealth effects that
had boosted private consumption. A deterioration in profits and slow growth put downward
pressure on investment. Investment growth was strongly negative in the first two quarters of
2002 reflecting weak business confidence, lower than expected corporate profits, uncertainty
partly resulting from the turmoil in financial markets, losses in external competitiveness, and
sluggish housing investment. HICP inflation is expected to moderate and average 3.9% in 2002,
following a peak of 5.1% in 2001. However, compensation per employee, which had
accelerated significantly since 1997-1998, is expected to react only with a lag to the easing of
the labour market.

Table 10.1: (FRQRPLF�GHYHORSPHQWV�LQ�WKH�1HWKHUODQGV��

������� ���� ���� ���� ����

Real GDP 2.9 4.0 3.3 1.3 0.2

Domestic demand 2.6 4.3 2.7 1.4 0.4

Private consumption 2.6 4.2 3.4 1.4 1.4

GFCF (Investment) 3.3 7.8 3.5 -0.8 -3.3

Exports (G&S) 7.5 5.1 10.9 1.7 -1.6

Imports (G&S) 7.1 5.8 10.6 1.9 -1.4

Inflation 
2

1.7 2.0 2.3 5.1 3.9

Compensation/employee 2.5 3.7 4.6 5.0 5.1

1RWH� For footnotes and source see Table 1.1 for Belgium.

���� .H\�FKDOOHQJHV

2. The key challenges for the Netherlands as identified in the 2002 BEPGs include the
need to address labour market participation and labour productivity growth.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�WKH�1HWKHUODQGV

• Drawing currently inactive people into the labour market by reforming further the benefit
systems, in particular the disability scheme, to make work pay and tackling disincentives to
labour market participation.

• Tackling the relatively slow labour productivity growth, stemming, LQWHU�DOLD� from the low
level of competition in certain services sectors; insufficient business investment, particularly
in R&D; and a relatively poorly performing high-tech manufacturing sector.

3. In view of the ageing of the population, there is a need for a further increase in labour
force participation and employment over the medium term. There is a substantial untapped
reserve of labour among the noticeable number of benefit claimants. As much as 7% of the
labour force receives unemployment benefits and social assistance. An even higher and growing
share of the working age population (about 13% or 1 million persons) receives disability
benefits, although 27% of those receiving benefits are only partially disabled and still work. The
number of new claimants has approached 100,000 a year, notwithstanding some minor
adjustments at the margin of the system (stricter medical examination, partial shift of the burden
to enterprises), made by the former government.

4. The combination of relatively high wage increases and a relatively slow productivity
growth threatens to reduce the competitiveness of the economy. The slow growth of labour
productivity may be attributed, among other things, to the low level of competition in certain
services sectors, insufficient business investment, particularly in R&D, and a relatively poorly
performing high-tech manufacturing sector.

���� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

5. The situation of Dutch public finance improved markedly between 1995 and 2000: the
general government balance reached a surplus in 1999, which widened to 1.5% of GDP in 2000
(excluding revenues from the auction of UMTS licenses of 0.7 percentage point of GDP).
However, in 2001 the surplus decreased markedly to 0.1% of GDP, on the back of the economic
slowdown. Due to diminishing deficits and strong real as well as nominal GDP growth, the debt
ratio decreased significantly in 2000 and 2001 by a cumulative 10.3 percentage point of GDP to
reach 52.8% in 2001. Against the backdrop of the economic slowdown, a challenge for the
Dutch government is to leave some scope for automatic stabilisers to work while avoiding too
sharp a deterioration of the general government balance, in view also of the need to reduce the
debt level markedly in the medium term in order to cover the costs of ageing.

6. According to the latest estimates available for 2002, the general government would
have a deficit of 0.8% of GDP. This partly reflects the operation of automatic stabilisers in a
weak economic environment. Because of weak growth and the re-occurrence of a deficit, the
pace of debt reduction will be relatively slow. In 2002 the general government debt ratio is
forecast to decrease by 1.8 percentage point of GDP, to 51.0%. In the 2003 budget, the new
Dutch government introduced expenditure cuts and tax increases with the aim to avoid a further
increase of the deficit in 2003. Tax increases will mainly take the form of an elimination of
personal and corporate income tax deductions and an increase in medical insurance premiums.
Expenditure cuts relate to the number of civil servants, subsidies, and the flow of income from
the central government to the regional and local authorities.
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7. Some progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure that the budgetary stance in 2002 does not contribute to
inflationary pressure, should they persist notably as a result of
excessive wage increases.

In progress

½ Avoid a deterioration of the government balance in 2003 and, to
this end, contain current government expenditure within clearly
defined ceilings set in real terms.

Partial

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

8. In 2002 the overall budgetary stance was rather restrictive, judging from the forecast
improvement of the cyclically adjusted general government deficit from 1.2% of GDP in 2001
to 0.6% of GDP this year. Moreover, in 2002 fiscal policies had a very limited direct upward
impact on inflation, in contrast to 2001 when increases in indirect taxes and energy taxes were
responsible for a significant upward effect. However, for 2002 the CPB estimates that the
increase of total compensation per employee in the public sector remained high at around 6½%,
even exceeding the increases in the private sector of around 5%. In combination with sluggish
productivity growth strong overall compensation growth means that wage costs accounted for a
substantial part of the total increase of consumer prices in 2002. Admittedly, the direct impact
of public wages on inflation is relatively limited, but strong increases in public wages might
lead to higher wage growth in the private sector. The 2003 budget introduces a number of
measures to help contain inflationary pressures. This regards in particular some measures and
proposals aimed at raising the effective labour supply as well as the limitation of contractual
wage increases in the public sector to a maximum of 2¾%. In addition, agreement was reached
with the social partners that wage increases in 2003 should be kept below inflation (estimated at
2½%).

9. Partly as a result of the economic headwind, in 2003 the budgetary position will
probably deteriorate in nominal terms. According to the latest estimates by the Commission
services the general government deficit would increase to 1.2% of GDP, against 0.8% of GDP
in 2002. However, while the actual budget deficit is likely to increase next year, the budget
entails an important improvement in the underlying deficit. According to Commission services’
computations, the worsening of the actual balance by 0.4 percentage point of GDP would in
cyclically-adjusted terms correspond to an improvement, from -0.6% of GDP in 2002 to 0.0%
of GDP in 2003. The 2003 budget contains clearly defined expenditure ceilings. According to
the projections in the budget this would imply a stable general government balance in 2003.
However, as noted above in view of weaker expected activity than entailed in the projections
underlying the budget, it is likely that this target will not be met in the absence of additional
measures, primarily due to a (largely cyclically determined) shortfall in revenues.
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Table 10.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�WKH�1HWKHUODQGV��

���� ���� ���� ���� ���� ����

Government balance 2 -4.2 -1.1 0.7 2.2 0.1 -0.8

- Total revenue 47.3 47.1 47.6 47.4 46.5 46.2

Tax burden 3 40.6 40.7 41.7 41.5 40.0 39.7

- Total expenditure 51.4 48.2 46.9 45.3 46.4 47.0

Primary current expenditure 41.5 39.5 38.3 37.6 37.9 38.7

Interest payments 5.9 5.2 4.5 3.9 3.5 3.3

Investment 3.0 2.9 3.0 3.2 3.4 3.4

Primary balance 2 1.7 4.1 5.1 6.1 3.6 2.5

Government debt 77.2 69.9 63.1 55.8 52.8 51.0

Cyclically-adjusted balance 4 -3.7 -1.4 -1.2 -0.6 -1.2 -0.6

Cyclically-adj. primary balance 4 2.7 4.3 3.3 3.3 2.3 2.7

1RWH� For footnotes and source see Table 1.2 for Belgium.

���� (FRQRPLF�UHIRUPV

������� /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

10. The Dutch labour market remains one of the best-performing in the EU, with
employment rates already above the Lisbon targets for the EU as a whole and the lowest
unemployment rate in the European Union, although the very high number of persons claiming
disability benefits points to some pockets of hidden unemployment. In addition, the Netherlands
has a very high share of part-time employment, so that the employment rate in full-time
equivalents is actually much lower. In 2002 the cyclical slowdown brought to a halt the labour
market tightness, which had been a major driving force behind strong wage increases and loss
of competitiveness over recent years. Employment growth slowed down markedly, as a lagged
result of the deterioration of economic activity since mid-2001. For the first time in many years,
unemployment started to grow (from 2.4% in 2001 to 3% in 2002).

11. Some progress was made in implementing the 2002 labour market recommendation.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Make work pay via reforms of benefit eligibility, conditionality
and rules for cumulation of benefits. Carry through and implement
a reform of the disability scheme, thereby, in view of the size of
the stock of recipients, paying attention to both the inflow and to
the activation of those who already receive benefits.

Partial
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12. The new government planned some new measures in order to strengthen work
incentives for benefit recipients, older workers and low wage earners. A re-centralisation of
social assistance was on the agenda, in order to give more coherence to the “make work pay”
policy (tackle the unemployment and poverty traps). This is because the central government has
neither complete and clear information nor adequate tools to assess and to address disincentive
effects created at the local level (due to a cumulation of income measures taken by national and
local governments). Furthermore, to make work pay, the draft 2003 budget makes provision for
a gradual increase of the labour tax credit, and in 2005 the abolition of local taxes on housing
real estate (2=%) (which, being means-tested, contribute to creating inactivity traps). To finance
the increased labour tax credit (“in-work benefit”), there is a plan to gradually abolish a variety
of subsidised employment schemes (criticised during the period of labour shortages), such as
the tax rebate for employers that recruit low-paid workers, long-term unemployed and older
workers. Previous exemption from compulsory job-search for the older unemployed (over 57.5)
should be eliminated, in order to reduce the early outflow of older workers from the labour
market. A substantial revision of the disability scheme (:$2) was also a priority. Both the new
government proposal and the social partners’ agreement reached in March 2002 focus on
reducing the number of new benefit claimants. However, the current low participation of
disability benefit recipients in reintegration programmes leaves serious doubts about the
effectiveness of present policy efforts to increase the outflow from the disability scheme..
However, most of the planned reforms mentioned in this paragraph have yet to become
effective. As a result, the cumulative effect of different benefit schemes, including local
subsidies, continues to create inactivity traps.

Table 10.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU��1HWKHUODQGV

1HWKHUODQGV (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 61.3 64.5 72.9 74.1 : 59.9 64 : 72.5 73.1 :

Female ER 1 47.1 53.6 63.5 65.2 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 29.4 29.1 38.2 39.6 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 2.6 2.0 1.9 1.8 0.3 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 49.3 51.4 57.5 58.1 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 5.8 6.6 2.8 2.4 3.1 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 3.3 3.1 1.1 0.8 : 5.2 3.2 : : : :

Youth UR (<25) 8.1 11.4 5.6 5.5 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 3.3 1.5 4.6 5.0 5.1 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 -0.4 -1.4 -1.0 0.3 1.3 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 1.4 0.9 1.4 -0.5 -0.1 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 45.1 42.3e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 40.6 36.8e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 82.0 89.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 86.0 88.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.
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������ 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

13. The Dutch economy’s high openness (in terms of its total trade-to-GDP ratio) stimulates
competition in sectors producing tradable goods and services, maintaining prices in line with the
EU average. However, in some areas competition and market contestability could still be
improved and innovation promoted, while levels of regulation in certain sectors remain
relatively high. These factors contributed to a further fall in labour productivity per employee
below the EU average in 2002. Liberalisation of the energy sector has proceeded quickly, with
almost 2/3 of both electricity and gas markets open to competition, but plans for further
liberalisation have been on hold pending new elections. The transposition rate of Internal
Market directives remained above 98.5%, while the time to start-up a new company was
reduced from 4-5 weeks to 1 week.

14. The Netherlands has an efficient R&D sector, creating high numbers of patents (per
million population) from total investment levels only slightly above EU average. However, the
proportion of business expenditure on R&D was significantly below EU average. Human capital
may be a constraint on future innovation potential, as the level of new science and technology
graduates aged 20-29 was just above half the EU average, with no improvements in 2000.
Internet penetration in households was very high in 2002, and the level of household internet
access by cable/modem exceeded all other EU member countries. However, cable prices for
broadband internet access were among the highest in the EU, and could restrain further
development.

15. Some progress was made in implementing the 2002 product market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Create the conditions for a further increase in business investment
in R&D by taking measures to raise the number of science and
technology graduates entering into the labour force and by
promoting a more technology-oriented education.

Partial

½ Address market regulations which may impair competition in
service sectors, including notaries, childcare, taxis and broadband
internet.

In progress

½ Take further measures to develop e-government and to reduce the
administrative burden on business, including the time and cost
required for registering a new company.

Partial

16. No concrete measures to raise the number of science and technology graduates have
been implemented in 2002. However, the government has indicated that efforts will be made to
combat the shortage of inflows into science and technical courses and to increase the outflows
of graduates into research jobs, despite reductions in innovation subsidies and university
support. Moreover, the government and five large companies recently have signed an agreement
aimed at stimulating the interest of the youth in science and technology. Measures to tackle the
low proportion of researchers have focused on oversees recruitment, as the number of work
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permits for scientific researchers doubled since the mid-1990s. At the higher education level,
university-business links have been developed through the expansion of targeted funding and
large technological institutes. The ICT at School Foundation is designed to support the use of
ICT in primary and secondary education. The number of internet computers per 100 pupils
increased in 2002, but the gap below the EU average remained the same.

17. The Market Forces Deregulation and Legislative Quality Project (0':) has been the
principal mechanism since 1994 for examining sector specific competition problems in the
Netherlands. In the notarial sector, access thresholds are being lowered and competition will be
introduced for the first time. The government intends to reform the financing of childcare by
2004, with personal budgeting and national quality standards. The taxi market has also been
liberalised and barriers to entry reduced, but the monitoring of developments shows that the taxi
market is still not functioning as well as it should. Most broadband access is by cable, where
high prices result from the strong regional market shares of the three main providers. Access by
ASDL is below EU average, due to difficulties in unbundling the local loop, despite full
telecoms liberalisation in 1998. In November 2002, an internet access bill was presented to
Parliament with the aim of promoting competition in the internet access market through
improving access to the cable for internet providers. An agreement with the main cable
providers to restructure cable subscriptions and open up cable networks has since been signed.

18. Few measures were introduced in 2002 to develop e-government, and with only a small
increase in the online availability of public services the Netherlands fell to second lowest in the
EU. This is despite strong demand amongst the public for e-government, as shown by the high
access figures for existing sites and the high level of internet access in homes. In 2003 the
government intends to introduce Public Key Infrastructure to provide the basis for an expanded
range of secure e-government services. The Advisory Board for the Assessment of
Administration Costs estimated that significant administrative costs have been saved since
1994. The time required for starting up a business has been reduced in 2002 from 4-5 weeks to 1
week. Other projects have also been launched to reduce administrative burdens. However, the
target to cut the burden of red tape on the private sector by 25% compared with 1994 by the end
of the previous government was not met, and has been extended to 2006.   
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Table 10.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�7KH�1HWKHUODQGV

7+(�1(7+(5/$1'6 (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 97.8 95.2 98.1 95.5 100.0 100.0 100.0 100.0
Relative price levels2 97.0 100.0 99.0 100.0 100.0

Total trade to GDP ratio (%)3 53.3 60.9 57.5 41.9 47.4 45.6

FDI share (BLEU)4 10.3 15.7 13.3 6.0 10.2 4.5

Cross-border M&A share5 7.2 8.9 11.3 100.0 100.0 100.0

Single Market Directives6 97.2 97.5 98.7 98.7 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 1.2 2.2 2.6 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.82 0.82 0.71 0.69

Prices in telecommunications8

- Local 0.32 0.30 0.31 0.32 0.41 0.41 0.41 0.39

- National 0.64 0.42 0.47 0.48 1.69 1.34 1.15 0.82

- Call to USA 0.90 0.78 0.78 0.76 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 99.0 99.0

- Long Distance 95.0 79.0

- International 80.0 69.0

Electricity prices10

- Households 8.17 10.75 8.87 9.07 10.48 10.40 10.33 10.33

- Industry users 5.78 7.53 6.21 6.32 6.44 6.33 6.20

Market share electricity (%)11 79.1

Public expenditure on education
- as % of total education spending12 89.7 86.5

- as a % of GDP 4.8 4.9 5.0 5.0 5.1

S&T graduates13 5.8 5.8 6.1

R&D expenditure7 2.02 1.93 1.93 1.94

Internet access at home14 21.0 54.8 58.5 65.5 12.0 28.4 36.1 40.4

Patent applications15 197.3 228.8 242.7 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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��� $8675,$

���� 0DFURHFRQRPLF�FRQWH[W

1. In 2002, economic performance was very weak in line with international developments,
with GDP growth at some ¾% remaining roughly unchanged compared with the previous year,
because of a sharp fall in domestic demand growth owing to sluggish household demand and
falling investment. Private consumption grew at about half the rate of 2001, with disposable
income of households being squeezed by weak employment growth, rising unemployment and
higher than anticipated inflation. Investment declined markedly, with construction suffering
from excess supply of new homes and budgetary restraint, while equipment investment plunged
owing to deteriorating demand expectations. Although the rise in exports decelerated sharply,
the growth contribution from the external sector increased on the back of falling imports. Weak
growth affected the labour market, leading to a sharp increase in unemployment, with the
jobless rate staying nonetheless significantly below the EU average. Notwithstanding a
temporary acceleration in August, inflation eased and the HICP is expected to rise at an average
rate of 1.9% in 2002.

Table 11.1: (FRQRPLF�GHYHORSPHQWV�LQ�$XVWULD�

������� ���� ���� ���� ����

Real GDP 2.0 2.7 3.5 0.7 0.7

Domestic demand 2.2 2.9 2.7 -0.1 -0.3

Private consumption 2.2 2.3 3.3 1.5 0.8

GFCF (Investment) 2.2 2.1 5.9 -2.2 -2.6

Exports (G&S) 5.4 8.5 13.4 7.4 0.1

Imports (G&S) 5.8 9.0 11.6 5.9 -1.8

Inflation 
2

1.9 0.5 2.0 2.3 1.9

Compensation/employee 3.1 2.3 2.1 1.8 2.6

1RWH� For footnotes and source see Table 1.1 for Belgium.

���� .H\�FKDOOHQJHV

2. The key challenges for Austria as identified in the 2002 BEPGs include the need to
address longer-term budgetary sustainability, competition in some sectors and improving the
weak technology base.

.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�$XVWULD

• Ensuring the sustainability of public finances in the medium and long term, in particular in
view of high and rising outlays for pension benefits and continued very low employment
rates in higher age brackets

• Strengthening the development of effective competition in some sectors.

• Continuing improving the weak technology base, which risks endangering the transition to a
knowledge-based economy.
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3. Unless structural expenditure reform is stepped up, budgetary imbalances are likely to
re-emerge in the short- and medium-term. The mostly revenue-based budgetary consolidation in
the year 2001, although contributing importantly towards achieving a balanced budget, is not
fully sustainable. Moreover, in the long term, population-ageing will exert upward pressure on
expenditures. The Austrian Pension Strategy Report estimated ageing-related public spending to
increase by 5% of GDP between 2005 and 2040, based, however, on optimistic assumptions
concerning employment rates. The improvement in the cyclically-adjusted budgetary balance
compared with 2000 is a necessary step towards meeting the demographic challenge. This
challenge derives not only from future higher spending on pensions and health care, but also
from the current level of pension spending, which as a share of GDP remains one of the highest
in the EU, even after the pension reform of 2000. At the same time, the employment rate of
older workers is, at 29%, very low. As a consequence, in order to avoid substantial increases in
an already high tax burden, employment rates, especially among women and older workers, will
need to go up. This requires, LQWHU� DOLD, that tax and pension schemes provide appropriate
incentives for older workers to remain longer in the labour market. In the light of the low
effective retirement age, much remains to be done to put the pension system on a sustainable
footing. In addition, new child-care allowances introduced in 2002 may have an ambiguous
effect on the female participation rate. Recent measures regarding health care go into the right
direction, but additional efforts are needed to contain the strong expenditure pressures that
already exist and will also arise from an ageing population.

4. The slow development in the application of some Single Market rules has the potential
to adversely affect competition and the smooth functioning of the Single Market. Firstly,
following a period of efforts to improve the transposition rate of Single market directives, the
latest figures show that this rate is stable at 97.1%, below the 98.5% target. Secondly, although
the recent establishment of a new independent federal Competition Authority is a major step to
improve the competition framework, market concentration and price remain high in some
sectors, suggesting a lack of effective competition.

5. The conditions for a rapid transition to the knowledge-based economy are not yet fully
in place. Business spending on R&D is below the EU average and the same diagnosis applies to
IT expenditures. These weaknesses are translated into a narrow technology base, which results
in a structural account deficit (i.e. an account deficit corrected for the effects of the business
cycle). New financial resources have been devoted to current and new programmes, which start
improving Austria’s performances. These measures are structural and of a long-term nature, so
that it is too early to see their effects. However, a current concern is the lack of systematic
assessment of the initiatives and of co-ordination of innovation and technology strategies at the
national and regional level.

���� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. The year 2002 was characterised by three factors with budgetary consequences: First,
the flood disaster in August devastating major regions; second, two fiscal stimulus packages;
and third, the collapse of the Austrian government in September, which lead to early
parliamentary elections end of November. In the light of the cyclical downturn, two “stimulus
packages”, adopted in December 2001 and September 2002, are intended to temporarily
increase private investment and foster human capital formation and innovation by preferential
tax treatment. In addition, a new pension savings scheme was introduced, aiming at
strengthening the third pillar of the pension system. While both packages are estimated to
burden the budget by about a ¼% of GDP on a permanent basis, the year 2002 is little affected.
In the aftermath of the floods, the Austrian government passed a generous emergency aid
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package, totalling some 0.6% of GDP, affecting mainly the years 2002 and 2003. The
government’s breakdown rendered the time for policy action particularly short, since Parliament
dissolved in mid-September, before the budget for 2003 was passed. To a large extent, the very
factors which helped attain budgetary balance in 2001, also affected the budgetary outcome in
2002, but with reverse sign, underlining the fragility of the earlier progress.

7. The budgetary developments in both 2001 and 2002 are substantially influenced by
special factors. In 2001, general government finances improved from a deficit of 1.5% of GDP
(including UMTS proceeds) to a balanced position. This favourable outcome, however, was
mainly due to higher than expected tax revenue brought about by new interest charges on tax
arrears and an obligatory increase in advance tax payments. In 2002, by contrast, the budgetary
position weakened substantially to a deficit of 1.8% (ESA 95 definition, disregarding swap
operations), thereby deviating significantly from the target of a balanced budget set in the
stability programme of 2001. More than half of this deterioration is due to revenue shortfalls,
above all a negative “echo-effect” related to the tax regime shift in 2001 and the economic
slowdown, in particular the weakness of domestic components. Moreover, expenditure could
not be contained as expected, despite the continued effects of the pension and the administrative
reform. Apart from the two stimulus packages and an emergency aid package related to the
recent flood disaster, of which some 0.3 percentage points of GDP affect the year 2002, social
security spending increased more strongly than the authorities had anticipated. Moreover, the
surplus at the /lQGHU level declined from 2001.

8. Limited progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Implement measures leading to structural expenditure savings,
especially at lower levels of government, so as to meet the target of
a balanced budget in 2002 and 2003 set in the updated stability
programme of December 2001.

Partial

½ Ensure that the planned reduction in the high tax burden enhances
incentives to work and invest and does not conflict with the target
of maintaining budgetary balance; this requires additional savings
efforts at all levels of government.

No new measures

½ Review the public pension system to ensure the sustainability of
public finances, addressing in particular the low average effective
retirement age and the level of pension benefits.

No new measures

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. In 2002, the reduction in public sector staff progressed as planned, in some cases by
shifting activities off the budget. By contrast, the stimulus packages will permanently increase
expenditures. At lower levels of government, little, if any, progress was made in planning or
implementing savings measures.

10. In the face of the sharp increase in the tax burden by 2 percentage points to some 46%
of GDP in 2001, the former Austrian government planned to reduce the tax burden to 40% of
GDP by the end of this decade. Yet, in 2002 no concrete measures targeting the tax burden in a
systematic way were taken. However, as a side effect, the fiscal stimulus packages included
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permanent tax reductions (though different ones than originally planned), but were not matched
by additional expenditure cuts and thus weakened the structural budget balance. The political
discussion on an income tax reform, while not the cause, actually triggered the government’s
breakdown.

11. Concerning the public pension system, no new reform steps were planned or taken.
Despite the pension reform in 2000 gradually raising the age limit for early retirement, the
actual average effective retirement age has not gone up and is still low by EU comparison, at 58
years. Under a gradual retirement scheme for older workers (“$OWHUVWHLO]HLW”), employees
(women as of the age of 50, men as of 55) would in principle work part-time for a period of 6½
years and receive a compensation for reduced earnings. In practice, however, the system is front
loaded, i.e. working time is not reduced over the entire period, but a great majority actually
works full time at the beginning of the 6½ year period and concentrates the working time
reduction at the end. Thereby, the increase in the statutory early retirement age, introduced by
the pension reform of October 2000, is being undermined.

Table 11.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�$XVWULD��

���� ���� ���� ���� ���� ����

Government balance 2 -5.3 -2.0 -2.3 -1.5 0.2 -1.8

- Total revenue 52.0 52.1 51.8 51.2 52.4 51.0

Tax burden 3 42.7 44.7 44.5 44.0 46.0 44.4

- Total expenditure 57.3 54.1 54.0 52.7 52.3 52.8

Primary current expenditure 45.4 43.7 44.0 43.2 43.7 44.0

Interest payments 4.4 4.0 3.5 3.5 3.4 3.8

Investment 3.1 2.0 1.7 1.5 1.2 1.2

Primary balance 2 -0.9 2.0 1.3 2.0 3.6 2.1

Government debt 69.2 64.7 64.9 63.6 63.2 63.2

Cyclically-adjusted balance 4 -5.1 -1.6 -2.5 -2.5 0.0 -1.6

Cyclically-adj. primary balance 4 -0.7 2.4 1.1 1.1 3.4 2.2

1RWH� For footnotes and source see Table 1.2 for Belgium.

���� (FRQRPLF�UHIRUPV

������� /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

12. Austria’s overall employment rate of 68.4% is close to the Lisbon target set for the EU,
although it remained practically unchanged in 2001 for the second year in a row. While the
female employment rate increased slightly to 60.1%, the already-low employment rate of older
workers decreased further to 28.6%. Overall, employment growth slowed down in 2001 and this
year, but Austria remains among the best performing countries in terms of unemployment. The
cyclical slowdown affects young people in particular, although the level of youth
unemployment, at 5.8% in 2001, also remains among the lowest in the EU.
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13. Limited progress was made in implementing the 2002 labour market recommendation.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Speed up reform of tax and benefit systems to remove
disincentives for older workers to remain active in the labour
market.

No new measures

14. The 2000 pension reform was followed by some additional adjustments in 2001; the
government is now relying on allowing these measures to take effect. In 2002, the
unemployment of older workers increased faster than average unemployment. The temporary
prolongation of benefit duration introduced in the context of the pension reform, in order to
compensate for otherwise imminent losses of income, is likely to have translated into a higher
number of older workers registered as unemployed. The old-age part-time scheme turned out to
be much more costly than expected, and has been largely used as a substitute for early
retirement. Consequently, the government has announced its intention to reform the scheme.
The reduction of non-wage labour costs had to be postponed to 2004. New active labour market
measures were introduced in September 2002. Under the newly generalised severance pay
scheme, workers can transform rights to severance pay into additional pension rights.
Impediments to mobility are reduced by making the system employer-independent.

Table 11.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�$XVWULD

$XVWULD (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 : 68.7 68.4 68.4 : 59.9 64 : 72.5 73.1 :

Female ER 1 : 59.1 59.6 60.1 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 : 30.1 28.8 28.6 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 1.6 -0.4 1.3 0.5 0.1 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent : 65.8 63.5 63.4 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 3 3.9 3.7 3.6 4.3 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 : 1 1 0.9 : 5.2 3.2 : : : :

Youth UR (<25) : 5.6 5.3 5.8 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 5.4 4.5 2.1 1.8 2.6 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 -1.1 -0.1 -1.5 0.0 0.5 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 3.1 2.0 2.2 0.2 0.6 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 44.9 44.7e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 40.1 39.9e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 71.0 76.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 57.0 61.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.
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������ 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

15. Although Austria is progressively taking advantage of its geographic position to reap
the full benefits of increased trade with neighbouring candidate countries, its economy remains
relatively less open than other smaller Member States (as measured by the total trade-to-GDP
ratio). Productivity has slightly improved and consumer prices have declined below the EU
average. Following electricity in 2001, gas has been fully opened to competition in October
2002, making Austria the third Member State to have completed the full liberalisation of the
demand side of its energy sectors. The share of public procurement advertised has significantly
improved but remains slightly below the EU average. A new legislation has been passed to
streamline federal and regional public procurement. The transposition rate of Internal Market
legislation has stagnated below the target of 98.5%. Effective competition is deficient in some
sectors of the economy but the new competition authority is a major step that will help to
address this problem. Administrative burden for business is high, contributing to a low,
although increasing, level of entrepreneurship. Nevertheless, a new set of legislation to
streamline and simplify procedures has been introduced in 2002 and could improve the
situation.

16. The weak effective competition in some sectors puts too little pressure on the business
sector to innovate and to invest in research. Austria had traditionally low levels of IT and R&D
expenditures, especially in high tech sectors. New initiatives and financial resources since the
late nineties slowly start to translate into tangible impacts on the economy. Prices for local
telecommunications remain among the highest in the EU. However, cable and ADSL
technologies act as substitutes to dial-up access and have helped the development of the internet
and of e-commerce.

17. Some progress was made in implementing the 2002 product market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Continue to implement measures aimed at promoting and diffusing
ICT and R&D in businesses, in order to increase business
expenditure on R&D as a percentage of GDP.

In progress

½ Improve Austria’s integration within the Internal Market by
accelerating the transposition of Internal Market directives with the
aim of achieving the target of 98,5% of Internal Market directives
and by ensuring a full application of Community rules on public
procurement by all levels of public authorities.

Partial

½ Improve the regulatory framework by increasing the effective
powers of the telecommunications regulator.

No new measures

½ Further implement measures to reduce the administrative burden
on business, including the time and cost required for registering a
new private limited company.

In progress
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18. In 2002, Austria has continued to take measures aimed at promoting innovation and
research. An important tool has been the extension of the tax allowance for innovation
expenditures. The Innovation Agency plays a key role by channelling programmes to help
innovative companies to finance their activities, to grow, to access relevant information and best
practices, to cope with administrative procedures and to patent and promote the
commercialisation of their research. Substantial additional financial resources were allocated in
March 2002 to current and new programmes to reach the target of R&D expenditure of 2.5% of
GDP by 2005. Indicators on innovation and research are improving and concerns are now
shifting to the lack of systematic monitoring, reporting and assessment of the programmes. The
co-ordination of innovation and technology policy strategies on the national and regional level
is expected to improve thanks to the establishment of the “$XVWULD�:LUWVFKDIWVVHUYLFH��$:6�”,
which will integrate and co-ordinate different financing bodies, among which the Innovation
Agency.

19. According to the latest internal market scoreboard, the transposition rate of Internal
Market legislation was stagnant at 97.1% in October 2002. The sectors most concerned by the
deficit are phytosanitary legislation, social policy, and food legislation, representing over the
half of the 42 directives not yet transposed. Although improving, the value of public
procurement being advertised remains below the EU average. However, Austria passed a new
Federal Procurement Act to carry out an extensive reform of the public procurement legislation
with the aim to streamline the Federal and Regional procurement legislation into a single
legislative piece, ensuring a full application of Community rules by all levels of authority. The
new act entered into force in September 2002 at the Federal level and will be applied by the
/lQGHU�by mid-2003.

20. In the telecommunications sector, no improvements have been reported regarding the
difficulties for the effective enforcement of legal obligations and the length of proceedings
before the Courts, which leads to legal uncertainty. These problems, which have been to some
extent acknowledged by the Austrian authorities, clearly remain some of the key regulatory
issues which still needs to be addressed in the Austrian telecommunications sector. As a likely
consequence of this deficiency, prices for local calls are high in comparison with the EU
average.

21. The traditionally high administrative burden for business, including the time and cost
required for registering a new private limited company, had until recently translated into low
levels of entrepreneurship. New measures have been taken in 2002 to liberalize access to
professions, create a one-shop-stop administrative point for creating businesses, to allow
electronic registration and to lower the cost of starting a new business and taking over an
existing enterprise. These measures are already starting to translate into an increased number of
start-ups.
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Table 11.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�$XVWULD

$8675,$ (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 96.0 99.8 97.3 98.3 100.0 100.0 100.0 100.0
Relative price levels2 101.0 97.0 98.0 100.0 100.0

Total trade to GDP ratio (%)3 32.8 37.0 38.5 41.9 47.4 45.6

FDI share (BLEU)4 1.4 4.6 3.1 6.0 10.2 4.5

Cross-border M&A share5 0.2 0.8 0.7 100.0 100.0 100.0

Single Market Directives6 96.3 97.1 97.1 97.1 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 1.3 2.3 2.4 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.83 0.77 0.71 0.69

Prices in telecommunications8

- Local 0.80 0.64 0.64 0.69 0.41 0.41 0.41 0.39

- National 2.30 1.84 0.77 0.77 1.69 1.34 1.15 0.82

- Call to USA 6.08 4.32 4.32 4.31 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 85.0 85.0

- Long Distance 85.0 85.0

- International 85.0 85.0

Electricity prices10

- Households 9.79 9.52 9.47 9.32 10.48 10.40 10.33 10.33

- Industry users 7.49 6.32 6.44 6.33 6.20

Market share electricity (%)11 21.4 32.6

Public expenditure on education
- as % of total education spending12 95.4 86.5

- as a % of GDP 6.3 5.3 5.0 5.1

S&T graduates13 6.8 7.1

R&D expenditure7 1.83 1.80 1.86 1.93 1.93 1.94

Internet access at home14 12.0 38.0 46.2 49.1 12.0 28.4 36.1 40.4

Patent applications15 140.3 158.4 174.2 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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��� 32578*$/

���� 0DFURHFRQRPLF�FRQWH[W

1. After a period of strong growth driven by buoyant domestic demand, economic activity
started to decelerate in the second half of 1999. The economic slowdown continued
uninterrupted into 2002. The pace of growth declined from an average of 3¾% per year in 1999-
2000 to 1.6% in 2001, and is estimated at around ¾% in 2002. This basically reflects faltering
domestic demand, which was only partly offset by a rise in the contribution to growth from the
net foreign balance. Private sector agents have increased saving in order to redress their balance
sheets, following the sharp rise in indebtedness in recent years. The balance of payments deficit
is expected to narrow from 8¾% of GDP in 2000 to an estimated 6% in 2002. The trade balance
is estimated to improve in 2002 due to low import growth, following the slowdown in domestic
demand, and the current process of substituting exports for domestic demand as the major
source of growth. In addition, capital transfers associated with the third Community Support
Framework are expected to be normalised in 2002, more than offsetting the projected
deterioration in the incomes balance. Following a number of temporary factors that pushed up
consumer price inflation in 2001, inflationary pressures subsided since the second quarter of
2001, and despite a 2 percentage points rise in the standard VAT rate to 19% as from June 2002,
HICP has only slightly increased in the second half of 2002, suggesting that producers have
only partly passed on to consumers the VAT rise. On a 12-months average, consumer price
inflation is estimated to decline from 4.4% in 2001 to about 3½% in 2002. Labour market
tensions eased somewhat during 2002, following the weakening of cyclical conditions, which
brought about a slowdown in employment creation from 1.6% in 2001 to an estimated ¾% and
a moderate rise in the unemployment rate to 4½% of the active population.

Table 12.1: (FRQRPLF�GHYHORSPHQWV�LQ�3RUWXJDO��

������� ���� ���� ���� ����

Real GDP 2.5 3.8* 3.7* 1.6* 0.7

Domestic demand 3.0 5.8* 3.1* 1.1* -0.1

Private consumption 2.3 5.1* 2.6 1.2* 1.0

GFCF (Investment) 5.6 6.4* 4.4* 0.0* -3.4

Exports (G&S) 6.1 2.9* 8.0* 1.4* 2.6

Imports (G&S) 6.9 8.5* 5.4* 0.3* 0.2

Inflation 
2

3.6 2.2 2.8 4.4 3.5

Compensation/employee 5.9 9.9 6.3 5.0 4.8

1RWH� For footnotes and source see Table 1.1 for Belgium.

���� .H\�FKDOOHQJHV

2. The key challenges for Portugal as identified in the 2002 BEPGs include the need to
address the consolidation of public finances, overall competitiveness and the longer-term
sustainability of public finances.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�3RUWXJDO

• Consolidating public finances and, in a longer-term perspective, addressing the strong
dynamics of government expenditure, which appear to be at the root of the sluggish
budgetary consolidation process.

• Increasing overall competitiveness, which is currently at risk from the low efficiency of
education and low R&D spending; wage formation which is not always in line with
productivity; as well as a lack of competition in several areas of product markets.

• Ensuring longer-term sustainability of public finances.

3. From a longer-term perspective, the rise in the primary expenditure-to-GDP ratio,
which is estimated to have increased by over 4 percentage points of GDP between 1995 and
2002, was caused by basically three factors: a dynamic growth in the public sector wage bill due
both to developments in hiring and wages per employee; a rapid expansion of health care
spending, reflecting, LQWHU�DOLD, the high growth rate in the consumption of pharmaceuticals; and
a strong rise in transfers to households, notably pensions.

4. A number of factors have contributed to a low competitiveness of the Portuguese
economy, as evidenced by the low level and growth of labour productivity. The low level of
educational attainment of the workforce continues to be one of the most serious structural
problems. The incidence of early dropouts from the education system is much higher in Portugal
than in other Member States. Portugal’s problem is not necessarily inadequate spending on
education, but probably a relatively inefficient use of resources. R&D investments, particularly
by the business sector, are among the lowest in the EU as a share of GDP. Although this may in
good part be attributed to the enterprise structure and industrial specialisation of the economy,
the overall weak R&D and innovation performance may deprive Portugal of an important
source of productivity gains. The pursuit of higher levels of productivity is also constrained by
insufficient competition in several areas of product markets, in particular in network industries,
possibly also due to remaining obstacles to the full and effective application of competition
policy.

5. The deterioration of Portuguese public finances in the 2001-02 period has had a
significant impact on the government gross debt-to-GDP ratio. The government debt ratio is
now clearly approaching the 60% of GDP reference value. This development should strengthen
the resolve of the national authorities to pursue with determination the reform process underway
in the social security area, particularly as regards the PAYG pension systems (both the general
regime and the civil service sub-system), and in the health care sector. In fact, under the impact
of ageing, the maturing of the various PAYG pension systems, and additional pressure resulting
from the decision to progressively raise the minimum pension to the minimum wage level,
social expenditures are on an unsustainable path, requiring additional measures for bringing
them under firmer control.
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���� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. General government data were revised substantially between the two semi-annual
Excessive Deficit Procedure (EDP) notifications of 2002. The general government deficit figure
for 2001 was raised from 2.2% of GDP in February 2002 to 4.1% in September, thereby clearly
exceeding the reference value of 3% of GDP. This followed upon the findings of an ad-hoc
commission, chaired by the governor of the Bank of Portugal, which had been entrusted (by the
new Portuguese government immediately after taking office in April) with the analysis of public
accounts for 2001. This revision by 1.9 percentage points in the recorded deficit for 2001 can be
roughly attributed to: a) the adjustment of the previously reported government accounts, in
order to bring them in line with agreed definitions in application of ESA 95; b) slippage in
budgetary execution. Based on the conclusions of the ad-hoc commission, the European
Commission in July decided to initiate the EDP for Portugal. The current phase of the EDP for
Portugal was completed with the ECOFIN Council’s Decision of 5 November, which
considered that an excessive deficit situation exists in Portugal. Simultaneously, the Council
addressed to the Portuguese government a series of recommendations to put an end to the
present excessive deficit situation as rapidly as possible; LQWHU�DOLD, the Council established a
deadline of 31 December 2002 for the Portuguese government to take all the necessary
measures to that end.

7. The extent of the budgetary slippage registered in 2001 has had considerable knock-on
effects in 2002, not least because of the long recognition lag, as the report of the
above-mentioned ad-hoc commission was published only in July 2002. Even in a situation of
incomplete information, the Portuguese authorities realised that budgetary developments were
less favourable than anticipated, requiring corrective measures. Firstly, in early summer of
2001, the Portuguese government identified the existence of significant tax shortfalls together
with overruns in current primary expenditure. The government reacted by adopting a rectifying
budget in June 2001, which involved cuts in current primary expenditure amounting to an
estimated 0.6% of GDP. However, this retrenchment implemented in the second half of 2001
was insufficient to prevent expenditure from significantly overrunning its target. In early April
2002, a new government found at the time that the outlook for public finances in 2002 was
much bleaker than depicted in the original 2002 budget, requiring the adoption of a rectifying
budget. The latter, which became law in early June, included consolidation measures totalling
about ½% of GDP. Following the approval of the rectifying budget, the new budgetary target
for 2002 was 2.8% of GDP, which compares with an initial target of 1.8%. However, in the
Commission’s services Autumn forecast, the deficit is estimated at 3.4% of GDP. The higher
figure reflects a number of factors, notably lower growth than projected in the rectifying budget
(¾% as against 1¼%), which is depressing tax revenue below target; less favourable
developments as regards health care and local authorities expenditure; and a likely shortfall in
the revenue intake from the planned sales of real assets, which were expected to bring in a total
of about ¾ of GDP in revenue; in particular the current deficit estimate does not include the
announced sale of the fixed telephone network.

8. In the area of public finance, some progress has been achieved as regards the
implementation of the country-specific 2002 BEPGs.
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• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Ensure that the 3% of GDP reference value for the general
government deficit will not be breached in 2002; to this end
implement strictly the rectifying budget, which aims at a deficit of
2.8% of GDP and use all opportunities to achieve a better than
targeted outcome; and strengthen budgetary surveillance at all
levels of government.

In progress8

½ Achieve a close to balance budgetary position by 2004; this will
require discretionary measures in addition to those included in the
2001 updated stability programme.

In progress

½ Implement the measures announced in the rectifying budget for
2002 to rein in expenditure with determination with a view to
reducing the expenditure dynamics of general government.

In progress

½ Continue the process of pension reform by implementing measures
in addition to those contemplated by the 2001 reform to ensure
sustainability of the pension system in the medium and longer
term; introduce effective measures to curb the unsustainable pace
of healthcare expenditure, particularly for the consumption of
pharmaceuticals.

In progress

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. The rectifying budget introduced last June is being implemented strictly. Nevertheless,
according to the Commission’s services Autumn forecast, the general government deficit may
exceed the 2.8% of GDP target for 2002, partly on account of weaker-than-expected growth.
Faced with this prospect, the government has taken further measures, such as additional cuts of
investment expenditure, a tax amnesty, an increase in fuel taxes, the sale of the fixed telecom
network, and a motorway concession. With the approval of a “budgetary stability law” in mid-
2002, progress was made as regards the monitoring of the execution of budgetary policy, and
the strengthening of budgetary co-ordination mechanisms, thereby providing for enhanced fiscal
discipline at the general government level.

10. Given the significant slippage from budgetary targets in 2001 and 2002, the medium-
term strategy defined in the last update of the stability programme (December 2001), which
aimed at balancing the general government accounts by 2004, is in need of revision. However,
the government remains committed to sustained budgetary consolidation with a view to achieve
a balanced budget.

11. The implementation of the saving measures announced in the rectifying budget for 2002
has reduced the dynamics of general government expenditure, bringing the growth of primary
expenditure in line with the growth of nominal GDP.

                                                
8 The Portuguese government adopted a supplementary budget in June 2002, which included

saving measures totalling ½% of GDP. Since then, additional measures were taken, namely: i)
the enacting of a tax amnesty for tax arrears paid until the end of 2002, ii) further cuts in
investment, and iii) additional cuts in current expenditure.
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12. Progress has been achieved in the area of pension reform, although further measures are
needed, particularly as regards the approval of secondary legislation for the general pension
system, and the need to reform the civil service pension sub-system with a view to putting it on
a sustainable trajectory. Important measures were taken to encourage consumption of lower-cost
generic pharmaceuticals, and significant changes were introduced in the management of
publicly owned hospitals.

Table 12.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�3RUWXJDO��

���� ���� ���� ���� ���� ����

Government balance 2 -4.5 -3.0 -2.4 -2.9 -4.1 -3.4

- Total revenue 40.6 41.8 43.0 42.4 42.1 43.2

Tax burden 3 33.6 34.5 35.9 35.9 35.4 35.4

- Total expenditure 45.0 44.8 45.4 45.3 46.2 46.6

Primary current expenditure 33.3 34.0 35.5 36.4 36.7 37.6

Interest payments 6.3 4.2 3.2 3.2 3.1 3.0

Investment 3.7 4.4 4.2 3.9 4.1 3.8

Primary balance 2 1.8 1.3 0.8 0.3 -1.1 -0.5

Government debt 64.3 59.1 54.4 53.3 55.5 57.4

Cyclically-adjusted balance 4 -3.8 -2.9 -3.0 -4.0 -4.3 -3.0

Cyclically-adj. primary balance 4 2.5 1.3 0.2 -0.8 -1.2 0.0

1RWH� For footnotes and source see Table 1.2 for Belgium.

���� (FRQRPLF�UHIRUPV

������� /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

13. The Portuguese labour market situation is still favourable, although it has deteriorated
slightly since 2001. The unemployment rate increased to 4.6% in 2002, but is still one of the
lowest in the EU. The employment rates in 2001 (overall: 68.8%; female: 61.1%; older workers:
50.3%) were still above the corresponding EU averages, although a slowdown of employment
growth is currently taking place. On the other hand, the low level of educational attainment of
the work force is still a serious problem for the adaptability of the labour market and the
transition to the knowledge-based society.
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14. Some progress was made in implementing the 2002 labour market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Improve education and training systems in the framework of a
better articulated lifelong learning strategy in order to raise the
employability and adaptability of the labour force and increase
labour productivity.

In progress

½ Promote wage developments that are consistent with the
maintenance of competitiveness and price stability so that real
wages do not grow above labour productivity.

No new measures

½ Modernise the labour market institutions, inter alia by adapting
employment contract regulations taking into account the need for a
proper balance between flexibility and security.

Partial

15. A national strategy for Lifelong Learning was prepared in 2001 and its implementation
is ongoing. This appears to be comprehensive. It aims at a) improving the quality of basic
education and fighting school dropout, b) expanding the initial training of younger people, c)
fostering ICT skills and d) improving the qualification of adults. An institutional reform of the
educational and vocational training system in order to further strengthen the efforts for
improvement has been agreed but is still not in place. The new education law, bringing together
all players, aims at improving the institutional basis. The school curriculum has been improved
through a stronger focus on mathematics and sciences. Portugal has by far the highest share of
drop outs which are especially observed in rural areas and among people from the former
colonies. In order to reduce the number of drop outs, additional aid is granted to low-income
families and special teachers are employed for ethnic minorities. A new system of vocational
training is based on an agreement between government and social partners. At least 10% of the
workers of each enterprise will be brought into continuous training actions and all workers must
have a minimum of 20 hours of certified training by 2003 and 35 hours by 2006. A programme
to provide training for 300 micro and small enterprises in trade, the industrial sector, services
and construction was also launched (³*(5,5´ programme 2002-04, see also point 21).

16. The economic and social council, a tripartite commission dealing with wage bargaining,
is kept informed of the economic situation, the development of wages, inflation and
productivity. The council holds discussions on the economic situation, but so far no further rules
on wage increases have been agreed on.

17. A new labour law that will bring 60 different legal instruments under one roof, is
currently under consultation in the Parliament, after a discussion with the social partners. The
law proposal includes changes such as increasing the maximum duration of fixed-term
contracts, a two-year limit for the expiry of collective agreements and higher flexibility of
working time. The government expects the new law to be adopted at the beginning of 2003.



106

Table 12.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU��3RUWXJDO

3RUWXJDO (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 66.4 62.6 68.3 68.8 : 59.9 64 : 72.5 73.1 :

Female ER 1 54.3 54.3 60.3 61.1 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 47.4 45 51 50.3 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 1.7 -0.7 1.7 1.6 0.7 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 63.9 61.9 66.6 67.4 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 4.8 7.3 4.1 4.1 4.6 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 2 3.1 1.6 1.5 : 5.2 3.2 : : : :

Youth UR (<25) 10.7 16.5 8.8 9.3 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 19.2 7.2 6.3 5.0 4.8 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 3.1 -1.3 1.3 0.0 -0.2 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 2.2 5.1 1.8 0.0 0.0 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 33.5 32.5e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 30.4 29.6e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 77.0 79.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 89.0 88.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

������ 3URGXFW�PDUNHWV�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

18. Partly because of its geographical position, the Portuguese economy is relatively less
open (as measured by the total trade-to-GDP ratio) than other Member States of comparable
size. Price levels are the lowest in the EU, as is labour productivity, which is growing only
slowly. The Single Market transposition rate has recently decreased and is above the target of
98.5%. Efforts to increase the efficiency of public services and to simplify the administrative
procedures for businesses continued during 2002. In particular, eight business formalities
centres and a one-stop shop for foreign investors that have reduced the time to set up a new
company have been created. Even if steps are taken in the right direction, sector-specific aids
remain one of the highest in the EU. An independent Competition Authority has recently been
established by law and will come into being at the beginning of 2003. Also due to only recent
liberalisation, the market position of incumbents in network industries remains strong and prices
are relatively high.

19. The levels of educational attainment of the population remain weak, despite above-EU
average spending on education. Portugal is also one of the weakest innovators in the EU due to
the low levels of R&D investment (particularly by the Portuguese business sector). Despite
progress made, overall ICT diffusion remains below the EU average.

20. Some progress was made in implementing the 2002 product markets recommendations.
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• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Continue to strengthen the overall education and skill base of the
population and further promote the stronger involvement of
businesses in R&D and innovation, together with higher ICT take-
up.

In progress

½ Enhance effective competition in liberalised utilities and especially
in the energy sector, in order to reduce the prices for users.

Partial

½ Monitor the cost-effectiveness of sector-specific state aid schemes
with a view to their possible reduction.

In progress

½ Continue progress in raising transposition rate of Internal Market
legislation with the aim of achieving the target of 98.5% of Internal
Market directives.

No new measures9

21. Measures are being taken to improve education, training and promote R&D and the use
of ICT. First, the Portuguese authorities’ policy focuses on a lifelong learning strategy which
aims to reduce the school drop-out rate, better prepare young persons for the transition to work,
improve the employability of adults and strengthen training in ICT skills. For example,
government and social partners agreed to bring at least 10% of the workers of each enterprise
into continuous training actions and that all workers must have a minimum of 20 hours’
certified training by 2003 and 35 hours by 2006. In addition, a programme to provide training
for 300 micro and small enterprises in trade, industry, services and construction has also been
launched. Second, measures to further promote business involvement in R&D and innovation in
the framework of the “Integrated Programme for the Support of innovation” are taken. The
,'($ programme promotes the creation of R&D consortia, bringing together firms and
universities or research institutes. The 3UR�,QQR programme aims to promote innovation around
clusters of industries. Support for technology-based start-ups linked to universities and research
institutes is also given. Portugal has also created tax incentives for R&D for industrial SMEs.
Finally, measures are foreseen to encourage SMEs to get involved in the digital economy.

22. In telecommunications, progress with the unbundling of the local loop has been slow,
mostly because of artificial barriers created by the incumbent but also because of a lack of
investment by the new entrants. Nevertheless, the powers of the independent regulator were
increased at the end of 2001. In the electricity sector, the protocol establishing a common
Iberian electricity market should have come into force in January 2003, but a delay of some
months has been announced. The Portuguese and Spanish regulators have presented, in March
2002, a framework setting the rules that will apply in the common electricity market. In
addition, the Portuguese government tries to find ways to terminate a long-term purchase
agreement that causes weak competition. Import capacity is inadequate but there is an
agreement with Spain to triple it by 2005. In postal services, the liberalisation began in May
2001 and there are eight new authorised operators (mainly carrying business parcels).

                                                
9 As regards the transposition of internal market directives, “no new measures” means that no

progress has been made in raising the transposition rate towards the 98.5% European Council
target.
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23. Portugal is still among the Member States with the highest levels of ad hoc and sector-
specific aid, which decrease only at a slow pace. The current level of aid mainly reflects the
large aids to financial service companies and international centres established in the Free Zone
of the outermost region of Madeira. Nevertheless, a study has been made to assess the cost
effectiveness of this scheme. At present the aid scheme for the years 2003-2006 is currently
reviewed by the European Commission but no decision on their future reduction has yet been
taken.

24. The Portuguese transposition rate of Internal Market directives decreases from 97.5% in
2001 to 96.9% in 2002 and remains therefore below the 98.5% target.

Table 12.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�3RUWXJDO

32578*$/ (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 65.0 61.3 62.2 65.1 100.0 100.0 100.0 100.0
Relative price levels2 73.0 72.0 74.0 100.0 100.0

Total trade to GDP ratio (%)3 28.1 30.3 28.1 41.9 47.4 45.6

FDI share (BLEU)4 1.1 6.0 5.4 6.0 10.2 4.5

Cross-border M&A share5 0.4 0.9 0.9 100.0 100.0 100.0

Single Market Directives6 95.1 95.6 97.5 96.9 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 2.1 2.1 2.5 1.8 2.4

Sectoral and ad hoc State aids7 0.91 0.83 0.71 0.69

Prices in telecommunications8

- Local 0.27 0.23 0.30 0.31 0.41 0.41 0.41 0.39

- National 2.15 1.28 1.13 1.15 1.69 1.34 1.15 0.82

- Call to USA 4.23 3.68 2.89 2.94 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 100.0 100.0

- Long Distance 100.0 100.0

- International 100.0 100.0

Electricity prices10

- Households 12.01 11.94 12.00 12.23 10.48 10.40 10.33 10.33

- Industry users 6.46 6.43 6.51 6.65 6.32 6.44 6.33 6.20

Market share electricity (%)11 73.9 58.5

Public expenditure on education
- as % of total education spending12 98.7 86.5

- as a % of GDP 5.8 5.8 5.0 5.1

S&T graduates13 6.3

R&D expenditure7 0.76 1.93 1.93 1.94

Internet access at home14 4.0 18.1 23.4 30.8 12.0 28.4 36.1 40.4

Patent applications15 4.7 4.0 5.5 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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���� 0DFURHFRQRPLF�FRQWH[W

1. The Finnish economy appears to have recovered from a marked slowdown in economic
activity which was brought about by weak external demand and a vast inventory rundown in
early 2002. Due to strong domestic demand and a rebound in exports, growth was strongest
among the EU Member States in the second quarter and, in spite of a moderation experienced
since then, is expected to have reached some 1½% for the year as a whole. Still, activity
continues to lack the boost from the external side. Regarding domestic demand, the stock
correction seems to have run its course. Investment turned out sluggish, due both to construction
and equipment activity suffering from spare capacity in production facilities. On the other hand,
consumer spending should benefit from easing inflation and further income tax cuts. In addition,
public consumption remains buoyant owing to additional welfare expenditure. In the light of the
slowdown of the economy in 2001 and in the beginning of 2002, employment has been
surprisingly resilient up to September. However, due to uncertainty about economic prospects
firms are expected to intensify laying off personnel, and unemployment has discontinued its
falling trend in 2002. Moderation in headline inflation to around 2% in 2002 owes much to
external factors, since core inflation continued to exert upward pressure on prices.

Table 13.1: (FRQRPLF�GHYHORSPHQWV�LQ�)LQODQG��

������� ���� ���� ���� ����

Real GDP 3.7 4.1 6.1 0.7 1.4

Domestic demand 2.3 2.8 2.9 2.0 0.9

Private consumption 2.7 4.0 2.6 1.1 2.7

GFCF (Investment) 3.0 3.0 3.9 4.0 -1.6

Exports (G&S) 11.1 6.8 20.1 -2.2 2.5

Imports (G&S) 7.9 4.0 16.0 0.1 1.6

Inflation 
2

1.5 1.3 3.0 2.7 1.9

Compensation/employee 2.7 2.1 3.7 4.5 3.3

1RWH� For footnotes and source see Table 1.1 for Belgium.

���� .H\�FKDOOHQJHV

2. The key challenges for Finland as identified in the 2002 BEPGs include the need to
address the high level of structural unemployment, the effects of ageing on the sustainability of
public finances, the low degree of competition in certain sectors and the efficiency of the public
sector.
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.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�)LQODQG

• Reducing the high level of structural unemployment.

• Ensuring the sustainability of the pension, health and care system.

• Improving the low level of competition in certain sectors and the efficiency of the public
sector.

3. While various NAIRU estimates suggest that structural unemployment has been
somewhat reduced in recent years, unemployment remains predominantly structural and the
hard-core of the unemployed has become more important as a challenge for the tax-benefit
schemes and the ALMPs. While there has been effort to help the inclusion of the most hard-to-
place unemployed in the labour market and to target ALMPs to the needs of the likely
beneficiaries, the most recent pension reforms still allow access to early retirement schemes,
notably the unemployment pension scheme, for many years to come. Also the rises in
employment benefits, implemented in 2002, run contrary to the aim of increasing incentives to
work.

4. Due mostly to demographic factors, pension expenditure is estimated to increase by
about 4 percentage points of GDP by 2030. The government has recently introduced pension
reforms which aim at stemming the expected rise in contribution rates and at raising the current
low effective retirement age of 59. Many of the measures proposed will, however, be
implemented only in 2005, some even later or with long phasing-in periods. Therefore, it
appears that most of the baby-boom generation will be able to retire prior to these reforms
taking effect. In order to contain retirement costs, economic incentives to stay in working-life
longer than currently should be strengthened. In this respect, two reforms are essential: the
abolition of the 60% ceiling and the possibility to accumulate higher pension entitlements with a
long work history. In addition to the financial challenge stemming from pensions, health and
care expenditure are projected to increase by about two percentage points of GDP by 2030. By
adopting the National Health Project the government has taken concrete steps to improve the
financial sustainability of care systems, but the proposed measures should be implemented
without delay since, unlike for the pension schemes, there is practically no pre-funding for
health and care expenditure. In fact, the health insurance scheme has slipped into a deficit
amounting to one-fourth of total expenditure, and the deficit is estimated to rise further to about
one-third by 2030.

5. Finland has one of the highest price levels in the EU, 17% above the EU average. This
is due to the combined effect of high living standards and taxes, a peripheral location, and
insufficient competition in certain sectors. Investigations by the Competition Authority point to
concerns about competition, particularly media, packaging and recycling. Competition also
remains limited in the area of public services, and the share of public procurement open to
competition remains low. However, some measures to facilitate more competition for public
services were taken during 2002.

���� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. Due mainly to a slowdown in economic activity, the general government budgetary
surplus is estimated to have declined to some 3½% of GDP in 2002, down from 4.9% in 2001.
Despite this fall, government finances still remain in a comfortable position and in full
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compliance with the requirements of the Stability and Growth Pact. The government debt ratio
is projected at around 42½% of GDP for 2002, down from 43.4% in 2001. This somewhat
modest reduction, given the high budgetary surplus, partly reflects lower holdings of domestic
government bonds by social security funds.

7. According to budgetary execution figures up to October, central government
expenditure have been overshooting the targets set by the 2002 spending guidelines and the
original 2002 budget. This runs contrary to the governments budgetary strategy of keeping real
expenditure at the level of 1999. The strategy is implemented by applying annual ceilings on
central government spending. Overruns already occurred in 2001, and the hike in 2002 is
estimated to have surpassed that of the previous year. In view of future expenditure pressures
deriving from the ageing of the population, the strategy of government finances in Finland relies
heavily on achieving a sizeable structural surplus in central government finances. This long-
term aim now appears to be drifting away, building up a burden for the coming years and
pointing to the need for additional corrective measures in the years ahead.

8. Overall, some progress was made in implementing the public finance recommendations
of the 2002 BEPGs.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Avoid a significant deviation from the medium-term spending
guidelines of keeping government expenditure in real terms at the
level of 1999; to this end adhere tightly to the budget’s expenditure
target for 2002 and adopt the necessary expenditure reducing
measures in the budget for 2003.

Partial

½ Improve the budgetary discipline at local government level by
establishing an enhanced surveillance mechanism to the recently
adopted regulation requiring local governments to aim for
budgetary balance in their finances in the medium term.

Partial

½ Continue with determination the ongoing process of pension
reform, in particular adopt and implement at an early stage the
envisaged changes in the pension formula by taking into account
the increased life expectancy and extending the period of
calculation for pensionable earnings to the whole work career.

In progress

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. According to the second supplementary budget for 2002, central government
expenditure will exceed the target set in the original budget for 2002 by 1.0% in real terms and,
moreover, that of the spending ceiling, agreed in March 2001, by 3.1% in real terms.
Furthermore, according to the 2003 budget, expenditure in 2003 will exceed the government
spending guideline, agreed in March 2002, by about 0.4% in real terms. Although slack
economic activity weakened the budgetary position, the overrun in 2002 was mainly caused by
additional discretionary spending on various welfare services.

10. Beyond the regulation adopted in 2001, the government has taken specific measures in
2002 to improve the budgetary position of local governments. These measures include, LQWHU
DOLD, improving predictability of local government tax revenue. Moreover, the latest update of
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the stability programme indicates plans to enhance budget monitoring at local level, but no such
measures have been adopted in 2002.

11. In November 2001, the government, together with the social partners, agreed on a
significant reform of private pension schemes. This reform was supplemented in September
2002 by measures which, LQWHU�DOLD, introduce the calculation of the pensionable wage on the
basis of the entire working career, to be implemented in 2005, as well as a mechanism for
adjusting the level of new pensions to the expected lifetime at retirement, to be implemented in
2009. The government has already presented a number of bills to the Parliament. Altogether, the
reform aims at raising the low effective retirement age and ensuring the sustainability of public
finances. The government estimates that the reform will strengthen the contribution base so that
the required increase in the contribution rate falls from the pre-reform estimate of 10 percentage
points to 5 percentage points by 2050. However, some of the measures will be implemented
late, delaying the impact of the reform. While the government estimates that the positive impact
of the reform on employment will start to show up already in the second half of this decade, the
alleviation of pension expenditure will likely materialise only with a considerable time lag.

Table 13.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�)LQODQG��

���� ���� ���� ���� ���� ����

Government balance 2 -3.7 -1.5 1.9 7.0 4.9 3.6

- Total revenue 56.2 55.3 54.1 55.7 54.1 54.0

Tax burden 3 46.6 46.7 46.8 47.6 45.9 45.7

- Total expenditure 59.9 56.8 52.2 48.7 49.1 50.4

Primary current expenditure 49.7 46.4 43.7 40.8 41.4 42.5

Interest payments 4.0 4.3 3.1 2.8 2.7 2.6

Investment 2.8 3.2 2.9 2.5 2.6 2.6

Primary balance 2 0.3 2.7 5.0 9.9 7.6 6.2

Government debt 57.2 54.1 46.8 44.0 43.4 42.4

Cyclically-adjusted balance 4 -1.7 -2.3 0.3 3.8 3.8 3.7

Cyclically-adj. primary balance 4 2.3 2.0 3.4 6.6 6.5 6.3

1RWH� For footnotes and source see Table 1.2 for Belgium.

���� (FRQRPLF�UHIRUPV

������� /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

12. Labour market performance in Finland stagnated in 2002: employment growth ceased
and the unemployment rate remained at the same level as the previous year. Notwithstanding
this, employment performance was relatively good: the overall employment rate, at 68% in
2001, exceeded the mid-term EU-wide Lisbon target and the female employment rate, at 65%,
has also surpassed the Lisbon target for the EU as a whole in 2010. The employment rate for
older workers has increased rapidly since 1998, to 46% in 2001. However, the unemployment
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rate remains high, at over 9%, with large regional differences, and is predominantly structural in
nature.

13. Some progress has been made in implementing the 2002 labour market
recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Make work pay in order to reduce the high level of structural
unemployment. Reforms should cover benefit schemes, including
early retirement arrangements, with a view to lowering the
relatively high marginal effective tax rates for low wage earners in
particular. Also, the eligibility criteria and job protection
legislation should be reviewed.

Partial

½ Continue to increase the efficiency of active labour market
programmes and to refocus them to the needs of those most prone
to the risk of long-term unemployment.

In progress

14. Tax reductions implemented in 2002 continued the path of earlier, mainly proportional
reductions, lowering the tax rate for low and medium wage earners by about 1 percentage point
in 2002. Since 1998, these tax rates have come down by about 4 percentage points. Moreover,
the government expects the reductions proposed in the Budget Bill for 2003 to reduce further
the tax burden on labour by about one percentage point. The pension reform agreed largely in
2001 was supplemented in 2002. Measures concerning incentives to remain in work included
rises in the annual accrual rates for older workers, notably for those in the age range of 63 to 68,
and the introduction of a so-called life-time coefficient. The government estimates that the 2001
and 2002 reforms will increase the employment rate of older workers. However, the main
impact on employment will come only from 2010 onwards, due to long phasing-in periods for
some revisions and the late implementation years for some others. In 2002, the levels of
unemployment benefits were raised as these increases were agreed already in the context of the
previous collective agreement in December 2000. The government set up a high-level working
group to investigate reasons for structural unemployment and to make a proposal for reducing
its level. Also proposals for further tax reforms have been worked out.

15. In 2001, an overhaul of ALMPs was introduced with the aim of targeting measures
better to individual needs and to those who are likely to benefit from them. Also, intensified
measures were introduced to prevent exclusion from the labour market. The implementation of
these measures continued in 2002, with the aim of responding to the growing challenge of the
hard-core of the unemployed. The Finnish NAP states that nearly two thirds of all unemployed
persons have difficulties in finding employment in the open labour market. However, no results
on the effectiveness of improved efforts are yet available.
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Table 13.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�)LQODQG

)LQODQG (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 74.4 61.7 67.3 68.1 : 59.9 64 : 72.5 73.1 :

Female ER 1 71.3 59 64.3 65.4 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 42.2 34.5 42 45.7 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 -0.5 1.6 2.2 1.1 0.2 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent : 56.5 64.9 65.7 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 3.2 15.4 9.8 9.1 9.1 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 1.2 5.7 2.8 2.5 : 5.2 3.2 : : : :

Youth UR (<25) 9.3 29.7 21.3 19.7 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 9.3 3.9 3.7 4.5 3.3 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 3.1 -2.3 -2.7 1.9 1.0 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 0.6 2.2 3.9 -0.4 1.2 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 47.3 45.9e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 42.4 40.9e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 87.0 83.0 : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 83.0 79.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

������ 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

16. The openness (measured as the total trade-to-GDP ratio) of the Finnish economy is
comparable with its Nordic neighbours, but lower than the average for smaller EU Member
States. The transposition record of Internal Market directives is excellent. The relative price
level is still among the highest in the EU, but lower than in the other Nordic countries. The full
liberalisation of telecommunication and electricity markets have contributed to lower prices in
these sectors. Labour productivity per employee is around the EU average. However, the value
of public procurement openly advertised is below EU average, despite an increase during 2001.
Sectoral and ad hoc state aid is among the highest in the EU. This is due to aid to agriculture,
which accounts for 73% of total aid. Registration of a private limited company is still relatively
time consuming, although the introduction of an information system has reduced the processing
time, and an increasing share of SMEs indicated in 2001 that administrative burdens are a major
constraint for business performance. In 2002, the government launched a new project to
promote entrepreneurship in comprehensive and upper secondary schools and in vocational
education and training.

17. Finland is one of the most advanced Member States in the transition to the knowledge-
based economy. R&D expenditure and the number of patents per capita are among the highest
in the EU. Similarly, education expenditure and science and technology graduates in the young
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population are significantly above the EU average. Internet use is very high, spurred by low
connection costs. Despite the high internet penetration IT expenditure and the share of
companies selling products online are only around the EU average. Online availability of
government services is high, but the services are less frequently used.

18. Limited progress was made in implementing the 2002 product market
recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Enhance competition in public service provision at the local level
via increased participation of the private sector and competition
between public service operators.

Partial

½ Facilitate business creation by reducing further the time required
for registering a new company.

Partial

½ Give the Finnish Competition Authority powers to apply Articles
81 and 82 of the EC.

No new measures

19. Competition for public services may have increased, spurred by the significant increase
in the value of openly advertised public procurement from 1997 to 2001. According to estimates
from the Ministry of Finance, productivity in the public sector improved during 2001, partly due
to new management systems. There is no information available about the outcome of the
measures presented in the 2001 implementation report. Some measures have been taken during
2002 to enhance competition for public services. The value-added tax has been revised to ensure
tax neutrality in local government procurement of health care and social services. Additionally,
an electronic information exchange for public procurement has been set up and a board to
develop government procurement has been appointed.

20. The National Board of Patents and Registration only recently seems to have been able
to cut handling times for new registrations, approaching its objective to handle new registrations
within two weeks. One reason for the delay has been the development of a Business Information
System, which is planned to be used for electronic notification procedures, with a potential to
significantly reduce handling times. However, there is not yet a timetable for the
implementation of the system. A portal providing payment services for small employers in their
contacts with authorities will be launched in 2003.

21. No new measures have been taken to give the Competition Authority further powers to
apply Articles 81 and 82 of the EC. The government’s position is to wait for the modernisation
of EU competition rules before taking any action.  
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Table 13.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�)LQODQG

),1/$1' (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 99.9 102.6 102.8 101.6 100.0 100.0 100.0 100.0
Relative price levels2 120.0 116.0 117.0 100.0 100.0

Total trade to GDP ratio (%)3 29.0 33.2 31.2 41.9 47.4 45.6

FDI share (BLEU)4 3.6 7.3 2.8 6.0 10.2 4.5

Cross-border M&A share5 1.3 2.4 2.7 100.0 100.0 100.0

Single Market Directives6 98.3 98.7 99.3 99.4 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 1.6 2.0 2.4 1.8 2.4 2.5

Sectoral and ad hoc State aids7 1.20 1.14 0.71 0.69

Prices in telecommunications8

- Local 0.21 0.22 0.23 0.23 0.41 0.41 0.41 0.39

- National 0.86 0.87 0.88 0.88 1.69 1.34 1.15 0.82

- Call to USA 5.65 5.68 4.80 4.84 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 100.0 95.0

- Long Distance 96.0 32.0

- International 96.0 54.0

Electricity prices10

- Households 6.46 6.44 6.67 6.97 10.48 10.40 10.33 10.33

- Industry users 3.82 3.75 3.81 4.01 6.32 6.44 6.33 6.20

Market share electricity (%)11 26.0 23.3

Public expenditure on education
- as % of total education spending12 97.8 86.5

- as a % of GDP 6.2 5.9 5.0 5.1

S&T graduates13 17.8 16.0

R&D expenditure7 3.22 3.37 3.67 1.93 1.93 1.94

Internet access at home14 21.0 43.5 48.1 53.7 12.0 28.4 36.1 40.4

Patent applications15 294.2 343.7 337.8 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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��� 6:('(1

���� 0DFURHFRQRPLF�FRQWH[W

1. Economic growth has improved in 2002, compared with last year. This can be attributed
to relatively good private consumption growth, aided by a strong rise in disposable incomes and
also to a substantial contribution from net exports. The latter however reflects still negative
growth rates in the first half of 2002 for imports. A further recovery of growth is expected in
2003, as external demand should pick-up over the year and domestic demand should regain
some strength. The labour market has continued to be fairly tight in 2002. However,
employment growth has more or less stagnated since the middle of 2001. The unemployment
rate has been rather constant since the end of 2000. Unemployment is expected to remain low in
2003 and the relatively modest expansion of economic activity is likely to be accommodated
without any additional employment growth. Weak employment growth together with stronger
GDP growth should result in a cyclical pick-up in productivity growth in 2002 and 2003. Wage
increases are expected to be close to 4% in 2002, and are likely to remain around that rate in the
years to 2004. However, given that the labour market is fairly tight, there could be some upward
pressure on wages due to re-negotiations of existing wage agreements in certain sectors.
Inflation has come down in 2002, partly due to favourable base effects. Inflation is expected to
be slightly above 2% in 2003 and 2004.

Table 14.1: (FRQRPLF�GHYHORSPHQWV�LQ�6ZHGHQ��

������� ���� ���� ���� ����

Real GDP 2.8* 4.6* 4.4* 0.8* 1.6

Domestic demand 1.5* 4.0* 3.5 0.5* 0.6

Private consumption 1.2* 3.8* 5.0* 0.2 1.4

GFCF (Investment) 3.1* 8.3* 6.5* 1.0* -1.6

Exports (G&S) 10.1* 7.3* 11.3* -1.3 1.8

Imports (G&S) 7.4* 4.8* 11.6* -3.4* -0.6

Inflation 
2

: 0.6 1.3 2.7 2.1

Compensation/employee 4.3 1.3 7.3** 3.8 4.1

1RWH� For general footnotes and source see Table 1.1 for Belgium.

** The sharp increase is due to a shift between (increasing) pension fees paid by employers, which are included
in compensation, and (decreasing) general wage fees, which are not included.

���� .H\�FKDOOHQJHV

2. The key challenges for Sweden as identified in the 2002 BEPGs include the need to
raise productivity, the labour supply in the medium term, the level of competition in certain
sectors and the efficiency of the public sector.



118

.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�6ZHGHQ

• Strengthening further measures to raise productivity.

• Ensuring an adequate labour supply in the medium term.

• Improving the low level of competition in certain sectors and the efficiency of the public
sector.

3. Policies that strengthen entrepreneurship and growth of firms, as well as the
competitiveness of businesses and regions, are important to achieve robust and sustainable
economic growth. Moreover, strengthening the financial incentives to work for certain groups,
while improved in recent years, remains an issue. Despite the fact that Sweden’s productivity
growth during the 1990s has been higher than the EU average, Sweden faces several challenges
as regards raising productivity per person, which is still lower than the EU average. The
complex regulatory framework and the incentive structure arising from the tax and benefit
systems are obstacles to strengthening the growth of firms, reducing regional dispersion and
raising take-home pay for certain groups. While the government has based its better regulation
policy on a small business’ perspective, further efforts in this regard should be given high
priority.

4. Employment rates remain very high, in particular for older workers (66.5% in 2001
compared to 38.6% for EU-15), indicating a limited ‘labour reserve’ to draw upon in the
medium term. A high tax burden, especially on low-wage earners, in combination with a
compressed wage structure and relatively generous benefit schemes, reduce the incentives to
take up a job or increase the number of hours worked. Further efforts to improve incentives in
tax and benefit systems remain important. The government has traditionally put a great
emphasis on education, training and lifelong learning, but various evaluations have questioned
the effectiveness of some types of programmes. The government, consequently, aims at
increasing their effectiveness.

5. Sweden has one of the highest price levels in the EU, more than 20% above the EU
average. Apart from the modest external pressure due to its geographical location, competitive
shortcomings are consistently found in certain sectors, in particular, pharmaceuticals, food
retailing, and construction. And although Sweden has the highest rate of openly advertised
public procurement, at 4.9% of GDP in 2001, there is some evidence indicating that many
public units fail to comply with existing regulations. A similarly mixed pattern is found in the
area of public services provision. Public operators are starting to concede market shares, but
private operators still only represent a small share of employment in welfare services.

���� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. The general government balance has been in surplus since 1998 and a comfortable
surplus is expected in 2002, although much lower than in 2001. The Budget Bill for 2003
estimates continued surpluses of around 1.5% of GDP in the period 2002-2004 on unchanged
policies. The strategy of lowering the tax burden was continued in 2002 and substantial tax cuts
were implemented. However, this strategy has been suspended in 2003 with reference to the
need of maintaining the surplus in the public finances close to 2% of GDP in structural terms.
This strategy should result in further debt reduction. This debt reduction is welcome and forms
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an important part of Sweden’s long-term fiscal policy in order to face the budgetary pressures of
ageing populations.

7. The Budget Bill for 2003 includes projections for the public finances until 2004. The
budget surpluses foreseen in the Budget Bill appear somewhat optimistic. This is linked to the
fact that the macroeconomic scenario in the Budget Bill foresees relatively high economic
growth in the years 2002-2004. The Commission has taken the view that economic growth is
likely to be somewhat less buoyant in 2002 and 2003 and results in slightly lower budget
surpluses for these years. Nevertheless, even if economic growth should be lower and result in
lower surpluses than foreseen in the Budget Bill for 2003, as suggested by the Commission
services’ Autumn 2002 forecasts, it could be concluded that Sweden continues to fully respect
the Stability and Growth Pact’s requirement for public finances of a fiscal position “close to
balance or in surplus”.

8. Good progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Continue with the strategy of lowering taxes for low and medium
wage earners in 2002 and at the same time ensure adherence to the
central government expenditure ceiling.

2

½ Achieve in 2003 a general government surplus in accordance with
the government’ s medium-term surplus target of 2% of GDP over
the cycle for the government finances while maintaining tight
expenditure control.

In progress

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. The tax cuts, corresponding to some 1.1% of GDP, implemented in 2002 were in line
with the 2002 Broad Economic Policy Guidelines. The public finances are expected to be in a
comfortable surplus in 2002, albeit much lower than in the previous year. While expenditure for
central government in 2002 are expected to be very close to the ceiling previously set, it is
expected to be respected. To this end, the Swedish government has declared that it remains
firmly committed to ensure adherence to the expenditure ceiling, as evident from the latest
Budget Bill.

10. Sweden maintains the 2% of GDP surplus target for public finances over the cycle. On
the government’s own measure of the structural budget balance, this is largely achieved.
However, this hinges, in part, on the government’s estimate of a negative output gap in the years
2002-2004. By contrast, the Commission’s estimate of the output gap is close to zero for these
years. This, together with the Commission’s projection of a slightly lower surplus in the public
finances in 2003 results in a lower structural surplus, compared with the Swedish government.
Nevertheless, a good surplus in the public finances is expected in 2003. The use of expenditure
ceilings for central government has been instrumental in strengthening the credibility of sound
public finances since they were introduced in 1997. They have been respected in each year and
are assessed to have helped in containing expenditure. It is therefore important to firmly
continue this hitherto successful procedure of expenditure control. However, the budgetary
margins incorporated in the ceilings for 2003 and 2004 were narrowed further in the Budget Bill
for 2003. If less favourable economic developments than foreseen in the Budget Bill should
materialise, some measures to contain expenditure may be necessary, as evident from the
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Budget Law. Moreover, while the central government expenditure ceiling applies to total
spending, it is important to contain expenditure over-runs in all areas, in order to maintain the
use of expenditure ceilings as a useful and credible tool for multi-annual budgetary planning.

Table 14.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�6ZHGHQ��

���� ���� ���� ���� ���� ����

Government balance 2 -7.4*(-7.7) -1.6 1.3*(1.5) 3.5*(3.7) 4.5*(4.8) 1.4

- Total revenue 60.0 61.6 61.6 61.4 62.3 58.9

Tax burden 3 48.4 51.7 52.6 52.6 54.3 51.4

- Total expenditure 67.6 63.2 60.2 57.7 57.5 57.6

Primary current expenditure 53.4 50.7 49.6 48.3 48.6 49.4

Interest payments 6.9 6.5 4.8 4.2 3.5 3.0

Investment 3.4 2.7 2.7 2.5 2.6 2.7

Primary balance 2 -0.8 4.9 6.3 7.9 8.2 4.3

Government debt 76.2 73.1 65.0 55.3 56.6 53.8

Cyclically-adjusted balance 4 -6.9 -0.5 0.6 2.1 4.2 1.3

Cyclically-adj. primary balance 4 -0.1 6.1 5.5 6.3 7.7 4.3

1RWH� For footnotes and source see Table 1.2 for Belgium.

���� (FRQRPLF�UHIRUPV

������� /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

11. The Swedish labour market situation deteriorated somewhat compared to 2001.
Employment is forecast to decrease by 0.4% and unemployment to increase to 5% of the labour
force. The Swedish labour market is characterised by very high employment rates, all of which
exceed the EU-wide Lisbon targets. In particular, the employment rate of older workers (aged
55-64), which amounted to around 66.5% in 2001, is markedly above its counterpart in all other
Member States. On the other hand and despite recent efforts, the tax burden on labour remains
high, in particular for low wage earners. Benefit levels are quite generous, but comparatively
strict eligibility criteria apply.
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12. Good progress was made in implementing the 2002 labour-market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Pursue further the reforms of tax and benefit systems to promote
work incentives.

In progress

½ Further improve the efficiency of active labour market
programmes (ALMPs) and continue to target them at those most
prone to the risk of long-term unemployment, as well as to meet
the demands of the labour market.

á

13. A third step in the on-going process of the tax reform that started two years ago has
been taken. Wage earners are now compensated for three quarters of the general pension
contribution and a gradual adjustment of the income tax bracket for paying income tax to the
central government (on top of the regular income tax paid to the local government) reduced the
proportion paying “state tax” from 19% in 1999 to 17% in 2002. The medium term objective is
to reduce this share further, to 15%. As part of the green tax swap strategy, further increases in
the basic tax allowances were introduced. The tax reform reduces, in particular, the marginal tax
for low- and medium wage earners. Concerning benefits, the so-called study support system
increases markedly the amount of income a student in higher education may earn without
reducing the level of study support, to make it more rewarding to work while studying.
Furthermore, the age limit for receiving study allowances has been raised from 45 to 50 years,
the aim of this is to foster lifelong learning as well as encouraging older people to take up
studies. Changes have also been made in the childcare and parental insurance. A ceiling on
childcare-fees was introduced, which should improve the marginal take home pay.

14. Sweden has markedly improved the targeting of traditional labour market programmes
($08), and scaled down some of the youth programmes, while directing them more towards
training and education. It has also changed the mix of the remaining programmes, focusing
more on quality than quantity, and strengthening the use of e.g. individual counselling and
support to employers hiring a long-term unemployed person. The fact that participation in an
ALMP can no longer serve only to re-qualify the participants for unemployment benefit
entitlements is also important in this respect. During the last year, the government has tightened
up the requirements to report back on the effectiveness of the labour market programmes by the
National Labour Market Board ($06) which is responsible for management, control, follow-up
and evaluation of the operations of the employment service together with the Institute for
Labour Market Policy Evaluation (,)$8) that carries the overall responsibility for evaluating
ALMPs.
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Table 14.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�6ZHGHQ

6ZHGHQ (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 80 69.9 70.8 71.7 : 59.9 64 : 72.5 73.1 :

Female ER 1 78.7 69.2 69.3 70.4 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 70.2 62.5 64.7 66.5 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 0.9 1.3 2.1 1.9 0.1 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent : 63.9 65.1 68.4 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 1.7 . 5.8 4.9 4.9 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 0.1 2.5 1.7 1.2 : 5.2 3.2 : : : :

Youth UR (<25) 4.4 19 11.2 11 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 11.3 2.8 7.3 3.8 4.1 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 2.1 -2.9 4.7 2.3 0.1 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 0.2 2.3 1.5 -0.6 1.5 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 49.5 48.6e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 47.9 47e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 85.0 78.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 78.0 82.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.

������ 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

15. The openness (measured as the total trade-to-GDP ratio) of the Swedish economy is on
par with its Nordic neighbours, but lower than the average for smaller EU Member States. The
transposition of Internal Market directives and the share of openly advertised public
procurement are the highest in the EU. Sectoral and ad hoc state aid is the second lowest in the
EU. The full liberalisation of telecommunication and electricity markets have contributed to
lower prices in these sectors. Telecommunication prices are below the EU average.
Nevertheless, the price level is one of the highest in the EU, despite a decrease in 2001,
indicating weak competition. Labour productivity remains significantly below the EU average.
Entrepreneurship is relatively weak, partly explained by a lack of economic incentives for
SMEs.

16. Sweden’s performance in the transition to the knowledge-based economy remains
excellent. R&D, IT and education expenditures are the highest in the EU, as are patents per
capita, the number of scientific and technical articles per capita and science and technology
PhDs in the young population. Internet penetration is high, despite increasing access prices
during 2001. E-commerce is not used more than the EU average, but e-government is widely
used with a large share of the population using e-government sites for information, e-mail
inquiries and filing forms.
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17. Some progress was made in implementing the 2002 product market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Enhance competition in public service provision at the local level. Partial

½ Step up efforts to enforce competition in those sectors where
competition has been found to be inadequate, such as the retail
market for pharmaceutical products and food.

Partial

18. Competition in public service provision at the local level remains limited, but some
further measures have been taken. The law on public procurement has been adapted to enable
private companies to challenge public sector procurement decisions. A legislative proposal is
currently prepared, which will regulate conflicts between public and private service providers. A
new project aims to identify good practice in offering efficient public services at the local level
and a benchmarking database for public services provision at the local level continues to be
developed.

19. Some measures have been taken to reinforce competition in the food and construction
sectors and to a lesser extent in the pharmaceuticals sector. Regarding the food sector, the
Competition Authority has got a mandate to study structural problems within the sector and to
continue its analysis of price differences between Sweden and other European countries. A
Parliamentary committee will analyse the consequences of the local application of the Plan and
Building Act, which may constitute an obstacle for new entrants to enter the food retail market.
Regarding the construction sector, some potential cartels are under investigation. A commission
has been established to suggest measures to promote inexpensive and high quality construction
for consumers. No changes have been envisaged to open up the rental market for housing.
Regarding pharmaceuticals, the government has reiterated that the retail monopoly for
pharmaceutical products shall remain for reasons of public health. Nevertheless, some measures
have been taken that could stimulate efficiency and price pressure in the provision of
pharmaceutical products. In October 2002 a new law on pharmaceutical benefits was
introduced, with the aim to reduce the cost for the public sector. According to the new law
prescribed pharmaceuticals shall be substituted with the cheapest available pharmaceutical at
the pharmacy. A new authority has been established to manage price regulations and
pharmaceutical subsidies.
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Table 14.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�6ZHGHQ

6:('(1 (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 96.1 96.9 92.1 94.3 100.0 100.0 100.0 100.0
Relative price levels2 125.0 128.0 122.0 100.0 100.0

Total trade to GDP ratio (%)3 31.6 34.9 32.9 41.9 47.4 45.6

FDI share (BLEU)4 25.1 10.2 6.1 6.0 10.2 4.5

Cross-border M&A share5 3.7 3.9 3.8 100.0 100.0 100.0

Single Market Directives6 97.9 98.8 99.1 99.6 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 2.6 3.7 4.9 1.8 2.4

Sectoral and ad hoc State aids7 0.57 0.57 0.71 0.69

Prices in telecommunications8

- Local 0.29 0.30 0.30 0.30 0.41 0.41 0.41 0.39

- National 0.45 0.30 0.30 0.30 1.69 1.34 1.15 0.82

- Call to USA 4.90 1.11 1.11 1.11 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 93.0 82.0

- Long Distance 76.0 82.0

- International 62.0 59.0

Electricity prices10

- Households 6.24 6.52 6.83 7.01 10.48 10.40 10.33 10.33

- Industry users 3.52 3.88 3.75 3.10 6.32 6.44 6.33 6.20

Market share electricity (%)11 49.5

Public expenditure on education
- as % of total education spending12 97.0 86.5

- as a % of GDP 7.7 7.7 8.4 5.0 5.1

S&T graduates13 9.7 11.6 12.4

R&D expenditure7 3.78 1.93 1.93 1.94

Internet access at home14 51.0 53.8 64.3 64.2 12.0 28.4 36.1 40.4

Patent applications15 308.5 361.5 366.6 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 1.4 for Belgium.
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��� 81,7('�.,1*'20

���� 0DFURHFRQRPLF�FRQWH[W

1. The UK’s macro-economic performance has combined low inflation, sound public
finances and steady growth for a number of years. A platform of stability has been achieved by
recent policies. Nevertheless, the economy is growing at a slower rate in 2002 than the 2% of
the previous year, as slow growth in the global economy impacts on the UK. For the year as a
whole, growth is expected to be a little over 1½%; some way below trend growth of around
2¾%. Household consumption is contributing strongly to growth, but fixed investment is
sharply down, while export growth is flat. Employment growth slowed marginally during the
year, but there was little change to the already low level of unemployment at slightly above 5%.
Wage growth remains moderate despite the strong labour market. Subdued actual and
prospective inflation, with a widening output gap and the prospects of slower world growth than
originally anticipated, resulted in cuts in the interest rate totalling a full two percentage points
since the beginning of 2001. This, together with an easing of the fiscal stance through rises in
government expenditure, has helped maintain modest domestic demand growth in 2002.

Table 15.1: (FRQRPLF�GHYHORSPHQWV�LQ�WKH�8QLWHG�.LQJGRP��

������� ���� ���� ���� ����

Real GDP 3.2 2.4 3.1 2.0 1.6

Domestic demand 3.3 3.6 3.9 2.5 2.0

Private consumption 3.3 4.5 5.2 4.1 3.5

GFCF (Investment) 5.3 0.6 1.9 0.3 -4.0

Exports (G&S) 7.0 5.3 10.1 1.2 0.0

Imports (G&S) 7.2 8.7 11.7 2.8 1.4

Inflation 
2

2.2 1.3 0.8 1.2 1.2

Compensation/employee 3.9 4.3 5.0 5.3 3.5

1RWH� For footnotes and source see Table 1.1 for Belgium.

���� .H\�FKDOOHQJHV

2. The key challenges for the United Kingdom as identified in the 2002 BEPGs include the
need to address the relatively low level of productivity, the high concentration of unemployment
and inactivity in certain communities, and the quality of public transport services.

.H\�HFRQRPLF�SROLF\�FKDOOHQJHV�IRU�WKH�8QLWHG�.LQJGRP

• Improving the relatively low level of productivity.

• Alleviating the high concentration of unemployment and inactivity in certain communities.

• Improving the quality and efficiency of provision of services of public interest, notably in the
transport sector.
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3. The relatively low level of productivity remains a key challenge. Productivity per
person employed was still 6% below the EU average in 2002 although the gap has been
declining in recent years. The effect of past reforms will take time to feed through into increases
in productivity, but raising productivity will require further structural reforms across the whole
economy. The government itself has identified five priority areas: strengthening competition,
promoting enterprise and innovation, improving the skills base, encouraging investment in
physical capital and raising public sector productivity.

4. As far as the labour market is concerned, the key challenge remains the high
concentration of unemployment and inactivity in certain communities. Although unemployment
and inactivity has fallen in all main regions, regional unemployment and inactivity disparities
have continued to rise. Moreover, while unemployment has fallen to around 5%, a further 8.4%
of the working-age population claims sickness and disability benefits. At the local level, in
2001, there were localities with employment rates more than 10 percentage points below the
national average in most main (government office) regions.

5. The third key challenge is to improve the quality and efficiency of provision of services
of public interest. The government has budgeted for a large increase in expenditure on public
services. Under-investment in the public infrastructure is being addressed, with public sector net
investment expected to more than double in real terms from 2000-01 to around 1.4% of GDP by
2002-03, rising further to 2.0% of GDP by 2005-06. Moreover, education spending is planned
to grow by 5.9% per year in real terms until 2005-06 and healthcare spending is planned to
grow by 7.4% per year in real terms over the same period. The UK government has recognised
the need to accompany the increases in expenditure with reforms designed to ensure that these
resources are used and allocated efficiently and effectively, that consumers receive higher
quality public services and that both consumers and taxpayers receive best value for money.
These challenges apply particularly to the transport sector where large increases in public
investment are underway to tackle past under-investment in the transport infrastructure.

���� 3XEOLF�ILQDQFHV

• 2YHUDOO�DVVHVVPHQW

6. The government balance was in surplus of 0.7% of GDP in 2001. The UK authorities’
latest assessment of the overall public finances was included in the convergence programme
update of December 2002. That assessment reveals that the public finances are projected to
move from a deficit of 0.2% of GDP in 2001-02 to one of 1.8% of GDP in 2002-03, rising to
2.2% in 2003-04 before falling back to 1.7% in 2004-05, and continuing around that level to
2007-08, the end of the projection period. Cyclically-adjusted deficits are somewhat lower in
the near term, at 1.1% in 2002-03, 1.4% in 2003-04 and 1.3% in 2004-05 rising to 1.6% by
2007-08. The abrupt move of the finances into a deficit of 1.8% of GDP in 2002-03, is, in part,
attributable to the result of temporary factors (e.g. a lower level of GDP than previously
projected, and lower financial company profits). The deficit of 1.7% of GDP in 2004-05 persists
around this level in subsequent years largely as a result of addressing the low level of
government investment and the current balance remains in surplus to achieve the “golden rule”.
The authorities project a gross debt to GDP ratio of around 39% of GDP from 2003-04 onwards.

7. The data reported so far in 2002 indeed suggest a move of the public finances into
deficit though it must be acknowledged that because of the volatile nature of public finance data
within the year, partial out-turns may not be a good guide to the final calendar or financial year
out-turn. Monthly data, albeit not seasonally adjusted, reveal a deficit of GBP 10.9 billion for
the first eleven months of the year (equivalent to around 1.1% of annual GDP). While the move
to deficit, in part, would seem to reflect planned rises in current and capital expenditure to
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achieve the goal of delivering high quality public services, it would also, indeed, seem to reflect
a slowdown in the economy to below trend growth in both 2001 and 2002. In particular, general
government taxes on income in the first half of 2002 were some 4% down on those of a year
earlier. Taking factors such as these into account, the Commission services, in the Autumn
forecast, projected a deficit of 1.1% of GDP in 2002 – equivalent of 0.6% of GDP in cyclically-
adjusted terms. The recently-released official projections – for the financial year 2002-03 – are
for a deficit of 1.8% of GDP.

8. Some progress was made in implementing the 2002 public finance recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Allow public investment, net of depreciation, to rise from 2001-02,
as projected in the convergence programme, and as suggested in
the 2001 BEPGs.

In progress

½ Be alive to any deterioration in the public finances that would take
them away from the terms of the Stability and Growth Pact and, if
necessary, take remedial action.

No new measures

See corresponding box for Belgium for explanation of terms indicating the degree of implementation.

9. Public sector net investment is planned to rise strongly in the latest convergence
programme update. Indeed, the projections are for a rise from 0.9% of GDP in 2001-02 to 1.4%
in 2002-03 and rising to 2.2% in 2007-08. This compares to a rise from 1.3% of GDP in 2001-
02 to 1.4% in 2003-04 and rising to 1.8% in 2006-07 in the 2001 convergence programme
update. Investment was clearly lower than planned in 2001-02 (0.9% instead of 1.3% of GDP),
but recent data suggests that net investment is rising strongly, and in the first eight months of
the financial year 2002-03 was 16% up on the same period of 2001-02.

10. While the public finances are expected to move sharply into deficit in 2002, part of this
is associated with below-trend growth and other factors of an economic nature as well as rises in
discretionary expenditure. The Commission services forecast a deficit of 1.1% and a cyclically-
adjusted deficit of 0.6% of GDP in 2002. However, the Commission services are projecting
higher deficits, both actual and cyclically-adjusted, of 1.3% and 0.9% respectively in 2003. The
authorities, in the December 2002 convergence programme update, project deficits of 1.8% of
GDP in 2002-03 and 2.2% in 2003-04. In cyclically-adjusted terms, in the update, the deficits
are 1.1% and 1.4% respectively. These deficits result from the planned rise in net investment.
The debt-to-GDP ratio is projected to remain under 40%. To the extent that the cyclically-
adjusted deficits are a little higher than those projected at Budget time, no progress has been
made in terms of the second recommendation. However, the UK budget for 2003 has yet to be
announced.
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Table 15.2: 7UHQGV�LQ�SXEOLF�ILQDQFHV�LQ�WKH�8QLWHG�.LQJGRP��

���� ���� ���� ���� ���� ����

Government balance 2 -5.8 -2.2 1.1 4.0 0.7 -1.1

- Total revenue 38.9 38.9 40.3 40.9 41.0 39.9

Tax burden 3 36.0 36.2 37.4 38.2 38.3 37.3

- Total expenditure 44.6 41.1 39.1 36.9 40.3 41.0

Primary current expenditure 41.0 37.4 36.2 34.1 38.0 38.8

Interest payments 3.7 3.7 2.9 2.8 2.4 2.2

Investment 2.0 1.2 1.1 1.1 1.2 1.3

Primary balance 2 -2.1 1.5 4.1 6.8 3.1 1.1

Government debt 51.8 50.8 45.1 42.1 39.1 38.5

Cyclically-adjusted balance 4 -5.8 -2.7 0.8 1.2 0.7 -0.6

Cyclically-adj. primary balance 4 -2.2 1.0 3.8 4.0 3.0 1.5

1RWH� For footnotes and source see Table 1.2 for Belgium.

���� (FRQRPLF�UHIRUPV

������� /DERXU�PDUNHWV

• 2YHUDOO�DVVHVVPHQW

11. The UK surpasses all of the EU-wide Lisbon employment targets. The overall
employment rate continued to grow slightly in 2001, while harmonised unemployment fell
briefly below 5% before stabilising at just over 5% in 2002. Remaining problems, such as
relatively high unemployment and inactivity in certain local areas and a further rise in male
inactivity in 2001, suggest potential for further improvements in performance.�The number of
working-age people claiming sickness and disability benefits remains high at just over 3 million
(8.4%), of which 2.7 million (7.5%) claim income-replacement benefits.

12. Some progress was made in implementing the 2002 labour market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Reinforce active measures targeted at those communities and
individuals most prone to the risk of concentrated or long-term
unemployment and inactivity.

Partial

½ Reform sickness and disability benefit schemes to provide people
who are able to work with the opportunities and incentives to do
so.

Partial

13. The UK has a range of active labour market measures partly intended to target
disadvantaged areas. The measures include the New Deal for Communities, Action Teams,
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Employment Zones and ethnic minority outreach programmes. They have not yet been fully
evaluated. Figures on the basic outcomes of some of these programmes suggest a potentially
positive but small impact on improving employability. Various initiatives, both national and
regional, have been established to promote the development of skills at local level, especially in
the poorest areas. As regards the New Deal for adults, the UK government argues (though
official evaluation data are not provided) that active intervention measures for all participants
before the current threshold of 18 months would be inefficient.

14. The merging of the employment service and benefits agency for working-age people,
which took place in April 2002, aims to provide work-focused support for all those claiming
benefits, including those claiming incapacity-related benefits – many of whom say (in survey
responses) they wish to work. The New Deal for disabled people has helped a small number of
people back into work, while other schemes to support incapacity benefit claimants in finding
employment have been piloted. However, there appears to be little incentive for those who
would like to seek work to leave benefits in order to do so. No reforms of the assessment of
incapacity or the extent to which this prevents work have been announced. In November 2002,
the government announced further pilot projects, starting in 2003, to provide claimants with
better advice, new programmes and improved financial incentives.

Table 15.3:�/DERXU�PDUNHW�LQGLFDWRUV�IRU�WKH�8QLWHG�.LQJGRP

8QLWHG�.LQJGRP (8 86$

���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

Employment rate (ER) 1 71.5 68.5 71.5 71.7 : 59.9 64 : 72.5 73.1 :

Female ER 1 62 61.8 64.8 65.1 : 49.7 54.9 : 65.8 67.1 :

Older workers ER 1 49.1 47.5 50.8 52.3 : 35.9 38.6 : 55.1 58.4 :

Employment growth 2 0.4 0.9 1.1 0.6 0.7 0.6 1.2 0.4 2.5 -0.3 -0.5

ER full time equivalent 62 59.2 61.7 62.1 : 56.0 59.0 : : : :

Unemployment rate  (UR) 2 6.9 8.5 5.4 5 5 10.1 7.4 7.6 5.6 4.8 5.7

Long-term UR 1 2.3 3.7 1.5 1.3 : 5.2 3.2 : : : :

Youth UR (<25) 10.4 15.3 12.3 11.9 : 20.4 14.7 : 12.1 10.6 :

Nominal wage growth 2 10.1 3.8 5.0 5.3 3.5 3.5 3.4 3.1 1.8 2.9 2.4

Real Unit Labour Cost growth 2 1.9 -0.8 0.8 1.9 -0.2 -1.1 0.7 0.2 -0.6 0.0 -1.6

Labour Productivity growth 2 0.4 2.0 1.9 1.4 0.9 1.8 0.4 0.6 0.2 0.6 2.9

Tax rate on average wage earners 3 : : 30.1 29.7e : 44.6 43.1 : : 30 :

Tax rate on low wage earners 3 : : 25.3 24.8e : : 37.8e : : 27.7e :

NRR on low income families
(married)  4

: 67.0 49.0 : : 72.0 65.5 : 59.0 57.0 :

NRR on low wage earners (single)
4

: 75.0 66.0 : : 71.0 67.5 : 59.0 59.0 :

1RWH� For footnotes and sources see Table 1.3 for Belgium.
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������ 3URGXFW�PDUNHWV��HQWUHSUHQHXUVKLS�DQG�WKH�NQRZOHGJH�EDVHG�HFRQRP\

• 2YHUDOO�DVVHVVPHQW

15. The United Kingdom is open to international competition, as measured by the total
trade-to-GDP ratio, although it is less open than the average for large EU Member States. The
price level is above the EU average (partly due to the exchange rate) and the UK’s relatively
low level of productivity remains a problem, even if it has been catching up with the EU
average in recent years. The economic environment in the UK is favourable to entrepreneurship
with low levels of regulation and relatively low corporate tax rates. The value of public
procurement tenders published in the Official Journal is above the EU average and state aid is
among the lowest in the EU. Liberalisation of the network industries is well advanced. The
UK’s transposition rate was 98.6% in October 2002, above the European Council’s target. The
government has increased investment in the transport sector but the effects will take time to
work through.

16. The UK’s IT expenditure (as a percentage of GDP) in 2001 and level of internet access
in June 2002 were both above the EU average. The take-up of broadband internet in the UK is
relatively low, but it is growing quickly. Both the UK’s total and business R&D expenditure (as
a percentage of GDP) were around the EU average in 2000 and the government has continued to
take measures to promote R&D. The proportion of young people (aged 25-34) with at least
upper secondary education, at 68% in 2001, was just below the EU average.

17. Good progress was made in implementing the 2002 product market recommendations.

• ,PSOHPHQWDWLRQ�RI�WKH������%(3*V

&RXQWU\�VSHFLILF�UHFRPPHQGDWLRQV�LQ�WKH������%(3*V 'HJUHH�RI
LPSOHPHQWDWLRQ

½ Continue to improve competition, building on existing policy
measures, in sectors such as retail banking, postal services and the
professions.

In progress

½ Deliver the announced infrastructure investment in the railways,
establish a new railway infrastructure company and improve the
regulation of the railway sector.

In progress

18. The UK government has taken several measures to improve competition. The Enterprise
Act, adopted in November 2002, limits Ministers’ powers in the UK’s merger and monopoly
regimes and gives the independent competition authorities the power to take competition policy
decisions on the basis of new competition-based tests. The Act also increases the sanctions
which can be applied to individuals found guilty of involvement in cartels. The Office of Fair
Trading (OFT) will be given new duties to promote competition. In retail banking the UK
government accepted in full, in March 2002, the Competition Commission’s report which had
found that a complex monopoly existed in SME banking services. The Competition
Commission’s remedies will be put in place over the coming years, with interim measures
applied sooner. The postal services regulator 3RVW&RPP published it proposals for opening up
the UK postal services market to competition in May 2002. 3RVW&RPP proposes to open up
30% of the market by value in January 2003, 60% by April 2005 with full opening achieved by
April 2007. The OFT published a progress report on the professions in April 2002 noting that
some changes had been made to professional rules but that some serious restrictions on
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competition remained in place. The Enterprise Act repeals the exemption of professional bodies
from competition rules.

19. The 2002 Spending Review announced in July continues to implement the 10-Year Plan
for Transport by allocating an annual average increase of 8.4% in real terms to UK transport
spending. The Department of Transport will shortly publish a delivery report for its 10-Year
Plan. Major upgrades are already being made to railway lines and stations. A new railway
infrastructure company, Network Rail, was established in October 2002. In June 2002 the
government announced that the current system of regulating the railways would be maintained.
However, the existing regulatory system would be made to work better by establishing a
statutory regulatory board for the Office of the Rail Regulator (ORR) and by creating a closer
working relationship between the ORR and the Strategic Rail Authority (SRA) which has been
formalised in a concordat between the two bodies. The SRA’s punctuality and reliability index
shows that in July-September 2002 81% of scheduled services ran correctly to timetable. This
remains well below the levels before summer 2000.

Table 15.4:�3URGXFW�PDUNHW�LQGLFDWRUV�IRU�WKH�8QLWHG�.LQJGRP

8. (8���
1999 2000 2001 2002 1999 2000 2001 2002

Labour productivity1 93.0 93.2 94.1 94.1 100.0 100.0 100.0 100.0
Relative price levels2 112.0 118.0 115.0 100.0 100.0

Total trade to GDP ratio (%)3 20.4 21.8 21.4 41.9 47.4 45.6

FDI share (BLEU)4 6.0 8.1 3.8 6.0 10.2 4.5

Cross-border M&A share5 32.4 33.6 29.4 100.0 100.0 100.0

Single Market Directives6 97.2 97.3 97.2 98.6 96.4 97.0 98.0 97.9

Value of tenders in the O.J.7 2.7 3.8 3.9 1.8 2.4 2.5

Sectoral and ad hoc State aids7 0.29 0.28 0.71 0.69

Prices in telecommunications8

- Local 0.64 0.64 0.64 0.64 0.41 0.41 0.41 0.39

- National 1.29 1.29 1.29 1.29 1.69 1.34 1.15 0.82

- Call to USA 3.85 3.85 3.85 3.85 4.09 3.39 2.65 2.44

Market share fixed telecom (%)9

- Local 73.4 68.0

- Long Distance 65.0 59.0

- International 49.4 48.0

Electricity prices10

- Households 10.05 10.21 10.48 10.31 10.48 10.40 10.33 10.33

- Industry users 5.92 7.01 6.37 6.14 6.32 6.44 6.33 6.20

Market share electricity (%)11 71.5 72.9

Public expenditure on education
- as % of total education spending12 83.7 86.5

- as a % of GDP 4.4 4.4 5.0 5.1

S&T graduates13 15.6 16.2

R&D expenditure7 1.85 1.85 1.86 1.93 1.93 1.94

Internet access at home14 17.0 40.9 46.5 45.0 12.0 28.4 36.1 40.4

Patent applications15 111.2 128.4 133.5 140.9 158.7 161.1

1RWH: For footnotes and sources see Table 3.4 for Germany.


