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Indicators from various areas, such as national accounts, government
finance, exchange rates and interest rates, consumer prices, and the
balance of payments support analysis of the economic situation used
in the design, implementation and monitoring of European Union
(EU) policies.

The EU is active in a wide range of policy areas, but economic poli-
cies have traditionally played a dominant role. Starting from a rather
narrow focus on introducing common policies for coal and steel,
atomic energy and agriculture as well as the creation of a customs
union over 50 years ago, European economic policies progressively
extended their scope to a multitude of domains.

Since 1993, the European single market has enhanced the possibili-
ties for people, goods, services and money to move around the EU as
freely as within a single country. The start of economic and monetary
union (EMU) in 1999 has given economic and market integration
further stimulus. The euro has become a symbol for Europe, and the
number of countries that have adopted the single currency has in-
creased from an original 11 to 16 countries by 2010.

Fostering economic and social progress, with constant improve-
ments in living and working conditions, has also been a key ob-
jective of European policies. The strongest global financial and
economic crisis since the 1930s reversed much of the economic
progress made since the 2000 Lisbon strategy was adopted. In the
aftermath of this crisis, in March 2010, the European Commission
launched the Europe 2020 strategy for smart, sustainable and in-
clusive growth. Its declared objective is to overcome the effects of
the crisis and prepare the EU’s economy for the next decade; the
integrated economic and employment guidelines have been revised
within the context of this new strategy. Among the ten guidelines
one aims to address macro-economic imbalances, and the other
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aims to reduce imbalances in the euro
area. A third guideline concerns the spe-
cific issue of ensuring the quality and
the sustainability of public finances (see
Subchapter 1.2 on government finance
statistics).

Following actions to stabilise the finan-
cial system and the economy, the recent
crisis has also prompted substantial re-
forms of EU macro-economic, budgetary

1.1 National accounts -

National accounts are the source for a
multitude of well-known economic in-
dicators which are presented in this
subchapter. Gross domestic product
(GDP) is the most frequently used meas-
ure for the overall size of an economy,
while derived indicators such as GDP per
capita - for example, in euro or adjusted
for differences in price levels — are widely
used for a comparison of living standards,
or to monitor the process of convergence
across the European Union (EU).

Moreover, the development of specific
GDP components and related indicators,
such as those for economic output, im-
ports and exports, domestic (private and
public) consumption or investments, as
well as data on the distribution of income
and savings, can give valuable insights
into the driving forces in an economy and
thus be the basis for the design, monitor-
ing and evaluation of specific EU policies.
Economic developments in production,

and structural surveillance. A key new
element is the introduction of a European
semester starting in January 2011. It will
cover fiscal discipline, macro-economic
stability and policies to foster growth,
aligning processes under the stability and
growth pact and the Europe 2020 strat-
egy, while retaining their legal specifici-
ties. European economic statistics will
play an important role in this process.

GDP

income generation and (re)distribution,
consumption and investment may be
better understood when analysed by in-
stitutional sector. In particular, sector ac-
counts provide several key indicators for
households and non-financial corpora-
tions, like the household saving rate and
business profit share.

Main statistical findings

Developments in GDP

As a result of the global financial and
economic crisis, the EU-27’s GDP fell
from EUR 12495 000 million in 2008
to EUR 11 791 000 million in 2009. The
euro area accounted for 76.0 % of this to-
tal, while the sum of the five largest EU
economies (Germany, France, the United
Kingdom, Italy and Spain) was 71.6 %.
However, cross-country comparisons
should be made with caution as notably
exchange rate fluctuations may signifi-
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cantly influence the development of nom-
inal GDP figures. To evaluate standards
of living, it is therefore more appropriate
to use GDP per capita in purchasing pow-
er standards (PPS), in other words ad-
justed for the size of an economy in terms
of population and also for differences in
price levels across countries. The average
GDP per capita within the EU-27 in 2009
was PPS 23 600. The relative position of
individual countries can be expressed
through a comparison with this average
(see Table 1.1), with the EU-27 value set
to equal 100. The highest value among EU
Member States was recorded for Luxem-
bourg, where GDP per capita in PPS was
more than 2.6 times the EU-27 average
in 2009 (which is partly explained by the
importance of cross-border workers from
Belgium, France and Germany). On the
other hand, GDP per capita was less than
half the EU-27 average in Romania, Bul-
garia (both 2008) and Latvia.

Although PPS figures should, in principle,
be used for cross-country comparisons in
a single year rather than over time, com-
paring 1999 to 2009 figures suggests that
some convergence in living standards
took place between the EU Member States
over the past ten years, even though nota-
bly the Baltic countries suffered a signifi-
cant set back in relation to the financial
and economic crisis. While all Mem-
ber States that joined the EU in 2004 or
2007 remained below the EU-27 average
in 2009, as did Portugal and Greece, all
except Malta moved closer to the EU-27
average over the last ten years. Whereas
Luxembourg, Spain and Ireland moved
further ahead of the EU-27 average over
the ten years to 2009, and Portugal fur-
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ther behind, the other EU-15 Member
States moved closer to the EU-27 average.

The pattern of real growth in GDP has
varied significantly across the EU: the
average annual growth rates of the EU-27
and the euro area between 2000 and 2009
were 1.5% and 1.4 % respectively. The
three Baltic countries averaged 4.8 % real
growth per annum despite double-digit
decreases in 2009. Bulgaria and Slova-
kia (4.7 %) and Romania (4.6 %) also re-
corded annual average growth around
three times the EU-27 average. With the
exceptions of Hungary and Malta, the
economies of all other Member States
that joined the EU in 2004 or 2007 grew
by an average between 3 % and 4 % per
annum during the period 2000 to 2009,
as did Ireland, Greece and Luxembourg.
The lowest rates of change within the EU
during this period were recorded in Italy,
Germany, Portugal and Denmark, all av-
eraging growth of less than 1 % per an-
num (see Table 1.2).

Following a general upturn of the busi-
ness cycle between 2003 and 2007, the im-
pact of the financial and economic crisis
resulted in a severe slowdown and reces-
sion in most countries. In 2008 real GDP
growth in the EU-27 and the euro area
slowed to 0.5 % and in 2009 the rate of
change turned negative as GDP contract-
ed by 4.2 % in the EU-27 and by 4.1 % in
the euro area. Seven of the EU Member
States recorded a negative rate of change
for GDP in 2008 and by 2009 there was
a contraction in all of the Member Stares
except Poland. The decline in real GDP
in 2009 was particularly strong in Latvia
(-18.0 %), Lithuania (-14.7 %) and Estonia
(-13.9 %).
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Main GDP aggregates

Looking at GDP from the output side, the
analysis reveals some shifts in the eco-
nomic structure of the EU-27 economy
over the last ten years. The comparison of
1999 and 2009 figures shows that the pro-
portion of gross value added accounted
for by agriculture and industry was fall-
ing, as was the proportion from trade,
transport and communication services.
In contrast, the proportion of GDP from
construction, business activities and fi-
nancial services as well as other services
rose. This structural change is, at least in
part, a result of phenomena such as tech-
nological change, developments in relative
prices, and globalisation, often resulting in
manufacturing activities being moved to
lower labour-cost regions, both within and
outside the EU. However, the decline of in-
dustry’s share of gross value added within
the EU-27 from 20.1 % in 2008 to 17.9 %
in 2009 mainly reflected the impact of the
financial and economic crisis.

Among the six activities presented in Ta-
ble 1.3 the three largest were all service
activities and together contributed close
to three quarters (74.1 %) of the EU-27’s
total gross value added in 2009. Business
activities and financial services account-
ed for 29.2 % of the EU-27’s gross value
added, followed by other services (largely
made-up of public administrations, edu-
cation and health services, as well as other
community, social and personal service
activities (24.0 %)) and trade, transport
and communication services (20.9 %). The
smallest contributions came from agricul-
ture, hunting, forestry and fishing (1.7 %)
and construction (6.3 %). The relative im-
portance of services was particularly high
in Luxembourg, France, Cyprus, Greece,

Malta, the United Kingdom, Belgium,
Denmark and Latvia, as services account-
ed for more than three quarters of total
value added in each of these countries.

An analysis of labour productivity per
person employed over the same ten-year
period shows increases for all activities.
The highest growth rate of productiv-
ity was registered in construction (40 %)
and the lowest for agriculture, hunting,
forestry and fishing (16 %). To eliminate
the effects of inflation, labour productiv-
ity per person can also be calculated us-
ing constant price output figures. Labour
productivity in those Member States that
joined the EU in 2004 or 2007 converged
towards the EU-27 average. Notably, la-
bour productivity per person employed
in Romania increased from 23 % to 47 %
of the EU-27 average between 1999 and
2009; Estonia, Slovakia, Lithuania, Bul-
garia and Latvia also recorded substantial
progress towards the EU-27 average.

Turning to an analysis of the development
of GDP components from the expendi-
ture side it can be noted that final con-
sumption expenditure across the EU-27
rose by 19.2 % in volume (constant price)
terms between 1999 and 2009. This was
slightly higher than the growth in GDP
during the same period (16.3 %), while
overall growth in gross capital formation
was just 3.0 % due to a sharp fall in 2009.

In current prices, consumption expendi-
ture by households and non-profit in-
stitutions serving households dropped
4.2 % compared with 2008, and repre-
sented 57.9 % of the EU-27’s GDP in 2009.
General government expenditure in the
EU-27 rose between 2008 and 2009 by
1.6 % to account for a 22.2 % share of total
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GDP in 2009, while gross fixed capital
formation dropped by 14.5 % to record an
18.9 % share of GDP. The external balance
of goods and services represented 1.0 % of
the EU-27’s GDP in 2009.

There was a wide variation in the overall
investment intensity (public and private
combined) that may, in part, reflect the
different stages of economic develop-
ment as well as growth dynamics among
Member States over recent years. The
vast majority of investment was made
by the private sector: in 2009 private
investment accounted for 18.4 % of the
EU-27’s GDP, whereas the equivalent
figure for public sector investment was
2.9 %. Public investment exceeded 5 %
of GDP in 2009 in the Czech Republic,
Romania and Poland, while private in-
vestment rose to over 20 % of GDP in
Slovakia, Cyprus (2008 data), Romania
and Austria.

Gross fixed capital formation (total in-
vestment) in 2009 as a share of GDP
was 19.1 % in the EU-27 and 19.6 % in
the euro area. In 2009 it was highest in
Romania, Bulgaria, Spain, Slovenia and
Slovakia where it was around one quarter
of GDP, while it was lowest in the United
Kingdom, Malta and Ireland where it was
around 15 % of GDP.

An analysis of GDP within the EU-27
from the income side shows that the dis-
tribution between the production factors
of income resulting from the production
process was dominated by the compensa-
tion of employees, which was 49.9 % of
GDP in 2009, an increased share com-
pared with 2008. The share of gross op-
erating surplus and mixed income fell in
2009 to 38.7 % of GDP while the share of

B Furope in figures

Eurostat yearbook 2011

Economy and finance

taxes on production and imports less sub-
sidies decreased to 11.4 %.

Household consumption

The consumption expenditure of house-
holds accounted for at least half of GDP
in the majority of Member States in 2009;
this share was highest in Cyprus (77.4 %,
2008) and also exceeded 75 % in Greece
(76.8 %) as well as the former Yugoslav
Republic of Macedonia (81.2 %) and Tur-
key (75.1 %). In contrast, it was below 40 %
in Luxembourg (36.9 %, 2008); neverthe-
less, average household consumption ex-
penditure per capita was, by far, highest
in Luxembourg (PPS 25 600, 2008).

A little over one fifth (22.2 %) of total
household consumption expenditure in
the EU-27 in 2008 was devoted to housing,
water, electricity, gas and other housing
fuels. Transport expenditure (13.4 %) and
expenditure on food and non-alcoholic
beverages (12.9 %) together accounted for
a little more than a quarter of the total -
see Figure 1.12.

National savings

Gross national saving asa proportion of na-
tional disposable income averaged 18.5 %
in the euro area (of 13 countries) in 2009,
and among the EU Member States reached
its highest in Latvia (26.3 %) and lowest in
Greece (2.6 %). Compared with 1999, there
was a decline for the euro area and most
of its members. The most substantial de-
creases (in percentage point terms) were in
Ireland, Portugal, Greece, Finland and Cy-
prus where savings as a proportion of dis-
posable income fell by 7 percentage points
or more, while the largest increases were
recorded in Latvia and Romania where
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the proportion increased by 12 points and
9 points respectively.

Sector accounts

Table 1.7 shows the household saving rate
in 2009 was almost 2 percentage points
higher in the euro area (15.3 %) than in
the EU-27 (13.4 %). This gap is mainly
explained by the relatively low saving
rates of Poland (3.7 %) and the United
Kingdom (6.3 %). Among the Member
States within the euro area household sav-
ing rates were within a relatively narrow
range and were generally high, with only
Slovakia, Cyprus, Portugal and Finland
reporting rates below the EU-27 average.
Nevertheless, the EU-27 household sav-
ing rate increased in 2009 by 2.3 percent-
age points, which was more twice the in-
crease recorded within the euro area (1.1
points); the largest increases in savings
were observed in Estonia (9.9 points) and
Lithuania (8.8 points).

In 2009, the household investment rate
was 8.3 % in the EU-27. This rate ranged
from 7.1 % in Portugal to just over 10 %
in Belgium and Finland, with the Nether-
lands (12.2 %) and Cyprus (12.3 %) above
this range, and Latvia (5.8 %), the United
Kingdom, Lithuania and Sweden (all
5.0 %) below this range. The household
investment rate fell by 1.3 points in the
EU-27 in 2009, compared with the year
before; it dropped in each of the Member
States (for which data are available) except
for the Czech Republic (+0.5 percentage
points). Ireland experienced by far the
largest fall, down 8.8 points, followed by
Spain (-3.6 points).

In 2009, the household debt-to-income
ratio varied considerably between Mem-

ber States. While it was close to or below
50 % in Slovenia, Lithuania, Poland, the
Czech Republic and Slovakia, it almost
reached 200 % in Ireland and was even
higher in the Netherlands and Denmark
(rates of 200 % suggest that it would take
two years of disposable income for house-
holds to repay their debt). A comparatively
high debt-to-income ratio was recorded in
several north western European Member
States. In contrast, in central and east-
ern Europe, the debt-to-income ratio was
comparatively low with household debt
never greater than annual disposable in-
come (Estonia had the highest ratio with
97.2 %). It should be borne in mind that
high household debt may to some extent
mirror high levels of financial assets, as
shown in the analysis of the household net
financial wealth-to-income ratio. It may
also mirror the ownership of non-financial
assets such as dwellings or be impacted by
national provisions that foster borrowing
(for example, the deduction of interest
from taxes). Overall, the household debt-
to-income ratio increased in 2009 in most
EU Member States, the exceptions being
the United Kingdom, Spain and Lithuania.
Denmark, which already had the largest
debt-to-income ratio in 2008, experienced
the highest annual increase in 2009, as the
ratio increased by 12.4 percentage points.

Like the debt-to-income ratio, the house-
hold net financial wealth-to-income ra-
tio differed considerably between Mem-
ber States. Belgium recorded a ratio of
328.0 %, the highest among the Member
States in 2009, and high values were also
observed in the Netherlands and Italy, as
well as in Switzerland. Latvia and Slova-
kia had remarkably low net financial as-
sets-to-income ratios, as did Norway.
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Figure 1.17 shows that in 2009, the business
investment rate was at 20.5 % in the EU-27.
The three highest rates among the Member
States were recorded in Slovakia, Austria
and Slovenia, while the lowest rate was in
Ireland (12.3 %). The business investment
rates of the five largest EU-27 economies
diverged quite significantly: in Spain and
Italy the rates were clearly above the EU-27
average, while in the United Kingdom and
Germany they were clearly below the aver-
age; only the French rate was close to the
overall average for the EU-27. The busi-
ness investment rate fell in all EU Member
States in 2009 compared with 2008; how-
ever it increased by 1.4 percentage points
in Norway. Overall the rate fell by 2.5 per-
centage points in the EU-27, with particu-
larly large reductions in the Baltic Member
States (7 points or more) — see Table 1.8.

The profit share of non-financial corpora-
tions was 36.5 % in the EU-27 in 2009. The
lowest shares were recorded in Sweden,
France, Denmark and Slovenia, while
the highest shares were posted in Malta
and Ireland, as well as in Norway. Profit
shares fell in the EU-27 by 1.6 percentage
points between 2008 and 2009. Slovakia
and Finland experienced the largest re-
ductions in their profit shares, along with
Norway. Latvia recorded the highest per-
centage point increase between 2008 and
2009, up by 5.4 points, while Spain was the
only one of the five largest EU economies
to record an increase (up 1.2 points).

Data sources and availability

The European system of national and re-
gional accounts (ESA) provides the meth-
odology for national accounts in the EU.
The current version, ESA95, was fully
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consistent with worldwide guidelines for
national accounts, the 1993 SNA. Follow-
ing international agreement on an updat-
ed version of the SNA in 2008, a respec-
tive update of the ESA is, at the time of
writing, close to finalisation.

GDP and main components

The main aggregates of national accounts
are compiled from institutional units,
namely non-financial or financial corpo-
rations, general government, households,
and non-profit institutions serving house-
holds (NPISH).

Data within the national accounts do-
main encompasses information on GDP
components, employment, final con-
sumption aggregates and savings. Many
of these variables are calculated on an an-
nual and on a quarterly basis.

GDP is the central measure of national ac-
counts, which summarises the economic
position of a country (or region). It can
be calculated using different approaches:
the output approach; the expenditure ap-
proach; and the income approach.

An analysis of GDP per capita removes the
influence of the absolute size of the popu-
lation, making comparisons between dif-
ferent countries easier. GDP per capita is a
broad economic indicator of living stand-
ards. GDP data in national currencies
can be converted into purchasing power
standards (PPS) using purchasing power
parities (PPPs) that reflect the purchasing
power of each currency, rather than using
market exchange rates; in this way differ-
ences in price levels between countries
are eliminated. The volume index of GDP
per capita in PPS is expressed in relation
to the EU-27 average (set to equal 100). If
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the index of a country is higher/lower than
100, this country’s level of GDP per head is
above/below the EU-27 average; this index
is intended for cross-country comparisons
rather than temporal comparisons.

The calculation of the annual growth rate
of GDP at constant prices, in other words
the change of GDP in volume terms, is
intended to allow comparisons of the dy-
namics of economic development both
over time and between economies of dif-
ferent sizes, irrespective of price levels.

Complementary data

Economic output can also be analysed by
activity: at the most aggregated level of
analysis six NACE Rev. 1.1 headings are
identified: agriculture, hunting and fish-
ing; industry; construction; trade, trans-
port and communication services; busi-
ness activities and financial services; and
other services. An analysis of output over
time can be facilitated by using a volume
measure of output - in other words, by de-
flating the value of output to remove the
impact of price changes; each activity is
deflated individually to reflect the changes
in the prices of its associated products.

A further set of national accounts data is
used within the context of competitive-
ness analyses, namely indicators relating
to the productivity of the workforce, such
as labour productivity measures. Produc-
tivity measures expressed in PPS are par-
ticularly useful for cross-country compar-
isons. GDP in PPS per person employed is
intended to give an overall impression of
the productivity of national economies. It
should be kept in mind, though, that this
measure depends on the structure of total
employment and may, for instance, be low-
ered by a shift from full-time to part-time

work. GDP in PPS per hour worked gives
a clearer picture of productivity as the in-
cidence of part-time employment varies
greatly between countries and activities.
The data are presented in the form of an
index in relation to the EU average: if the
index rises above 100, then labour produc-
tivity is above the EU average.

Data on consumption expenditure may
be broken down according to the clas-
sification of individual consumption ac-
cording to purpose (COICOP), which
identifies 12 different headings at its most
aggregated level. Annual information on
household expenditure is available from
national accounts compiled through a
macro-economic approach. An alterna-
tive source for analysing household ex-
penditure is the household budget survey
(HBS): this information is obtained by
asking households to keep a diary of their
purchases and is much more detailed in
its coverage of goods and services as well
as the types of socio-economic break-
down that are made available. HBS is only
carried out and published every five years
- the latest reference year currently avail-
able is 2005.

Household saving is the main domestic
source of funds to finance capital invest-
ment. The system of accounts provides for
both disposable income and saving to be
shown on a gross basis, in other words,
with both aggregates including the con-
sumption of fixed capital.

Sector accounts

Sector accounts group together economic
subjects with similar behaviour into in-
stitutional sectors, such as: households,
non-financial corporations, financial
corporations and government. Group-
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ing economic subjects in this way greatly
helps to understand the functioning of
the economy. The behaviour of house-
holds and non-financial corporations is
particularly relevant in this respect.

The households sector covers individu-
als or groups of individuals acting as
consumers and entrepreneurs provided,
in the latter case, that their activities as
market producers are not carried out by
separate entities. For the purpose of the
analysis within this subchapter, this sec-
tor has been merged with the relatively
small sector of non-profit institutions
serving households (for example, associa-
tions and charities).

Non-financial corporations cover en-
terprises whose principal activity is the
production of goods and non-financial
services to be sold on the market. It in-
cludes incorporated enterprises, but also
unincorporated enterprises as long as
they keep a complete set of accounts and
have an economic and financial behaviour
which is similar to that of corporations.
Small businesses (such as sole traders and
entrepreneurs operating on their own) are
recorded under the households sector.

Sector accounts record, in principle, every
transaction between economic subjects
during a certain period and can also be
used to show the opening and closing stocks
of financial assets and liabilities in finan-
cial balance sheets. These transactions are
grouped into various categories that have
a distinct economic meaning, such as the
compensation of employees (comprising
wages and salaries, before taxes and social
contributions are deducted, and social con-
tributions paid by employers).
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In turn, these categories of transactions
are shown in a sequence of accounts, each
of which covers a specific economic proc-
ess. This ranges from production, income
generation and income (re)distribution,
through the use of income, for consump-
tion and saving, and investment, as shown
in the capital account, to financial transac-
tions such as borrowing and lending. Each
non-financial transaction is recorded as an
increase in the resources of a certain sec-
tor and an increase in the uses of another
sector. For instance, the resources side of
the interest transaction category records
the amounts of interest receivable by dif-
ferent sectors of the economy, whereas the
uses side shows interest payable. For each
type of transaction, total resources of all
sectors and the rest of the world equal total
uses. Each account leads to a meaningful
balancing item, the value of which equals
total resources minus total uses. Typically,
such balancing items, such as GDP or net
saving, are important economic indicators;
they are carried over to the next account.

The analysis in this subchapter focuses on
a selection of indicators from the wealth of
sector accounts data. Households’ behav-
iour is described through indicators cover-
ing saving and investment rate, as well as
debt-to-income and net financial wealth-to-
income ratios. The analysis on non-finan-
cial corporations is based on the business
investment rate and business profit share.

Context

European institutions, governments, cen-
tral banks as well as other economic and
social bodies in the public and private sec-
tors need a set of comparable and reliable
statistics on which to base their decisions.
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National accounts can be used for various
types of analysis and evaluation. The use
of internationally accepted concepts and
definitions permits an analysis of differ-
ent economies, such as the interdepend-
encies between the economies of the EU
Member States, or a comparison between
the EU and non-member countries.

Business cycle and macro-
economic policy analysis

One of the main uses of national accounts
data relates to the need to support Euro-
pean economic policy decisions and the
achievement of economic and monetary
union (EMU) objectives with high-qual-
ity short-term statistics that allow the
monitoring of macro-economic develop-
ments and the derivation of macro-eco-
nomic policy advice. For instance, one of
the most basic and long-standing uses of
national accounts is to quantify the rate
of growth of an economy, in simple terms
the growth of GDP. Core national ac-
counts figures are notably used to develop
and monitor macro-economic policies,
while detailed national accounts data can
also be used to develop sectoral or in-
dustrial policies, particularly through an
analysis of input-output tables.

Since the beginning of the EMU in 1999,
the European Central Bank (ECB) has
been one of the main users of national ac-
counts. The ECB’s strategy for assessing
the risks to price stability is based on two
analytical perspectives, referred to as the
‘two pillars™ economic analysis and mon-
etary analysis. A large number of mon-
etary and financial indicators are thus
evaluated in relation to other relevant
data that allow the combination of mon-
etary, financial and economic analysis,

for example, key national accounts ag-
gregates and sector accounts. In this way
monetary and financial indicators can be
analysed within the context of the rest of
the economy.

The Directorate-General for Economic
and Financial Affairs produces the Eu-
ropean Commission’s macro-economic
forecasts twice a year, in the spring and
autumn. These forecasts cover all EU
Member States in order to derive fore-
casts for the euro area and the EU-27, but
they also include outlooks for candidate
countries, as well as some non-member
countries.

The analysis of public finances through
national accounts is another well estab-
lished use of these statistics. Within the
EU a specific application was developed
in relation to the convergence criteria
for EMU, two of which refer directly to
public finances. These criteria have been
defined in terms of national accounts
figures, namely, government deficit and
government debt relative to GDP. See
Subchapter 1.2 on government finance
statistics for more information.

Regional, structural and sectoral
policies

As well as business cycle and macro-
economic policy analysis, there are other
policy-related uses of European national
and regional accounts data, notably con-
cerning regional, structural and sectoral
issues.

The allocation of expenditure for the struc-
tural funds is partly based on regional ac-
counts. Furthermore, regional statistics
are used for ex-post assessment of the re-
sults of regional and cohesion policy.
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Encouraging more growth and more jobs
is a strategic priority for both the EU and
the Member States, and is part of the Eu-
rope 2020 strategy. In support of these
strategic priorities, common policies are
implemented across all sectors of the EU
economy while the Member States imple-
ment their own national structural re-
forms. To ensure that this is as beneficial
as possible, and to prepare for the chal-
lenges that lie ahead, the European Com-
mission analyses these policies.

The European Commission conducts
economic analysis contributing to the
development of the common agricultural
policy (CAP) by analysing the efficiency
of its various support mechanisms and
developing a long-term perspective. This
includes research, analysis and impact
assessments on topics related to agricul-
ture and the rural economy in the EU and
non-member countries, in part using the
economic accounts for agriculture.

Target setting, benchmarking and
contributions

Policies within the EU are increasingly
setting medium or long-term targets,
whether binding or not. For some of
these, the level of GDP is used as a bench-
mark denominator, for example, setting
a target for expenditure on research and
development at a level of 3 % of GDP.

National accounts are also used to deter-
mine EU resources, with the basic rules laid
down in a Council Decision. The overall
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amount of own resources needed to finance
the EU budget is determined by total ex-
penditure less other revenue, and the maxi-
mum size of the own resources are linked to
the gross national income of the EU.

Aswellasbeing used to determine budget-
ary contributions within the EU, national
accounts data are also used to determine
contributions to other international or-
ganisations, such as the United Nations
(UN). Contributions to the UN budget
are based on gross national income along
with a variety of adjustments and limits.

Analysts and forecasters

National accounts are also widely used by
analysts and researchers to examine the
economic situation and developments.
Financial institutions’ interest in national
accounts may range from a broad analy-
sis of the economy to specific informa-
tion concerning savings, investment or
debt among households, non-financial
corporations or other institutional sec-
tors. Social partners, such as representa-
tives of businesses (for example, trade
associations) or representatives of work-
ers (for example, trade unions), also have
an interest in national accounts for the
purpose of analysing developments that
affect industrial relations. Among other
uses, researchers and analysts use na-
tional accounts for business cycle analysis
and analysing long-term economic cycles
and relating these to economic, political
or technological developments.
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) 2008.
%) 2008. PPS, not available.

(*) Provisional.

Source: Eurostat (nama_gdp_c and tec00001)
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Figure 1.2: GDP at current market prices
(EUR 1 000 million)
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Figure 1.3: Real GDP growth
(% change compared with the previous year)
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Table 1.1: GDP at current market prices

GDP GDP per capita

(EUR 1 000 million) (PPS 1 000 million) (PPS, EU-27=100) (EUR)

1999 2008 2009 1999 2008 2009 1999 2008 2009 2009 ()

EU-27 8589 12495 11791 8589 12495 11791 100 100 100 23600
Euro area (EA-16) 6 445 9252 8963 6283 8906 8396 113 108 108 27 200
Belgium 239 345 339 224 309 294 123 15 116 31400
Bulgaria 12 35 35 40 82 76 27 43 : 4700
Czech Republic 56 148 137 127 210 199 69 80 81 13100
Denmark 163 233 223 124 165 153 131 120 118 40400
Germany 2012 2 481 2397 1786 2 366 2233 122 15 116 29300
Estonia 5 16 14 10 23 20 42 68 63 10 300
Ireland 90 180 160 84 149 135 126 134 128 35700
Greece 132 236 233 160 262 247 83 93 93 20700
Spain 580 1088 1054 685 1173 1127 96 103 104 22900
France 1368 1949 1907 1233 1734 1633 115 108 107 29 600
Italy 1127 1568 1521 1192 1527 1445 17 102 102 25200
Cyprus 9 17 17 11 19 18 87 96 98 21200
Latvia 7 23 19 15 32 26 36 57 49 8200
Lithuania 10 32 27 24 52 42 39 62 53 8000
Luxembourg 20 39 38 18 34 31 237 277 267 75700
Hungary 46 106 93 100 162 149 55 64 63 9300
Malta 4 6 6 6 8 8 81 77 78 13 900
Netherlands 386 596 572 368 552 508 131 134 130 34 600
Austria 198 283 274 187 259 241 131 124 122 32800
Poland 157 362 310 331 539 547 49 56 61 8100
Portugal 118 172 168 147 209 196 81 79 78 15800
Romania 34 140 116 105 259 229 26 42 : 5800
Slovenia 21 37 35 28 46 42 81 91 87 17 300
Slovakia 19 65 63 49 98 91 50 72 72 11 700
Finland 122 185 171 105 156 139 15 17 m 32100
Sweden 243 334 293 199 284 265 126 122 120 31300
United Kingdom 1410 1815 1563 1231 1785 1693 118 116 116 25300
Iceland 8 10 9 7 10 9 139 121 120 27 200
Liechtenstein 2 3 3 : : : : : : :
Norway 149 306 273 115 226 200 145 189 176 56 500
Switzerland 252 343 354 186 271 262 146 141 144 45 800
Croatia 22 47 45 39 69 66 49 63 : 10 800
FYR of Macedonia 3 7 10 17 : 27 34 3300
Turkey 234 499 440 448 811 781 40 46 7000
Japan 4102 3313 3639 2657 3369 3112 118 109 : 25000
United States 8776 9770 10123 8093 11216 10614 163 147 146 32900

46

(") Bulgaria, Croatia, the former Yugoslav Republic of Macedonia and Turkey, 2008; Romania and Japan, 2007.

Source: Eurostat (tec00001 and nama_gdp_c), Switzerland: Secrétariat d’Etat a I'économie, Japan: Economic and Social Research
Institute, United States: Bureau of Economic Analysis
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Table 1.2: Real GDP growth
(% change compared with the previous year; average 2000-2009)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2000-09

EU-27 39 20 1.2 13 2.5 20 3.2 30 0.5 -4.2 1.5
Euro area (EA-16) 39 19 09 0.8 2.2 1.7 3.0 2.8 0.5 -4.1 14
Belgium 3.7 0.8 14 0.8 3.2 1.7 27 29 1.0 2.8 1.5
Bulgaria 57 4.2 4.7 55 6.7 6.4 6.5 6.4 6.2 -4.9 4.7
Czech Republic 36 2.5 19 36 4.5 6.3 6.8 6.1 25 -4.1 34
Denmark 3.5 0.7 0.5 0.4 23 24 34 1.7 -09 -4.7 09
Germany 3.2 1.2 0.0 -0.2 1.2 0.8 34 27 1.0 -4.7 09
Estonia 10.0 75 79 76 72 94 106 6.9 -5.1 -139 4.8
Ireland 9.7 5.7 6.5 44 4.6 6.0 53 56 -35 -76 37
Greece 4.5 4.2 34 59 44 23 4.5 43 1.3 2.3 33
Spain 5.0 3.6 2.7 3.1 3.3 3.6 4.0 3.6 09 -3.7 2.6
France 39 19 1.0 1.1 2.5 19 2.2 24 0.2 2.6 1.5
Italy 37 1.8 0.5 0.0 1.5 0.7 20 1.5 -1.3 -5.0 0.5
Cyprus 5.0 4.0 2.1 19 4.2 39 4.1 51 3.6 -1.7 3.2
Latvia 6.9 8.0 6.5 72 8.7 10.6 12.2 10.0 -4.2 -18.0 4.8
Lithuania 33 6.7 6.9 10.2 74 7.8 7.8 9.8 29 -14.7 4.8
Luxembourg 84 25 4.1 1.5 44 54 5.0 0.6 14 -3.7 3.6
Hungary 49 3.8 4.1 4.0 4.5 3.2 3.6 0.8 0.8 -6.7 23
Malta (') : -1.6 26 -0.3 09 4.0 36 37 26 2.1 1.5
Netherlands 39 19 0.1 0.3 2.2 20 34 39 19 -39 1.6
Austria 3.7 0.5 1.6 0.8 2.5 25 3.6 3.7 2.2 -39 1.7
Poland 43 1.2 14 39 53 36 6.2 6.8 5.1 1.7 4.0
Portugal 39 20 0.7 -09 1.6 0.8 14 24 0.0 2.6 09
Romania 24 57 51 52 8.5 42 79 6.3 73 -7 4.6
Slovenia 44 2.8 40 2.8 43 4.5 59 6.9 3.7 -8.1 3.1
Slovakia 14 35 4.6 4.8 5.0 6.7 8.5 10.6 6.2 -4.7 4.7
Finland 53 23 1.8 20 4.1 29 44 53 09 -8.0 2.1
Sweden 4.5 1.3 25 23 4.2 3.2 43 33 -04 -5.1 2.0
United Kingdom 39 2.5 2.1 2.8 3.0 2.2 2.8 2.7 -0.1 -5.0 1.7
Iceland 4.3 39 0.1 24 77 75 4.6 6.0 1.0 -6.8 31
Norway 33 2.0 1.5 1.0 39 2.7 23 27 0.8 -14 19
Switzerland 3.6 1.2 04 -0.2 2.5 2.6 3.6 3.6 19 -19 1.7
Croatia 30 38 54 50 4.2 4.2 47 55 24 -5.8 3.2
FYR of Macedonia 4.5 -4.5 09 2.8 4.1 4. 4.0 59 49 -0.7 26
Turkey 6.8 -5.7 6.6 49 94 8.4 6.9 4.7 04 -4.5 3.8
Japan 29 0.2 0.3 14 2.7 19 20 24 -1.2 -5.2 0.7
United States 4.1 1.1 1.8 2.5 36 31 2.7 19 0.0 -2.6 1.8

() Average growth 2001-2009.

Source: Eurostat (nama_gdp_k), Switzerland: Secrétariat d’Etat a I'économie,
Japan: Economic and Social Research Institute, United States: Bureau of Economic Analysis
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Table 1.3: Gross value added at basic prices

(% share of total gross value added)

. Trade, .
Agriculture, Business
hunting, Ind . transport.& activities & Other
forestry & ndustry Sopstinetion communi- financial services
fishing catn_o n services
services

1999 2009 1999 2009 1999 2009 1999 2009 1999 2009 1999 2009
EU-27 25 1.7 225 179 5.6 6.3 216 209 257 29.2 22.3 24.0
Euro area (EA-16) 26 1.6 223 17.8 5.7 6.3 21.1 20.7 259 293 224 24.2
Belgium 13 0.7 221 16.3 5.0 54 217 21.7 271 30.5 22.8 254
Bulgaria 15.9 5.6 20.1 214 5.0 89 222 254 198 230 17.0 15.7
Czech Republic 39 2.2 31.8 30.3 70 74 24.6 24.2 16.4 18.3 16.4 17.5
Denmark 24 11 204 174 5.6 49 22.3 19.5 21.8 274 275 29.8
Germany 1.2 0.8 248 222 55 4.3 17.8 175 28.0 311 227 24.1
Estonia 44 26 213 19.5 5.6 7.0 28.1 254 225 24.8 180 208
Ireland 3.6 14 35.8 239 6.6 8.5 17.8 175 20.0 28.7 16.2 20.0
Greece (') 6.6 3.2 13.9 13.3 70 4.6 30.1 33.1 20.6 20.1 21.7 257
Spain 4.5 26 213 15.3 79 108 266 24.6 188 236 210 230
France 3.0 1.7 18.0 124 5.1 6.4 19.2 19.0 29.5 33.7 25.2 26.7
Italy 3.0 1.8 238 18.8 49 6.3 239 22.2 241 28.8 20.3 221
Cyprus 4.0 2.1 124 9.6 7.2 90 305 259 238 28.1 221 253
Latvia 39 31 18.3 14.0 64 6.6 314 280 179 26.1 220 222
Lithuania 73 4.2 22.5 204 76 6.3 276 320 12.1 16.3 230 20.8
Luxembourg 0.8 0.3 129 8.2 6.1 5.8 220 199 41.6 49.0 16.6 16.9
Hungary 5.8 30 267 24.9 4.6 4.8 213 21.2 195 236 222 225
Malta 2.7 1.8 224 16.0 3.8 34 329 233 16.9 243 213 31.2
Netherlands 27 1.7 19.0 179 55 0.0 232 20.3 274 28.2 223 259
Austria 2.1 1.5 23.0 21.8 7.8 73 244 235 211 237 215 22.1
Poland 52 36 246 230 8.2 75 270 271 169 202 18.1 18.6
Portugal 39 23 214 16.8 74 6.1 252 25.7 20.5 23.6 21.7 255
Romania 14.4 7.0 279 2064 54 109 24.6 236 154 16.8 12.3 154
Slovenia 34 24 290 232 7.2 79 206 220 200 233 19.8 21.2
Slovakia 4.8 2.6 29.7 255 5.6 8.8 27.1 24.3 16.4 219 16.4 16.9
Finland 3.5 2.7 28.0 21.2 6.1 7.0 209 19.5 201 250 21.5 24.7
Sweden 2.3 1.7 24.5 19.7 4.3 54 19.1 20.0 24.6 25.0 252 28.2
United Kingdom 1.1 08 223 149 5.1 59 229 204 270 34.1 21.5 239
Iceland (3 9.7 6.3 179 17.7 8.0 9.3 221 184 18.5 255 23.8 22.8
Norway 24 1.2 30.0 35.2 4.7 53 213 16.3 184 19.5 232 225
Switzerland 1.6 12 225 21.2 54 5.6 218 220 230 235 257 265
Croatia () 9.1 6.4 231 20.2 53 8.3 229 252 18.2 229 214 16.9
FYR of Macedonia (¥ 129 1.6 26.5 241 6.1 57 24.3 25.0 9.7 16.0 20.5 17.7
Turkey 10.7 9.1 254 209 5.6 4.2 26.8 294 20.6 239 109 124
Japan 14 : 24.5 : 72 : : : 184 : 285 :
United States 1.2 19.6 4.7 20.0 31.2 23.2

(") 2000 instead of 1999.
(?) 2008 instead of 2009.

Source: Eurostat (tec00003, tec00004, tec00005, tec00006, tec00007 and tec00008)
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Figure 1.4: Gross value added, EU-27
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Figure 1.5: Labour productivity, EU-27
(EUR 1 000 per person employed)
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Table 1.4: Labour productivity (based on PPS)

50

Per person employed

Per hour worked

(EU-27=100) (EU-15=100)
1999 2001 2003 2005 2007 2009 1999 2001 2003 2005 2007 2009
EU-27 100 100 100 100 100 100 : 86 87 87 87 88
Euro area (EA-16) 114 112 111 110 110 109 100 99 99 100 100
Belgium 134 134 135 130 127 125 124 124 125 121 119 17
Bulgaria 29 32 35 36 37 39 26 28 31 32 33 34
Czech Republic 62 63 67 69 71 72 44 47 50 51 54 55
Denmark 109 108 106 107 103 101 104 101 100 100 97 96
Germany 12 107 109 109 108 105 110 107 110 12 m 109
Estonia 43 48 55 61 66 65 : 36 40 44 48 51
Ireland 125 128 136 134 137 132 94 97 105 104 108 106
Greece 91 97 101 98 98 98 : 67 70 69 68 74
Spain 106 103 104 101 103 m 89 87 89 89 93 98
France 125 125 122 122 121 121 13 116 116 15 114 :
Italy 128 125 115 111 110 110 100 100 92 89 89 90
Cyprus 83 87 82 83 86 89 64 65 63 66 68 70
Latvia 38 42 44 48 51 50 : 28 30 33 36 37
Lithuania 40 47 52 54 59 56 34 38 42 43 46 44
Luxembourg 176 162 167 169 179 168 : : 154 159 168 :
Hungary 57 62 66 68 68 70 41 45 49 50 50 52
Malta : 90 90 91 89 88 70 80 72 70 69 70
Netherlands 12 13 m 114 114 m 114 116 115 120 121 17
Austria 120 115 18 115 114 112 103 98 100 99 100 99
Poland (") 54 56 60 61 62 65 : 39 42 43 44 :
Portugal 72 70 71 72 73 74 : 53 53 55 55 56
Romania 23 26 31 36 43 47 19 20 25 28 34 37
Slovenia 77 76 79 84 84 82 : : : 72 74 :
Slovakia 57 61 63 69 76 79 46 49 55 57 63 68
Finland 13 112 109 111 113 107 94 95 93 94 97 93
Sweden 114 109 m m 114 12 101 98 103 102 104 101
United Kingdom 109 112 113 112 110 110 93 95 98 98 97 97
Iceland 108 104 101 105 97 101 : : : : : :
Norway 120 137 135 153 150 145 120 140 141 157 155 150
Switzerland 1M 107 105 104 109 109 96 95 94 91 97 :
Croatia 63 67 69 70 74 /8 : : : : : :
FYR of Macedonia 47 46 48 54 58 58 : : :
Turkey 49 49 50 58 62 63 : : :
Japan 97 98 99 99 98 93 : : : : : :
United States 143 140 142 144 139 141 113 113 116 119 116 118

(") 2005, break in series.

Source: Eurostat (tsieb030 and tsieb040), OECD
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Figure 1.6: Consumption expenditure and gross capital formation at constant prices, EU-27
(2000=100)
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Figure 1.7: Expenditure components of GDP, EU-27
(EUR 1 000 million)
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Figure 1.8: Expenditure components of GDP, EU-27, 2009
(% share of GDP)

External balance of goods and
services
1.0%

Gross fixed capital formation -
investments
18.9%

Households and non-profit
institutions serving
households

General government
57.9%

22.2%
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Table 1.5: Investment

Economy and finance

(% share of GDP)
Total investment Public investment Business investment
1999 2004 2009 1999 2004 2009 1999 2004 2009
EU-27 (") 204 19.6 19.1 23 24 29 18.1 17.2 184
Euro area (EA-16) (') 210 20.3 19.6 2.5 2.5 2.8 18.5 178 19.1
Belgium 20.7 19.8 213 20 16 1.8 18.8 18.2 19.5
Bulgaria 15.0 204 244 39 29 4.8 11.2 17.5 19.7
Czech Republic 270 25.8 224 33 4.8 54 23.8 21.0 17.1
Denmark 19.8 19.3 184 17 19 2.0 18.1 174 164
Germany 21.3 175 17.6 19 14 1.7 194 16.1 16.0
Estonia 24.6 309 216 4.2 38 49 204 271 16.8
Ireland 231 244 16.0 3.1 35 4.5 20.0 209 1.3
Greece (?) 21.6 22.0 17.2 3.1 35 29 179 18.5 14.3
Spain 24.6 28.0 24.0 33 34 44 21.2 24.7 19.6
France 18.8 19.3 20.6 29 3.1 33 15.8 16.2 17.2
Italy 19.6 20.5 189 24 24 24 173 18.1 16.5
Cyprus () 17.6 19.0 204 25 4.0 4.1 134 12.1 204
Latvia 230 275 21.5 1.5 31 39 21.5 244 175
Lithuania 219 223 17.0 26 34 39 19.3 18.8 13.1
Luxembourg 235 21.5 17.5 4.3 4.3 3.6 19.2 173 139
Hungary 230 225 20.0 29 35 2.7 20.2 19.0 173
Malta (") 22.2 19.2 14.8 4.5 39 2.2 11.8 10.2 1.3
Netherlands 229 18.8 19.0 3.0 3.2 4.0 199 15.6 15.1
Austria 235 220 211 1.7 1.1 1.1 21.7 20.8 20.0
Poland 244 18.1 210 35 34 53 209 14.7 15.7
Portugal 27.3 233 19.5 4. 3.1 24 234 20.3 171
Romania 17.6 218 25.6 1.6 3.0 54 16.0 18.7 20.2
Slovenia 266 249 239 34 35 49 224 21.5 19.1
Slovakia 29.5 24.0 23.6 29 24 23 275 22.2 21.3
Finland 19.6 19.3 19.5 2.7 2.8 2.8 169 16.5 16.7
Sweden 17.5 17.0 179 3.1 29 3.6 144 14.1 143
United Kingdom 174 16.7 14.7 13 1.8 2.7 16.1 14.9 12.1
Iceland 21.8 235 13.9 4.7 39 39 171 19.7 10.0
Norway 219 18.0 214 34 29 3.6 18.5 15.1 17.8
Switzerland (%) 22.2 20.8 20.2 26 24 19 19.6 184 19.3
Croatia 20.1 255 255 : : : : : :
FYR of Macedonia 16.6 17.8 19.5
Turkey 189 203 16.9

(") 2008 instead of 2009 for business investment.

(%) 2000 instead of 1999 for total and business investment.
(%) 2008 instead of 2009 for public and business investment.

Source: Eurostat (nama_gdp_c, tsdec210, tec00022 and tsier140)
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Figure 1.9: Gross fixed capital formation, 2009

(% share of GDP)
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Figure 1.10: Distribution of income, EU-27
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Figure 1.11: Distribution of income, 2009
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u Comp tion of employ
() 2008.
() 2007.
() Provisional.

Source: Eurostat (tec00016, tec00015 and tec00013)
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Table 1.6: Consumption expenditure of households

(domestic concept)

As a proportion of GDP (%)

Per capita (PPS)

1999 2004 2009 1999 2004 2009
Belgium (') 51.5 50.0 50.3 11 300 13100 14 500
Bulgaria (3 72.5 70.5 70.1 3600 5300 6300
Czech Repubilic (') 54.7 51.5 51.0 6800 8400 10 300
Denmark 486 475 484 11 300 12 900 13400
Germany 554 55.8 55.8 12 000 14100 15 200
Estonia 62.0 59.3 529 4700 7400 7 800
Ireland (") 471 437 470 10 600 13400 15 800
Greece () 757 73.6 76.8 12 100 14 900 16 800
Spain (') 63.0 604 59.2 10 800 13 200 15 200
France 55.0 559 573 11 200 13 300 14 500
Italy 60.8 594 60.4 12 700 13700 14 500
Cyprus () 81.1 75.6 774 12 600 14 800 18 600
Latvia (") 61.0 61.2 61.1 3900 6100 8700
Lithuania (*) 66.6 65.8 63.7 4600 7200 9400
Luxembourg (') 469 443 369 19 800 24 300 25600
Hungary (') 56.4 54.3 53.8 5500 7 500 8700
Malta 80.7 76.7 69.7 11 600 12 800 12 800
Netherlands 49.7 48.3 449 11 600 13 500 13800
Austria (%) 55.5 559 539 13 000 15 300 16 600
Poland (") 63.1 64.0 61.2 5500 7 000 8700
Portugal (3 62.2 62.8 639 9000 10 500 11 900
Romania 710 68.1 61.2 3300 5000 6 800
Slovenia (%) 59.3 56.8 58.0 8500 10 600 12 000
Slovakia (") 56.1 56.5 559 5000 7 000 10 100
Finland 483 49.2 522 9900 12 400 13 600
Sweden (') 474 464 47.8 10 700 12700 13 600
United Kingdom 62.1 61.3 62.0 13 000 16 400 17 000
Iceland 553 526 487 13 700 14 900 13 800
Norway 455 421 394 11 700 15 000 16 400
Switzerland (") 59.5 58.7 55.6 15500 17 200 19 700
FYR of Macedonia () 721 80.0 81.2 3400 4600 6800
Turkey (°) 717 75.8 751 5100 6500 8400

() 2008 instead of 2009.
(%) 2006 instead of 2009.
() 2000 instead of 1999.
() 2007 instead of 2009.

)

°) Per capita, 2008 instead of 2009.

Source: Eurostat (nama_fcs_c)
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Figure 1.12: Consumption expenditure of households, EU-27, 2008

(% of total household consumption expenditure)

Housing, water, electricity, gas and other fuels
Transport

Food and non-alcoholic beverages
Recreation and culture

Restaurants and hotels

Furnishings, household equipment and routine maintenance
Clothing and footwear

Health

Alcoholic beverages, tobacco and narcotics
Communications

Education

Miscellaneous goods and services

Source: Eurostat (nama_co2_c)

Figure 1.13: Gross national savings (')
(% of gross national disposable income)
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Table 1.7: Key ratios of sector accounts, households, 2009 ()

.0 ® 0 .0 ® L
b B Eek H 8 £4%
2= Ec g st 2 £ 2t gt
s f= =25 58S | 3@ fr 58 s8¢
© g £® Qe LS T T £ ® 2 e 23
v = - (= D 23S+ v = —-_ o.= 23t
%) Change from 2908
(percentage points)
EU-27 134 83 : : 23 -13 :
Euro area (EA-16) 15.3 9.1 96.3 : 1.1 -1.3 1.8 :
Belgium 183 10.1 836 328.0 1.3 -0.8 4.6 399
Bulgaria : : : : : : : :
Czech Republic 89 9.6 50.0 81.6 -1.1 0.5 : :
Denmark 79 9.7 272.7 147.5 2.7 -14 124 254
Germany 17.2 8.8 89.2 184.2 -04 -0.3 0.6 15.0
Estonia 13.3 7.7 97.2 112.2 9.9 -3.1 6.2 125
Ireland 16.3 7.7 199.3 109.3 6.9 -8.8 2.0 289
Greece : : : : : : : :
Spain 18.1 9.2 124.6 110.5 4.7 36 2.6 8.6
France 16.0 93 77.2 189.3 09 -1.0 1.6 14.8
Italy 14.0 8.6 56.8 2375 -0.7 -09 : :
Cyprus 91 12.3 : : 2.6 29
Latvia 94 5.8 69.8 14 44 -19 : :
Lithuania 6.6 5.0 454 533 8.8 -1.2 -0.1 -0.1
Luxembourg : : : : : : : :
Hungary 109 83 62.7 110.7 2.5 -0.5 12 219
Malta : : : : : : : :
Netherlands 134 12.2 2413 289.2 1.3 2.0 1.2 491
Austria 16.0 77 87.3 1794 -0.5 -0.1 04 14.6
Poland 37 84 493 513 : : : :
Portugal 1.0 71 129.3 169.3 3.2 -0.8 2.5 6.7
Romania : : : : : : : :
Slovenia 159 79 44.2 109.6 04 2.5 2.7 :
Slovakia 8.1 8.0 509 18.1 1.6 -0.5 4.7 -0.7
Finland 1.5 103 100.3 944 3.6 2.1 24 11.2
Sweden 15.6 5.0 140.8 1770 1.6 -11 71 49.1
United Kingdom 6.3 5.0 149.0 188.5 4.2 2.1 -4.2 :
Norway 124 8.3 : 201 3.3 2.3 :
Switzerland 17.0 6.7 168.4 3129 : :

(") Including non-profit institutions serving households.

(3 Poland and Switzerland, 2008.

() Czech Republic, Italy, Latvia, Poland and Switzerland, 2008.

(*) Czech Republic, Italy, Latvia, Poland, Slovenia, United Kingdom, Norway and Switzerland, 2008.

Source: Eurostat (nasa_ki and nasa_f_bs)
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Household saving rate (gross), 2009 (')

Figure 1.14
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() Bulgaria, Greece, Luxembourg, Malta and Romania, not available.

() 2008.

Source: Eurostat (nasa_ki)

Household investment rate (gross), 2009 ()

Figure 1.15
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Source: Eurostat (nasa_ki)
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Figure 1.16: Household debt-to-income ratio (gross), 2009 ()
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Figure 1.17: Investment rate (gross) of non-financial corporations, 2009 ()
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(%) 2008.

Source: Eurostat (nasa_ki)
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Table 1.8: Key ratios of sector accounts, non-financial corporations, 2009

Investment rate Profit share Investment rate Profit share
%) Change from 2908
(percentage points)
EU-27 20.5 36.5 -2.5 -1.6
Euro area (EA-16) 20.6 370 24 -1.8
Belgium 224 35.6 -1.0 2.5
Bulgaria : : : :
Czech Republic 199 464 33 14
Denmark 229 30.5 29 -3.2
Germany 17.1 384 2.1 2.7
Estonia 199 383 -7.2 -1.8
Ireland 12.3 51.5 -33 1.1
Greece : : : :
Spain 26.0 36.6 -6.5 1.2
France 20.1 29.8 -1.0 -1.8
Italy 224 40.3 24 -1.8
Cyprus 16.6 42.8 33 -0.2
Latvia 221 475 -10.1 54
Lithuania 15.6 495 -109 -09
Luxembourg : 42.0 : -4.8
Hungary 25.0 424 -0.5 0.9
Malta : 531 : 24
Netherlands 14.6 377 -14 -33
Austria 277 39.8 -1.5 -2.8
Poland 238 49.5 -4.2 4.6
Portugal 230 332 -5.0 2.1
Romania : : : :
Slovenia 273 31.0 -5.8 3.1
Slovakia 28.2 489 -76 -6.0
Finland 19.2 373 -1.9 -5.5
Sweden 19.7 29.5 3.1 -36
United Kingdom 15.0 328 2.0 23
Norway 244 521 14 -5.6
Switzerland () 23.0 35.6 : :
() 2008.

Source: Eurostat (nasa_ki)
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1.2 Government finances

This subchapter examines how key gov-
ernment finance indicators have evolved
in the European Union (EU) and the
euro area. Specifically, it considers pub-
lic (general government) deficits, general
government gross debt, total revenue
and expenditure of general government,
as well as total taxes and social contri-
butions, which are the main sources of
government revenue.

These statistics are crucial indicators
for determining the health of a Member
State’s economy and under the terms of
the EU’s stability and growth pact, Mem-
ber States have pledged to keep deficit
and debt below certain limits: a Mem-
ber State’s government deficit may not
exceed 3 % of its gross domestic product
(GDP), while its debt may not exceed
60 % of GDP. If a Member State does
not respect these limits, the so-called
excessive deficit procedure is triggered.
This entails several steps - including
the possibility of sanctions - to encour-
age the Member State concerned to take
measures to rectify the situation. The
same deficit and debt limits are also cri-
teria for economic and monetary union
(EMU) and hence for joining the euro.
Furthermore, the latest revision of the
integrated economic and employment
guidelines (revised as part of the Europe
2020 strategy for smart, sustainable and
inclusive growth) includes a guideline to
ensure the quality and the sustainability
of public finances.

Main statistical findings

In 2009, the government deficit and gov-
ernment debt of both the EU-27 and the
euro area (EA-16) increased considerably
- reflecting the effects of the financial and
economic crisis.

Government deficit

In the EU-27 the government deficit to
GDP ratio increased from 2.3 % in 2008
to 6.8 % in 2009, and in the euro area it
increased from 2.0 % to 6.3 %. Deficit ra-
tios were greater than the target reference
value of -3 % of GDP in 21 of the Member
States in 2009, up from 11 Member States
in 2008, while Hungary and Greece had
a government deficit exceeding the -3 %
threshold for the whole of the reporting
period 2006 to 2009. The largest govern-
ment deficits (as a percentage of GDP) in
2009 were recorded by Greece (-15.4 %),
Ireland (-14.4 %), the United Kingdom
(-11.4 %), Spain (-11.1 %), Latvia (-10.2 %),
Portugal (-9.3 %), Lithuania (-9.2 %) and
Romania (-8.6 %).

Two Member States, namely Estonia and
Malta, recorded lower government deficit
to GDP ratios in 2009 than they had in
2008. There were eight Member States that
registered a government surplus in 2008;
among these, Sweden, Luxembourg, Fin-
land and Denmark each recorded deficits
in 2009 that were smaller than -3 %, Ger-
many recorded a deficit of -3.0 %, while
Bulgaria, the Netherlands and Cyprus
each recorded deficits that were larger than
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the -3 % threshold (see Figure 1.18). The
remaining 17 Member States all recorded
larger deficits in 2009 than in 2008, and
some of these deficits increased consider-
ably - for example, between 2008 and 2009
the deficit ratios of Ireland, Spain, Portu-
gal, the United Kingdom and Latvia all in-
creased by 6 percentage points or more.

Government debt

In the EU-27 the government debt-to-
GDP ratio increased from 61.8 % at the
end of 2008 to 74.0 % at the end of 2009,
and in the euro area from 69.8 % t0 79.2 %.
At the end of 2009, the lowest ratios of
government debt to GDP were recorded
in Estonia (7.2 %), Luxembourg (14.5 %),
Bulgaria (14.7 %), Romania (23.9 %), and
Lithuania (29.5 %) - see Figure 1.19.

In 2009, government debt-to-GDP ratios
increased for all 27 EU Member States
when compared with 2008. The highest
increases of debt ratios from 2008 to 2009
were observed in Ireland (up 21.2 percent-
age points), Latvia (17.0 points), the United
Kingdom (16.1 points), Greece (16.5 points),
Lithuania (13.9 points), Spain (13.4 points)
and Slovenia (12.9 points). A total of 18
Member States reported a debt ratio below
60 % of GDP in 2008, a number which fell
to 15 Member States in 2009 as the United
Kingdom, Ireland and the Netherlands saw
their debt ratio pass the 60 % threshold.

Government revenue and
expenditure

The importance of the general government
sector in the economy may be measured in
terms of total general government revenue
and expenditure as a percentage of GDP.
In the EU-27, total government revenue in
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2009 amounted to 44.0 % of GDP (down
from 44.6 % of GDP in 2008), and expend-
iture to 50.8 % of GDP (up from 46.9 % of
GDP in 2008) - see Figure 1.20. The level
of general government expenditure and
revenue varies considerably between the
Member States (see Figure 1.21). In 2009,
the countries with the highest levels of
combined government expenditure and
revenue as a proportion of GDP, of more
than 100 %, were Denmark, Finland, Swe-
den, France, Belgium and Austria. Five
Member States reported relatively low
combined ratios of under 80 %: Romania,
Slovakia, Bulgaria, Latvia and Lithuania.
For 2009, the effects of the financial and
economic crisis are reflected clearly in
the numbers presented above. They show
a reduction in nominal GDP experienced
in many Member States, a sharp fall in
government revenues in absolute terms
(from 2008 to 2009 total general govern-
ment revenue fell by nearly 7 % in absolute
terms), as well as some counter-cyclical
policies (in absolute terms government
spending increased by around 2 % in the
EU-27 from 2008 to 2009).

Across the EU, the main components
of total general government revenue are
taxes and social contributions (see Fig-
ure 1.22). In 2009, taxes made up 50.2 %
of total revenue in the EU-27 (55.2 % in
the euro area), while social contribu-
tions amounted to 28.7 % of total revenue
(35.5 % in the euro area). Looking at each
Member State (see Figure 1.23), the rela-
tive importance of the categories in which
EU governments collect revenue varies
widely between countries. For example,
taxes made up less than 40 % of govern-
ment revenue in Greece and Slovakia in
2009, but more than 80 % of government
revenue in Denmark.

N
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Turning to total general government
expenditure, the largest proportion of
EU-27 expenditure in 2009 concerned
the redistribution of income in the form
of social transfers in cash or in kind (see
Figure 1.24). Social transfers made up
42.9 % of total expenditure in the EU-27
(46.2 % in the euro area). Compensation
of employees accounted for 22.1 % of gov-
ernment expenditure (21.3 % in the euro
area). Property income paid - of which by
far the largest part is made up of interest
payments - accounted for 5.2 % of gov-
ernment expenditure in the EU-27 (5.6 %
in the euro area), a share which rose to
over 8 % in Greece, Hungary and Italy
(see Figure 1.25).

General government expenditure can be
analysed in more detail using the classi-
fication of the functions of government
(COFOG). Social protection measures ac-
counted for the highest proportion of gov-
ernment expenditure in 2008 in all of the
Member States. Their share ranged from
slightly more than 20 % of GDP in Den-
mark, France, Sweden, Greece and Fin-
land to just under 10 % in Latvia, Slovakia
and Cyprus, while the EU-27 average was
18.2 % of GDP. As total government ex-
penditure made up 46.9 % of GDP in 2008
in the EU-27, social protection measures
accounted for nearly 40 % of total ex-
penditure. The next COFOG functions,
in order of their relative importance, for
the EU-27 as a whole were health (6.9 % of
GDP), general public services (6.3 %) and
education (5.2 %). Spending on economic
affairs in the EU-27 was close to 4 % of
GDP, while less than 2 % of GDP was de-
voted to defence, public order and safety,
environmental protection, housing and

community affairs, recreation, and reli-
gion and culture (see Figure 1.26).

The main types of government revenue
are taxes on income and wealth, taxes
on production and imports, and social
contributions. In 2009 total receipts from
these taxes and social contributions in
the EU-27 amounted to 39.3 % of GDP
(down from 39.8% in 2008). Looking
more closely at the structure of revenues
within the EU-27 it is possible to observe
a relative increase in receipts from so-
cial contributions in 2009, while the two
other main headings, taxes on income
and wealth and taxes on production, de-
creased (see Figure 1.27).

While the ratio of taxes on income and
wealth to GDP decreased in the EU-27
during the period up to 2003, the situa-
tion was reversed between 2004 and 2007,
as taxes on income and wealth relative to
GDP increased from 12.4 % to 13.4 %, be-
fore dropping back to 13.1 % in 2008 and
to 12.3 % in 2009. Taxes on production
and imports relative to GDP grew stead-
ily from 13.1 % in 2001 to 13.5 % in 2007
(with a stable period between 2006 and
2007), before also dropping back to just
above and below 13 % in 2008 and 2009,
respectively. In contrast, social contribu-
tions had fallen from 13.9 % of GDP in
2003 to 13.4 % in 2007, before picking up
to 13.6 % in 2008 and 14.1 % in 2009.

However, there was considerable varia-
tion in the structure of tax revenue across
the Member States (see Figure 1.28). As
may be expected, those countries that
reported relatively high levels of expend-
iture tended to be those that also raised
more taxes (as a proportion of GDP).
For example, the highest return from
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these taxes and social contributions was
48.6 % of GDP recorded in Denmark,
with Sweden recording the next highest
share (46.7 %), while the proportion of
GDP accounted for by such revenue was
below 30 % in six of the Member States:
Latvia, Romania, Bulgaria, Slovakia,
Ireland and Lithuania.

In 2009 the value of public procure-
ment which is openly advertised reached
12.2% of GDP in Bulgaria, more than
three times as high as the 3.6 % average
for the EU-27 (see Figure 1.29). None of
the Member States that joined the EU in
2004 or 2007 recorded ratios below the
EU-27 average in 2009. Among the EU-15
Member States, the United Kingdom and
Finland recorded the highest ratio of
openly advertised public procurement to
GDP, while Germany and Luxembourg
reported the lowest.

In response to the recent financial and
economic crisis, total state aid in the
EU-27 rose from 0.5 % of GDP in 2007
to 2.2 % in 2008, although this average
masks significant disparities between
Member States (see Figure 1.30).

Data sources and availability

Member States are required to provide the
European Commission with their gov-
ernment deficit and debt statistics before
1 April and 1 October of each year under
the terms of the excessive deficit proce-
dure. In addition, Eurostat collects more
detailed data on government finances in
the framework of the ESA transmission
programme the programme under which
Member States submit national accounts
data. The main aggregates of general gov-
ernment are provided by the Member
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States to Eurostat twice a year, whereas
statistics on the functions of government
(COFOQG) are transmitted within one
year after the end of the reference period.

The data presented in this subchapter cor-
respond to the main revenue and expend-
iture items of the general government
sector, which are compiled on a national
accounts (ESA95) basis. The difference
between total revenue and total expendi-
ture — including capital expenditure (in
particular, gross fixed capital formation)
- equals net lending/net borrowing of
general government, which is also the
balancing item of the government non-
financial accounts.

Delineation of general government

The general government sector includes
all institutional units whose output is
intended for individual and collective
consumption and mainly financed by
compulsory payments made by units be-
longing to other sectors, and/or all insti-
tutional units principally engaged in the
redistribution of national income and
wealth. The general government sector is
subdivided into four subsectors: central
government, state government, local gov-
ernment, and social security funds.

Definition of main indicators

The public balance is defined as general
government net borrowing/net lending
reported for the excessive deficit proce-
dure and is expressed in relation to GDP.
According to the protocol on the exces-
sive deficit procedure, government debt
is the gross debt outstanding at the end
of the year of the general government
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sector measured at nominal (face) value
and consolidated.

The main revenue of general govern-
ment consists of taxes, social contribu-
tions, sales and property income. It is
defined in ESA95 by reference to a list
of categories: market output, output for
own final use, payments for the other
non-market output, taxes on produc-
tion and imports, other subsidies on
production, receivable property in-
come, current taxes on income, wealth,
etc., social contributions, other current
transfers and capital transfers.

The main expenditure items consist of the
compensation of civil servants, social ben-
efits, interest on the public debt, subsidies,
and gross fixed capital formation. Total
general government expenditure is defined
in ESA95 by reference to a list of categories:
intermediate consumption, gross capital
formation, compensation of employees,
other taxes on production, subsidies, pay-
able property income, current taxes on in-
come, wealth, social benefits, some social
transfers, other current transfers, some
adjustments, capital transfers, and trans-
actions on non-produced assets.

Taxesand social contributions correspond
to revenues which are levied (in cash or in
kind) by central, state and local govern-
ments, and social security funds. These
levies (generally referred to as taxes) are
organised into three main areas, covered
by the following headings:

+ taxes on income and wealth, includ-
ing all compulsory payments levied
periodically by general government
on the income and wealth of enter-
prises and households;

» taxes on production and imports,
including all compulsory payments

levied by general government with
respect to the production and impor-
tation of goods and services, the em-
ployment of labour, the ownership or
use of land, buildings or other assets
used in production;

» social contributions, including all
employers’ and employees’ social con-
tributions, as well as imputed social
contributions that represent the coun-
terpart to social benefits paid directly
by employers.

Data on public procurement are based
on information contained in the calls
for competition and contract award no-
tices submitted for publication in the
Official Journal of the European Com-
munities (the S series). The numerator is
the value of public procurement, which
is openly advertised. For each of the sec-
tors — works, supplies and services - the
number of calls for competition pub-
lished is multiplied by an average based,
in general, on all the prices provided in
the contract award notices published in
the Official Journal during the relevant
year. The value of public procurement is
then expressed relative to GDP.

State aid is made up of sectoral state aid
(given to specific activities, such as agri-
culture, fisheries, manufacturing, min-
ing, services), ad-hoc state aid (given to
individual enterprises, for example, for
rescue or restructuring), and state aid
for cross-cutting (horizontal) objectives,
such as research and development, safe-
guarding the environment, support to
small and medium-sized enterprises, em-
ployment creation or training, including
aid for regional development. The first
two of these (sectoral and ad-hoc state
aid) are considered potentially more dis-
tortive to competition.
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Context

The disciplines of the stability and growth
pact (SGP) are intended keep economic
developments in the EU, and the euro area
countries in particular, broadly synchro-
nised and prevent Member States from
taking policy measures which would un-
duly benefit their own economies at the
expense of others. There are two key prin-
ciples to the SGP: namely, that the deficit
(planned or actual) must not exceed 3 %
of GDP and that the debt-to-GDP ratio
should not be more than 60 %.

Under the rules on budgetary discipline
within the pact, the only exceptions fore-
seen are for cases where the excess over
the reference value is only exceptional or
temporary, or where the ratios have de-
clined substantially and continuously.

A revision in March 2005, based on the
first five years of experience, left these
principles unchanged, but introduced

Figure 1.18: Public balance ()
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greater flexibility in exceeding the defi-
cit threshold in hard economic times or
to finance investment in structural im-
provements. It also gave Member States
a longer period to reverse their excessive
deficits - although, if they do not bring
their economies back into line, corrective
measures, or even fines, may still be im-
posed.

Each year, Member States provide the
European Commission with detailed in-
formation on their economic policies and
the state of their public finances. Euro
area countries provide this information in
the context of the stability programmes,
while other Member States do so in the
form of convergence programmes. The
European Commission assesses whether
the policies are in line with agreed eco-
nomic, social and environmental objec-
tives and may choose to issue a warning
if it believes a deficit is becoming abnor-
mally high.
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Table 1.9: Public balance and general government debt (')

Public balance

(net borrowing/lending of consolidated

General government debt

(general government consolidated

general government sector, % of GDP) gross debt, % of GDP)

2006 2007 2008 2009 2006 2007 2008 2009
EU-27 -1.5 -09 23 -6.8 61.5 58.8 61.8 74.0
Euro area (EA-16) -14 -0.6 2.0 -6.3 68.5 66.2 69.8 79.2
Belgium 0.2 -0.3 -1.3 -6.0 88.1 84.2 89.6 96.2
Bulgaria 19 1.1 1.7 -4.7 21.6 17.2 13.7 14.7
Czech Republic 2.6 -0.7 2.7 -5.8 294 29.0 30.0 353
Denmark 52 4.8 34 2.7 321 274 342 414
Germany -1.6 0.3 0.1 3.0 67.6 64.9 66.3 734
Estonia 24 2.5 2.8 -1.7 44 3.7 4.6 7.2
Ireland 29 0.0 -7.3 -14.4 24.8 25.0 443 65.5
Greece -5.7 -6.4 -94 -154 106.1 105.0 110.3 126.8
Spain 20 19 -4.2 -1 396 36.1 39.8 532
France 2.3 2.7 -33 -75 63.7 63.8 67.5 78.1
Italy 34 -1.5 2.7 -53 106.6 103.6 106.3 116.0
Cyprus -1.2 34 09 -6.0 64.6 583 483 58.0
Latvia -0.5 -0.3 -4.2 -10.2 10.7 9.0 19.7 36.7
Lithuania -04 -1.0 -33 9.2 18.0 169 15.6 29.5
Luxembourg 14 3.7 3.0 -0.7 6.7 6.7 13.6 14.5
Hungary -9.3 -5.0 3.7 -4.4 65.7 66.1 723 784
Malta 2.7 2.3 -4.8 3.8 634 61.7 63.1 68.6
Netherlands 0.5 0.2 0.6 54 474 453 58.2 60.8
Austria -1.5 -04 -0.5 -3.5 62.1 59.3 62.5 67.5
Poland -3.6 -19 -3.7 -7.2 477 45.0 471 509
Portugal -4 2.8 29 -93 639 62.7 653 76.1
Romania 2.2 2.6 -5.7 -8.6 124 12.6 134 239
Slovenia -1.3 0.0 -1.8 -5.8 26.7 234 225 354
Slovakia 3.2 -1.8 2.1 -79 30.5 296 278 354
Finland 4.0 52 4.2 2.5 39.7 35.2 34.1 43.8
Sweden 2.3 3.6 2.2 -09 450 40.0 38.2 419
United Kingdom -2.7 2.7 -5.0 -11.4 434 445 52.1 68.2
Iceland 6.3 54 -13.5 -9.1 279 29.1 574 :
Norway 18.5 17.7 19.1 9.7 553 524 499 43.7
Croatia -3.0 2.5 -14 -4 355 329 289 353
Turkey 0.8 -1.0 2.2 -6.7 46.1 394 395 454

() Data extracted on 29.11.2010.
Source: Eurostat (tsieb080 and tsieb090)
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Figure 1.19: General government debt (')
(general government consolidated gross debt, % of GDP)
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Source: Eurostat (tsieb090)

Figure 1.20: Development of total expenditure and total revenue (')
(% of GDP)
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() Data extracted on 09.02.2011.
Source: Eurostat (gov_a_main)
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Figure 1.21: Government revenue and expenditure, 2009 (')

(% of GDP)
60
50
40
30
20
10
0
~N & T VU X > ®© T S € U > v © © D > © 5 60O T m O © © T C T > T
N‘Dg':=hs:'-;:'i'l—u—3—'—»hzqf':s:m“"‘-c<uE:f“c
T 32 8 2 ® & § o 8 € 8 5 2 5 32 8 & v & o € & X L 5 g
24283 EE2g§aE" 5538228852828 83 53
LE83 888§ 5% 3 SR -
8 5 £ g £ :
s & E 5 g <
e 8 : 5
- M Total general government revenue " Total general government expenditure
() Countries ranked on the average of revenue and expenditure; data extracted on 18.01.2011.
(%) Provisional.
Source: Eurostat (tec00021 and tec00023)
Figure 1.22: Composition of total revenue, 2009 ()
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() Data extracted on 09.02.2011.
Source: Eurostat (gov_a_main)
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Figure 1.23: Main components of government revenue, 2009
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Figure 1.24: Composition of total expenditure, 2009
(%)
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Figure 1.25: Main components of government expenditure, 2009
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Figure 1.26: General government expenditure by COFOG function, 2008 ()
(% of GDP)
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Figure 1.27: Taxes and social contributions, EU-27 (')
(% of GDP)
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Figure 1.28: Taxes and social contributions, 2009 (')
(% of GDP)

50

~ o T U X > ©0 T U £ U > v 8 8 O > 68 v 8 T § & 68 © T C T x> T
N © g T = 5 € g ¢ ¥ 5 Y ® 2SS E 5 5§ £ T g ¢ S22 2 29 g 2 7 2
! ;2 ® Q9 c g 8 ¥ 8 € £ 5 2 & 32 T C 2 8 3 § ¢ ©® & O T 2 ©
2 o> o 3 £ £ 28 ¢ ¢ s = T S 2 93 & % 3 2 ¢ g2 23
o< 2 =5 ¢ £ ® Q2 v or > = Qo < = S £ E 3 £z 28 5 g
uw 9 3 ¢ g g w = U v < =] g < o 5 g 2 2 i c 2 = §N
e e 2 E I < o 2 2 I}
© ©c o o 5 @ < ;4 ¥ £
g £ 5 g 3 a
S ot a z g
s o 5
o M Social contributions

Taxes on production and imports ()
M Taxes on income and wealth

() Data extracted on 29.11.2010.
(%) Denmark, includes taxes on production and imports paid to the institutions of the European Union.

Source: Eurostat (tec00019, tec00020 and tec00018)

eurostat B Europe in figures — Eurostat yearbook 2011 71



http://ec.europa.eu/eurostat/product?code=tec00019&mode=view
http://ec.europa.eu/eurostat/product?code=tec00020&mode=view
http://ec.europa.eu/eurostat/product?code=tec00018&mode=view
http://ec.europa.eu/eurostat/product?code=tec00019&mode=view
http://ec.europa.eu/eurostat/product?code=tec00020&mode=view
http://ec.europa.eu/eurostat/product?code=tec00018&mode=view

Economy and finance

Public procurement (")

Figure 1.29

(value of public procurement which is openly advertised, as % of GDP)
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: State aid, 2008

Figure 1.30
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1.3 Exchange rates and interest rates

This subchapter presents an analysis of
exchange rates and interest rates based
on data from September 2010; as these in-
dicators change quite frequently, the lat-
est data can be consulted in the Eurostat
main tables (exchange rates and interest
rates) and data base (exchange rates and
interest rates). The analysis considers the
evolution of exchange rates across the Eu-
ropean Union (EU), as well as exchange
rate fluctuations between the euro, the
Japanese yen, the Swiss franc and the
United States dollar (all of which are im-
portant reserve currencies).

The second half of the subchapter exam-
ines interest rates — in other words, the
cost of borrowing and/or lending money.
At the macro-economic level, key interest
rates are generally set by central banks, as
a primary tool for monetary policy with
the goal of maintaining price stability
and controlling inflation.

Main statistical findings

It is important to note that practically all
of Eurostat’s data presented in monetary
terms (including statistics for those Mem-
ber States that are not part of the euro area
and data for non-member countries) have
been converted from national curren-
cies to euro (EUR - see currency codes).
When making comparisons across differ-
ent countries for indicators denominated
in euro terms, it is necessary to bear in
mind the possible effect of currency fluc-
tuations, in particular when analysing
time series.

W Furope in figures
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The index of annual average exchange
rates presented in Figure 1.31 starts in
2000, during the second half of which the
euro was at historically low levels against
many currencies. There was a marked ap-
preciation in the value of the euro com-
pared with the Japanese yen during the
period from 2000 to 2007, while a similar
pattern was observed against the United
States dollar from 2001 to 2008. In con-
trast, there was considerably less varia-
tion in exchange rates between the euro
and the Swiss franc; no more than +/-6 %
between 2000 and 20009.

A more detailed analysis - using av-
erage daily exchange rates - shows
that the euro reached a relative high
against the Swiss franc on 12 Octo-
ber 2007 (EUR 1=CHF 1.6803). In the
summer of 2008 the euro rose to its
most recent relative highs against the
currencies of the United States and
Japan, peaking against the dollar on
15 July 2008 (EUR 1=USD 1.599) and
against the yen only eight days later
(EUR 1=JPY 169.75).

Since these relative peaks, the value of
the euro has generally depreciated. On
1 October 2010 (as this subchapter was
in the process of being drafted), the
latest exchange rates available showed
that one euro was worth CHF 1.3423,
or JPY 114.26, or USD 1.3726. A com-
parison between the relative highs of
2007/2008 and the latest euro exchange
rates shows that the value of the euro
depreciated against the yen by almost
one third (32.7 %), while the value of

N
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the euro against the Swiss franc fell by
20.1 %, and the corresponding reduc-
tion against the United States dollar
was 14.2 %.

Table 1.10 shows the evolution of ex-
change rates between the euro and a
broader range of currencies. Between
2000 and 2010, the euro appreciated
strongly against the Turkish lira, and
also against the Icelandic krona (par-
ticularly from 2008 onwards following
the collapse of several Icelandic banks).
The euro also appreciated against the
currencies of Latvia, Romania, Sweden
and the United Kingdom. In contrast,
the national currencies of the Czech Re-
public (among the Member States), and
Switzerland and Croatia (among non-
member countries) appreciated against
the euro during the period 2000 to 2010.
Note that some non-euro area members
have fixed their exchange rates against
the euro, as part of the exchange rate
mechanism (ERM II) in preparation for
joining the euro area.

Table 1.11 shows interest rates and yields.
Note that between the three reference pe-
riods shown in the table it is possible that
there was a considerable fluctuation in in-
terest rates. Despite this, the overall pat-
tern was that of declining interest rates
over the last decade, such that interest
rates often stood at historically low levels
by 2009. Interest rates fell at a rapid rate
during the second half of 2008 and into
2009, as the effects of the financial and
economic crisis were felt. Nevertheless,
interest rates in Bulgaria, Latvia, Lithua-
nia, Hungary and Romania remained
relatively high.

Data sources and availability

Exchange rates

Eurostat publishes a number of differ-
ent data sets concerning exchange rates.
Three main databases can be distin-
guished, with statistics on:

« bilateral exchange rates between cur-
rencies, including some special con-
version factors for countries that have
adopted the euro;

o fluctuations in the exchange rate
mechanism (ERM and ERM II) of
the EU;

« effective exchange rate indices.

Bilateral exchange rates are available with
reference to the euro, although before
1999 they were given in relation to the
European currency unit (ECU). The ECU
ceased to exist on 1 January 1999 when it
was replaced by the euro at an exchange
rate of 1:1. From that date, the currencies
of the euro area became subdivisions of
the euro at irrevocably fixed rates of con-
version.

Daily exchange rates are available from
1974 onwards against a large number of
currencies. These daily values are used to
construct monthly and annual averages,
which are based on business day rates;
alternatively, month-end and year-end
rates are also published.

Interest rates

Interest rates provide information on the
cost or price of borrowing, or the gain
from lending; traditionally, interest rates
are expressed in annual percentage terms,
although the period for lending/borrow-
ing can be anything from overnight to
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a period of many years. Different types
of interest rates are distinguished either
by the period of lending/borrowing in-
volved, or by the parties involved in the
transaction (business, consumers, gov-
ernments or interbank operations).

Long-term interest rates are one of the
convergence criteria for European eco-
nomic and monetary union (EMU). In
order to comply, Member States need to
demonstrate an average nominal long-
term interest rate that does not exceed by
more than 2 percentage points that of, at
most, the three best-performing Member
States. Long-term interest rates are based
upon central government bond yields (or
comparable securities), taking into ac-
count differences in national definitions,
on the secondary market, gross of tax,
with a residual maturity of around ten
years.

Eurostat also publishes a number of
short-term interest rates, with different
maturities (overnight, 1 to 12 months).
Other interest rates that are published in-
clude retail bank interest rates which are
lending and deposit rates for commercial
banks (non-harmonised and historical
series), and harmonised monetary finan-
cial institutions (MFI) interest rates.

A yield curve, also known as term struc-
ture of interest rates, represents the rela-
tionship between market remuneration
(interest) rates and the remaining time to
maturity of debt securities.

Context

Interest rates, inflation rates and exchange
rates are highly linked: the interaction be-
tween these economic phenomena is often

W Furope in figures
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complicated by a range of additional fac-
tors such as levels of government debt, the
sentiment of financial markets, terms of
trade, political stability, and overall eco-
nomic performance. Central banks seek
to exert influence over both inflation and
exchange rates, through controlling mon-
etary policy - their main tool for this pur-
pose is the setting of key interest rates.

An exchange rate is the price or value of
one currency in relation to another. Those
countries with relatively stable and low
inflation rates tend to display an appre-
ciation in their currencies, as their pur-
chasing power increases relative to other
currencies, whereas higher inflation typi-
cally leads to a depreciation of the local
currency. When the value of one curren-
cy appreciates against another, then that
country’s exports become more expensive
and its imports become cheaper.

The exchange rate mechanism (ERM II)
was set up on 1 January 1999, with the
goal of ensuring that exchange rate fluc-
tuations between the euro and other EU
currencies did not disrupt economic
stability within the single market, and
to help non-euro area countries prepare
themselves for participation in the euro
area. The convergence criteria (Maas-
tricht criteria) on exchange rate stability
requires participation in ERM II, with
exchange rates of non-euro area Mem-
ber States fixed against the euro such that
these may only fluctuate by 15 % above
or below an agreed central rate. If nec-
essary, the currencies are supported by
intervention (buying or selling) to keep
the exchange rate against the euro within
the agreed fluctuation band; such inter-
vention is coordinated by the European
Central Bank (ECB) and the central bank
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of the non-euro area Member State. The
general council of the ECB monitors the
operation of ERM II and ensures coor-
dination of monetary and exchange rate
policies, as well as administering the in-
tervention mechanisms with the central
banks of the Member States.

All economic and monetary union par-
ticipants are eligible to adopt the euro.
Aside from demonstrating two years of
exchange rate stability (via membership
of ERM II), those Member States wishing
to join the euro area also need to adhere
to a number of additional criteria relating
to interest rates, budget deficits, inflation
rates, and debt-to-GDP ratios.

Through using a common currency, the
countries of the euro area have removed
exchange rates and, therefore, hope to
benefit from the elimination of currency
exchange costs, lower transaction costs
and the promotion of trade and invest-
ment resulting from the scale of the euro
area market. Furthermore, the use of a
single currency increases price trans-
parency for consumers across the euro
area.

From 1 January 2002, around 7 800 mil-
lion notes and 40 400 million coins en-
tered circulation across the euro area, as
12 Member States — Belgium, Germany,
Ireland, Greece, Spain, France, Italy, Lux-

embourg, the Netherlands, Austria, Por-
tugal and Finland - adopted the euro as
their common currency. Slovenia subse-
quently joined the euro area at the start
of 2007, and was followed by Cyprus and
Malta on 1 January 2008, Slovakia on
1 January 2009 and Estonia on 1 January
2011, bringing the total number of coun-
tries using the euro as their common cur-
rency to 17.

In joining the euro each Member States
has agreed to allow the ECB to act as an
independent authority responsible for
maintaining price stability through the
implementation of monetary policy. As of
1999, the ECB started to set benchmark
interest rates and manage the euro area’s
foreign exchange reserves. The ECB has
defined price stability as a year-on-year
increase in the harmonized index of con-
sumer prices (HICP) for the euro area
below, but close to, 2 % over the medium
term (see Subchapter 1.4 on consumer
prices — inflation and comparative price
levels). Monetary policy decisions are
taken by the ECB’s governing council
which meets every month to analyse and
assess economic and monetary develop-
ments and the risks to price stability and
thereafter to decide upon the appropriate
level of key interest rates.
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Figure 1.31: Exchange rates against the euro (')
(2000=100)
180
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100 — — v e — |
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(") CHF, Swiss franc; JPY, Japanese Yen; USD, United States Dollar; a reduction in the value of the index shows an appreciation in the value of the foreign
currency and a depreciation in the value of the euro.
() Forecasts.

Source: Eurostat (tec00033), ECB

Table 1.10: Exchange rates against the euro (')
(1 EUR=... national currency)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010(%)

Bulgaria 19522 19482 19492 19490 19533 19558 19558 19558 19558 19558 1.9558
CzechRepublic 35599 34.068 30.804 31.846 31.891 29782 28342 27766 24946 26435 25.262
Denmark 74538 74521 74305 74307 74399 74518 74591 74506 74560 74462 74454
Estonia 15.647 15647 15647 15647 15647 15647 15647 15647 15647 15647 15.647
Latvia 0.5592 05601 0.5810 06407 0.6652 06962 06962 0.7001 0.7027 07057 0.7086
Lithuania 36952 35823 34594 34527 34529 34528 34528 34528 34528 34528 34528
Hungary 260.04 25659 24296 25362 25166 248.05 26426 25135 25151 28033 27695
Poland 40082 3.6721 3.8574 43996 45268 4.0230 3.8959 37837 35121 43276 39922
Romania 19922 26004 31270 37551 40510 36209 35258 33353 36826 4.2399 4.2048
Sweden 84452 92551 91611 91242 91243 9.2822 9.2544 9.2501 96152 10.6191  9.5486
United Kingdom 0.60948 0.62187 0.62883 0.69199 0.67866 0.68380 0.68173 0.68434 0.79628 0.89094 0.85324
Iceland 72.58 8742 86.18  86.65 8714 7823 87.76 8763 14383 17267 161.82
Norway 8.1129 80484 75086 80033 83697 80092 80472 80165 82237 87278 79717
Switzerland 1.5579 15105 14670 15212 1.5438 15483 15729 16427 15874 15100 1.3786
Croatia 76432 74820 74130 75688 74967 74008 73247 73376 72239 73400 7.2688
Turkey 0.5748 11024 14397 16949 17771 16771 18090 17865 19064 2.1631 1.9882
Japan 9947 108.68 118.06 13097 13444 13685 14602 16125 15245 13034 11598

United States 09236 0.8956 09456 11312  1.2439  1.2441 1.2556 13705 14708 1.3948 13137

() The euro replaced the ecu on 1 January 1999; on 1 January 2002, it also replaced the notes and coins of 12 Community currencies with the introduc-
tion of the euro to the euro area (EA-12) members; on 1 January 2007, the euro came into circulation in Slovenia; on 1 January 2008, the euro came into
circulation in Cyprus and Malta; on 1 January 2009, the euro came into circulation in Slovakia.

() Forecasts.

Source: Eurostat (tec00033 and ert_bil_eur_a), ECB
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Table 1.11: Interest rates

(%)
EMU convergence Short-term interest
criterion bond rates: three-month
yields (Maastricht interbank rates
criterion) (') (annual average)
1999 2004 2009 1999 2004 2009
EU-27 : 4.38 413 : 2.86 1.56
Euro area (?) 466 412 3.82 296 211 122
Belgium 4.75 415 3.90 - - -
Bulgaria : 5.36 7.22 5.88 3.74 572
Czech Republic : 4.82 484 6.85 2.36 2.19
Denmark 491 4.30 3.59 344 2.20 249
Germany 449 4.04 3.22 - - -
Estonia : : : 7.81 2.50 592
Ireland 471 4.08 5.23 - - -
Greece 6.30 4.26 5.17 10.09 - -
Spain 4.73 4.10 398 - - -
France 461 4.10 3.65 - - -
Italy 473 4.26 4.31 - - -
Cyprus : 5.80 4.60 6.25 4.74 -
Latvia : 4.86 12.36 8.44 423 13.09
Lithuania : 4.50 14.00 13.89 2.68 707
Luxembourg 4.66 2.84 4.23 - : :
Hungary : 8.19 912 15.07 11.53 914
Malta : 4.69 4.54 515 294 -
Netherlands 4.63 410 3.69 - - -
Austria 4.68 413 394 - - -
Poland : 6.90 6.12 14.73 6.20 442
Portugal 4.78 414 4.21 - - -
Romania : : 9.69 79.63 19.14 11.34
Slovenia : 4.68 4.38 8.64 4.66 -
Slovakia : 5.03 4.71 15.67 4.68 -
Finland 472 411 3.74 - - -
Sweden 4.98 442 3.25 333 2.31 092
United Kingdom 5.01 493 3.36 5.55 4.64 1.21
Turkey - - - 96.99 23.84 :
Japan - - - 0.22 0.05 047
United States - - - 541 1.62 0.69

(") The indicator for Luxembourg is based on a basket of long-term bonds, which have an average residual maturity close to ten years; the bonds are
issued by a private credit institution.
() EA-11,1999; EA-12, 2004; EA-16, 2009.

Source: Eurostat (tec00097 and tec00035), ECB, national central banks
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Table 1.12: Euro yield curve (")

(%)
2005 2006 2007 2008 2009
1 year until maturity 2.21 3.22 3.99 3.61 0.91
2 years until maturity 2.37 337 4.04 3.59 1.51
3 years until maturity 2.53 343 4.05 3.65 2.00
4 years until maturity 2.69 348 4.06 3.74 241
5 years until maturity 2.84 3.53 4.08 3.83 2.75
6 years until maturity 298 3.58 411 393 3.03
7 years until maturity 311 3.63 414 4.02 3.28
8 years until maturity 3.22 3.68 417 4.10 349
9 years until maturity 3.32 3.72 4.20 418 3.67
10 years until maturity 340 3.76 4.23 4.25 3.82
11 years until maturity 348 3.79 4.26 4.31 395
12 years until maturity 3.54 3.82 4.28 4.36 4.06
13 years until maturity 3.60 3.85 4.30 441 4.15
14 years until maturity 3.65 3.88 432 4.45 4.22
15 years until maturity 3.69 390 4.34 448 4.28
16 years until maturity 3.73 392 4.36 4.52 433
17 years until maturity 3.77 393 4.37 4.54 4.37
18 years until maturity 3.80 3.95 4.39 457 440
19 years until maturity 3.82 396 440 4.59 442
20 years until maturity 3.85 3.98 441 4.61 443
21 years until maturity 3.87 399 442 4.63 443
22 years until maturity 3.89 4.00 443 4.64 443
23 years until maturity 391 4.01 444 4.66 443
24 years until maturity 3.93 4.02 4.45 4.67 442
25 years until maturity 394 4.03 446 4.68 440
26 years until maturity 3.96 4.03 446 4.69 439
27 years until maturity 397 4.04 447 4.70 4.37
28 years until maturity 3.98 4.05 447 4.70 4.35
29 years until maturity 399 4.05 448 4.71 4.32
30 years until maturity 4.01 4.06 449 4.72 4.30

() Zero-coupon yield curve spot rate for AAA rated euro area central government bonds; EA-12, 2005 and 2006; EA-13, 2007; EA-15, 2008; EA-16, 2009.
Source: Eurostat (irt_euryld_a)
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1.4 Consumer prices -

inflation and comparative price levels

An increase in the level of prices of goods
and services in an economy is called in-
flation; this indicator is usually measured
through consumer price indices (CPls)
or retail price indices (RPIs). Within the
European Union (EU) a specific consum-
er price index for the purpose of tracing
price developments has been developed
and is called the harmonised index of
consumer prices (HICP).

If there is inflation within an economy,
then the purchasing power of money
falls as consumers are no longer able to
purchase the same amount of goods and
services (for the same amount of money).
In contrast, if prices fall, then they should
be able to purchase more goods and serv-
ices; this is often referred to as deflation.
No change in prices (or relatively low
rates of inflation) are often referred to as a
period of price stability.

A comparison of prices between countries
depends not only on movements in price
levels, but also on changes in exchange
rates — together, these two forces impact
on the price and cost competitiveness of
individual Member States.

Main statistical findings

Compared with historical trends, con-
sumer price indices rose only at a mod-
erate pace during the last two decades.
The EU (moving aggregate based upon
EU membership) inflation rate decreased
during the 1990s, reaching 1.2 % by 1999,
after which the pace of price increases set-

tled at around 2 % per annum during the
period 2000 to 2007.

In 2008, an annual average inflation rate
of 3.7 % was recorded for the EU. This
sharp rise in price inflation can be largely
explained by rapid increases in energy
and food prices between the autumn of
2007 and the autumn of 2008. Indeed,
consumer prices for food recorded his-
torically high inflation rates in 2008 with
prices rising on average by 6.4 % in the
EU; the increase may be particularly as-
sociated with steep price rises for dairy
products, oils and fats.

In 2009, annual inflation for the EU was
1.0 % - on the back of decreasing food
prices between the summers of 2008 and
2009. Energy prices fell from December
2008 until November 2009, with their
biggest reduction in July 2009 (-10.4 %,
on the basis of a comparison with July
2008).

In August 2010, the latest information
available at the time of writing, there was
some evidence of a modest expansion in
the pace at which prices were rising. The
overall EU inflation rate was neverthe-
less relatively stable, rising from 1.5 % in
February 2010 (compared with the same
month of the previous year) to 2.0 % by
August 2010.

Comparative price levels of private
household consumption vary consider-
ably across the EU Member States. In
2009, they ranged from 53 in Bulgaria to
145 in Denmark (EU-27=100). Over the
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ten years from 1999 to 2009, several of the
Member States that joined the EU in 2004
or 2007 recorded substantial changes in
their comparative price levels (Bulgaria,
the Czech Republic, Estonia, Latvia,
Lithuania, Hungary, Romania and Slo-
vakia). During this ten-year period, there
was a convergence of price levels within
the EU-27 as a whole; the coefficient of
variation of comparative price levels de-
clined from 35.6 % in 1999 to 24.3 % by
2008 (rising slightly in 2009 to 25.1 %).
Although price levels were more homoge-
neous across the euro area than the EU-27
(with a coeflicient of variation of 14.8 % in
2009), the pace at which prices were con-
verging was less pronounced in the euro
area when analysing the development of
the coeflicient of variation of price level
indices (PLIs) from 1999 to 2009.

Data sources and availability

Inflation

The harmonised index of consumer pric-
es (HICP) is constructed to measure, over
time, the change in prices of consumer
goods and services that are acquired by
households. These indices cover practi-
cally every good and service that may be
purchased by households in the form of
final monetary consumption expendi-
ture; owner-occupied housing is, however,
not yet included. Goods and services are
classified according to the international
classification of individual consumption
by purpose, adapted to the compilation
of the harmonised indices of consumer
prices (COICOP/HICP). At its most disag-
gregated level, Eurostat publishes around
100 sub-indices, which can be aggregated
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to broad categories of goods and services.
The inflation rate is one such example - it
equates to the all-items harmonised index
of consumer prices.

The indices are calculated according to
a common approach with a single set of
definitions, providing comparable meas-
ures of consumer price inflation across
countries, as well as for different coun-
try groupings such as the EU, the euro
area, or the European Economic Area
(EEA). There are three key HICP aggre-
gate indices: the Monetary Union Index
of Consumer Prices (MUICP) covering
the euro area countries, the European in-
dex of consumer prices (EICP) covering
all EU Member States, and the European
Economic Area index of consumer prices,
which includes the EU Member States as
well as Iceland and Norway. Note that
these aggregates reflect changes over time
in their country composition through the
use of a chain index formula - for exam-
ple, the MUICP includes Slovenia only
from 2007 onwards, Cyprus and Malta
only from 2008 onwards, and Slovakia
only from 2009 onwards.

Harmonised indices of consumer prices
are presented with a common reference
year (currently 2005=100). Normally the
indices are used to calculate percent-
age changes that show price increases/
decreases. Although the rates of change
shown in the tables and figures for this
subchapter are annual averages, the basic
indices are compiled on a monthly basis
and are published at this frequency by
Eurostat. Harmonised indices of consum-
er prices are published some 14 to 16 days
after the end of the reporting month. The
majority of the data is available with se-
ries starting in the mid-1990s.

N
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Comparative price levels

Comparative price levels across EU Mem-
ber States are price level indices (PLIs)
expressed as relative to the average price
level of the EU-27. If the price level index
of a given Member State is above 100,
then prices in that country are, on aver-
age, higher than the EU average. On the
other hand, a price level index below 100
shows that prices are, on average lower
than the EU-27 average.

Purchasing power parities (PPPs) esti-
mate price level differences across coun-
tries; they are aggregated price ratios cal-
culated from price comparisons of a large
number of goods and services. Purchasing
power parities are used to calculate price
level indices, the latter are calculated as
the ratio of purchasing power parities to
exchange rates.

Price level indices may be constructed
for a number of expenditure aggregates
based on the expenditure classification
of national accounts. The differences in
price levels of consumer goods and serv-
ices should be analysed on the basis of
household final consumption expendi-
ture (HFCE); Eurostat publishes detailed
information on price level indices for

more than 30 different groups of goods
and services.

Price level indices may also be used as a
starting point for analysing price conver-
gence. For this purpose, the coefficient of
variation of price level indices across any
number of countries (for example, the EU
Member States) is calculated. A decreas-
ing coefficient over time indicates that
price levels are converging. Eurostat pub-
lishes an annual estimate of price conver-
gence based on the temporal development
of the coefficient of variation.

Context

Harmonised indices of consumer prices
are, among other things, used for the pur-
poses of monetary policy and assessing
inflation convergence as required in the
Treaty on the functioning of the Euro-
pean Union. In particular, they are used
for measuring inflation in the euro area;
the primary objective of the European
Central Bank’s (ECB) monetary policy is
to maintain price stability. The ECB has
defined price stability as a year-on-year
increase in the harmonised index of con-
sumer prices for the euro area of below,
but close to 2 % over the medium-term.
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Figure 1.32: HICP all-items, development of the annual average inflation rates
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() The data refer to the official EU aggregate, its country coverage changes in line with the addition of new EU Member States and integrates them using
a chain index formula.

(3) The data refer to the official euro area aggregate, its country coverage changes in line with the addition of new EA Member States and integrates them
using a chain index formula.

(%) National CPI: not strictly comparable with the HICP.

Source: Eurostat (prc_hicp_aind)
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Table 1.13: HICP all-items, annual average inflation rates

(%)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
EU (") 1.2 19 2.2 2.1 2.0 2.0 2.2 2.2 23 37 1.0
Euro area (?) 1.1 2.1 2.3 2.2 2.1 21 2.2 2.2 2.1 3.3 0.3
Belgium 1.1 27 24 1.6 1.5 19 2.5 23 1.8 45 0.0
Bulgaria 2.6 10.3 74 5.8 23 6.1 6.0 74 76 12.0 2.5
Czech Republic 1.8 39 4.5 14 -0.1 2.6 1.6 2.1 30 6.3 0.6
Denmark 2.1 2.7 23 24 2.0 09 1.7 19 1.7 36 1.1
Germany 0.6 14 19 14 1.0 1.8 19 1.8 23 2.8 0.2
Estonia 31 39 56 3.6 14 30 4.1 44 6.7 10.6 0.2
Ireland 2.5 53 4.0 47 4.0 23 2.2 2.7 29 31 -1.7
Greece 2.1 29 3.7 39 34 30 35 33 30 4.2 13
Spain 2.2 35 2.8 3.6 31 31 34 3.6 2.8 4.1 -0.2
France 0.6 1.8 1.8 19 2.2 23 19 19 1.6 3.2 0.1
Italy 1.7 2.6 2.3 2.6 2.8 2.3 2.2 22 2.0 35 0.8
Cyprus 1.1 49 2.0 2.8 4.0 19 2.0 2.2 2.2 44 0.2
Latvia 2.1 2.6 2.5 2.0 29 6.2 6.9 6.6 10.1 15.3 33
Lithuania 1.5 1.1 1.6 0.3 -1 1.2 2.7 38 58 1.1 4.2
Luxembourg 1.0 3.8 24 21 2.5 3.2 3.8 3.0 2.7 4.1 0.0
Hungary 10.0 10.0 9.1 52 47 6.8 35 4.0 79 6.0 4.0
Malta 23 30 2.5 2.6 19 2.7 2.5 2.6 0.7 47 1.8
Netherlands 2.0 2.3 51 39 22 14 1.5 1.7 1.6 2.2 1.0
Austria 0.5 2.0 23 1.7 13 2.0 2.1 1.7 2.2 3.2 04
Poland 7.2 10.1 53 19 0.7 36 2.2 13 2.6 4.2 4.0
Portugal 2.2 2.8 44 37 33 2.5 2.1 3.0 24 2.7 -09
Romania 45.8 45.7 345 22.5 153 1.9 9.1 6.6 49 79 5.6
Slovenia 6.1 89 8.6 75 5.7 3.7 2.5 2.5 3.8 5.5 09
Slovakia 104 12.2 7.2 35 8.4 75 2.8 43 19 39 09
Finland 13 29 2.7 2.0 1.3 0.1 0.8 13 1.6 39 1.6
Sweden 0.5 13 2.7 19 23 1.0 0.8 1.5 1.7 33 19
United Kingdom 1.3 0.8 1.2 1.3 14 1.3 2.1 2.3 2.3 3.6 2.2
Iceland 2.1 44 6.6 53 14 23 14 4.6 36 12.8 16.3
Norway 2.1 3.0 2.7 0.8 2.0 0.6 1.5 2.5 0.7 34 23
Switzerland : : : : : : : 1.0 0.8 2.3 -0.7
Croatia 3.7 45 4.3 2.5 24 2.1 3.0 33 2.7 5.8 2.2
Turkey 614 53.2 56.8 47.0 25.3 10.1 8.1 9.3 8.8 104 6.3
Japan () -0.3 -0.7 -0.7 -09 -0.3 0.0 -03 0.3 0.0 14 -14
United States (%) 2.2 34 2.8 1.6 2.3 2.7 34 3.2 2.8 3.8 -04

() The data refer to the official EU aggregate, its country coverage changes in line with the addition of new EU Member States and integrates them using
a chain index formula.

(3) The data refer to the official euro area aggregate, its country coverage changes in line with the addition of new EA Member States and integrates them
using a chain index formula.

(%) National CPI: not strictly comparable with the HICP.

Source: Eurostat (prc_hicp_aind)
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Figure 1.33: HICP main headings, annual average inflation rates, EU-27, 2009
(%)
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Source: Eurostat (prc_hicp_aind)
Figure 1.34: Price convergence between EU Member States
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Table 1.14: Comparative price levels (')
(final consumption by private households including indirect taxes, EU-27=100)

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

EU-27 100 100 100 100 100 100 100 100 100 100 100
Euro area (EA-16) 102 100 101 101 103 103 102 102 102 104 107
Belgium 107 102 103 102 107 107 106 108 108 m 114
Bulgaria 38 39 41 41 41 42 43 45 46 50 53
Czech Republic 46 48 50 57 55 55 58 61 62 73 71
Denmark 131 130 135 134 141 140 140 138 137 141 145
Germany 107 107 107 107 106 105 103 103 102 104 106
Estonia 57 57 61 61 62 63 65 69 73 78 75
Ireland 12 15 19 125 126 126 123 125 125 128 125
Greece 88 85 82 80 86 88 88 89 91 94 97
Spain 86 85 85 85 88 91 91 92 93 95 97
France 109 106 104 104 110 110 108 109 108 m 114
Italy 98 98 100 103 104 105 105 104 103 106 107
Cyprus 87 88 89 89 91 91 90 90 88 91 91
Latvia 52 59 59 57 54 56 57 61 67 73 75
Lithuania 47 53 54 54 52 54 55 57 60 65 68
Luxembourg 103 101 104 102 103 103 12 m 115 119 121
Hungary 47 49 53 57 58 62 63 61 67 68 66
Malta 71 73 75 75 72 73 73 75 76 79 81
Netherlands 103 100 103 103 108 106 105 104 102 104 109
Austria 105 102 105 103 103 103 103 102 102 105 108
Poland 52 58 65 61 54 53 61 62 62 69 59
Portugal 83 83 84 86 86 87 85 85 86 87 89
Romania 38 43 42 43 43 43 54 58 64 61 58
Slovenia 74 73 74 74 76 76 76 77 79 82 86
Slovakia 41 44 43 45 51 55 55 58 63 70 74
Finland 122 121 125 124 127 124 124 123 120 124 126
Sweden 126 128 120 122 124 121 119 119 116 115 107
United Kingdom 116 120 117 117 108 109 110 1 113 100 93
Iceland 127 144 128 135 139 138 153 145 149 17 102
Norway 134 138 142 151 142 135 141 140 138 139 137
Switzerland 140 143 146 147 144 141 138 135 125 131 138
Croatia : : : : 65 67 69 73 72 76 76
FYR of Macedonia : : : : 44 44 43 45 44 47 46
Turkey 56 63 48 52 57 59 6/ 66 72 71 67
Japan 173 198 178 156 137 130 120 110 97 103 120
United States 106 121 126 120 101 93 93 93 85 82 89

(") Break in series in 2005 for all countries except for Japan and the United States.

Source: Eurostat (tsier010)
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1.5 Balance of payments - current account

The balance of payments records all eco-
nomic transactions between resident and
non-resident entities during a given pe-
riod. This subchapter presents data on the
current and financial accounts of the bal-
ance of payments for the European Union
(EU) and its Member States. The analysis
is based on data from September 2010,
but the latest data can be consulted in the
Eurostat main tables and data base.

The current account balance determines
the exposure of an economy to the rest of
the world, whereas the capital and finan-
cial account explains how it is financed.
A separate Subchapter (1.6) on foreign di-
rect investment provides more informa-
tion on one component of the financial
account and Subchapter 9.2 on interna-
tional trade in services provides more in-
formation on one component of the cur-
rent account.

Main statistical findings

The current account deficit of the EU-27
was EUR 131 800 million in 2009 (see
Figure 1.35), corresponding to 1.1 % of
gross domestic product (GDP), close to
half the level of the deficit in 2008 when
it had equalled about 2.0 %. The over-
all deficit for 2009 comprised deficits in
the current account for goods (-0.7 % of
GDP), for current transfers (-0.5 %), and
for the income account (-0.4 %), alongside
a positive balance for services (0.5 %).

There were a total of 15 Member States
that reported current account deficits in

W Furope in figures
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2009 (see Table 1.15): the largest of these
(relative to GDP) were in Greece (-11.4 %)
and Portugal (-10.3 %); Latvia (9.5 %) and
Sweden (7.4 %) reported the largest cur-
rent account surpluses. Ireland, Slovakia
Germany, Italy and Romania were the only
Member States to report a deficit for serv-
ices in 2009, while Luxembourg (47.8 % of
GDP), Cyprus (24.4 %) and Malta (15.6 %)
reported relatively large surpluses. A total
of 15 Member States reported a deficit for
goods — most notably Cyprus (-25.0 % of
GDP), while Ireland reported the largest
surplus (20.3 % of GDP).

The EU-27’s current account deficit with
China was EUR 113 900 million in 2009,
three and a half times as large as the next
largest deficits, which were with Russia
and Japan. A current account surplus was
recorded with Switzerland (EUR 34 800
million), about one fifth larger than that
with the United States (see Figure 1.36).

Three types of investment (foreign direct
investment (FDI), portfolio and other)
make-up the financial account, along
with financial derivatives and official
reserve assets. A positive value for the
financial account indicates that inward
investment flows (inward FDI and invest-
ment liabilities) exceed outward invest-
ment flows (outward FDI and investment
assets). This was the case for the euro area
in 2009, where the financial account was
equivalent to 0.5 % of GDP.

The EU-27 was a net direct investor vis-a-
vis the rest of the world in 2009. Inward
flows of FDI represented 1.8 % of GDP,
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while outward flows of FDI represented
2.4 % of GDP, making it the main form
of outward investment from the EU-27 in
2009. Luxembourg recorded the highest
levels of both inward and outward FDI
(in relation to GDP) with the rest of the
world. Slovenia recorded the only notable
disinvestment in inward FDI, while sev-
eral countries recorded a disinvestment
for outward FDI, notably Hungary and
Belgium (see Table 1.17).

The EU-27 recorded investment in port-
folio investment assets (outward invest-
ment) equivalent to 1.5 % of GDP in 2009.
EU-27 portfolio investment liabilities
(inward investment) were valued at 5.3 %
of GDP, close to three times the level of
inward FDI. Six of the Member States
recorded disinvestment for portfolio as-
sets, with the United Kingdom recording
relatively large flows (6.1 % of GDP). The
largest investments in portfolio assets
were recorded in Luxembourg (home to a
large fund management activity), Cyprus
and Malta. Disinvestment in portfolio li-
abilities was also relatively uncommon,
and only Estonia and Hungary reported
negative flows in excess of 1 % of GDP.
Again Luxembourg reported the largest
positive flows relative to GDP, followed
by Portugal and France.

For other assets and liabilities (such as
currency and deposits) the EU-27 re-
corded a net disinvestment in 2009 both
in assets and liabilities, in other words a
reduction in outward loans and also a re-
patriation of inward deposits. Disinvest-
ment in other assets was equivalent to
3.0 % of the EU-27’s GDP in 2009, with
the largest disinvestments in assets (in
relative terms) recorded in Luxembourg
and Malta. Inward disinvestment of li-

abilities was equivalent to 5.3 % of GDP
in the EU-27. Again the largest disinvest-
ments in relative terms were recorded in
Luxembourg, followed at some distance
by Ireland, Belgium and Malta. In con-
trast to the overall EU situation of net
disinvestments, a small number of Mem-
ber States recorded net investment flows
in other assets and liabilities, most no-
tably Cyprus which recorded the largest
(relative to GDP) outward investment in
other assets and by far the largest inward
investments in liabilities.

Data sources and availability

The main methodological references used
for the production of balance of payment
statistics is the fifth balance of payments
manual (BPM5) of the International
Monetary Fund (IMF). The sixth edition
of this manual (BPM6) was finalised in
December 2008 with implementation
planned in 2014. The transmission of
balance of payments data to Eurostat is
covered by Regulation 184/2005 on Com-
munity statistics concerning balance of
payments, international trade in services
and foreign direct investment (consoli-
dated version 09.05.2006).

Current account

The current account of the balance of
payments provides information not only
on international trade in goods (gener-
ally the largest category), but also on
international transactions in services,
income and current transfers. For all
these transactions, the balance of pay-
ments registers the value of credits
(exports) and debits (imports). A neg-
ative balance - a current account deficit —
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shows that a country is spending abroad
more than it is earning from transactions
with other economies, and is therefore a
net debtor towards the rest of the world.

The current account gauges a country’s
economic position in the world, covering
all transactions that occur between resi-
dent and non-resident entities. More spe-
cifically, the four main components of the
current account are defined as follows:

Trade in goods covers general merchan-
dise, goods for processing, repairs on
goods, goods procured in ports by car-
riers, and non-monetary gold. Exports
and imports of goods are recorded on a
so-called fob/fob basis — in other words,
at market value at the customs frontiers of
exporting economies, including charges
for insurance and transport services up
to the frontier of the exporting country.

Trade in services consists of the follow-
ing items: transport services performed
by EU residents for non-EU residents, or
vice versa, involving the carriage of pas-
sengers, the movement of goods, rentals
of carriers with crew and related support-
ing and auxiliary services; travel, which
includes primarily the goods and services
EU travellers acquire from non-EU resi-
dents, or vice versa; and other services,
which include communication services,
construction services, insurance services,
financial services, computer and informa-
tion services, royalties and licence fees,
other business services (which comprise
merchanting and other trade-related
services, operational leasing services and
miscellaneous business, professional and
technical services), personal, cultural and
recreational services, and government
services not included elsewhere.
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Income covers two types of transactions:
compensation of employees paid to non-
resident workers or received from non-
resident employers, and investment in-
come accrued on external financial assets
and liabilities.

Current transfers include general gov-
ernment current transfers, for example
transfers related to international cooper-
ation between governments, payments of
current taxes on income and wealth, and
other current transfers, such as workers’
remittances, insurance premiums (less
service charges), and claims on non-life
insurance companies.

Under the balance of payment conven-
tions, transactions which represent an
inflow of real resources, an increase in
assets, or a decrease in liabilities (such as
exports of goods) are recorded as credits,
and transactions representing an outflow
of real resources, a decrease in assets or
an increase in liabilities (such as imports
of goods) are recorded as debits. Net is
the balance (credits minus debits) of all
transactions with each partner.

Financial account

The financial account of the balance of
payments covers all transactions associ-
ated with changes of ownership in the
foreign financial assets and liabilities
of an economy. The financial account is
broken down into five basic components:
direct investment, portfolio investment,
financial derivatives, other investment,
and official reserve assets. Direct invest-
ment implies that a resident investor in
one economy has a lasting interest in,
and a degree of influence over the man-
agement of, a business enterprise resident
in another economy. Direct investment
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is classified primarily on a directional
basis: resident direct investment abroad
and non-resident direct investment in
the reporting economy. Within this clas-
sification three main components are
distinguished: equity capital, reinvested
earnings, and other capital; these are dis-
cussed in detail in the Subchapter (1.6) on
foreign direct investment.

Portfolio investment records the trans-
actions in negotiable securities with the
exception of the transactions which fall
within the definition of direct investment
or reserve assets. Several components are
identified: equity securities, bonds and
notes, money market instruments.

Financial derivatives are financial in-
struments that are linked to, and whose
value is contingent to, a specific financial
instrument, indicator or commodity, and
through which specific financial risks can
be traded in financial markets in their
own right. Transactions in financial de-
rivatives are treated as separate transac-
tions, rather than integral parts of the
value of underlying transactions to which
they may be linked.

Reserve assets are foreign financial assets
available to, and controlled by, monetary
authorities; they are used for financing

Figure 1.35: Current account transactions, EU-27 (')
(EUR 1 000 million)

and regulating payments imbalances or
for other purposes.

Other investment is a residual category,
which is not recorded under the other
headings of the financial account (direct
investment, portfolio investment, financial
derivatives or reserve assets). It also encom-
passes the offsetting entries for accrued in-
come on instruments classified under other
investment. Four types of instruments are
identified: currency and deposits (in gener-
al, the most significant item), trade credits,
loans, other assets and liabilities.

Context

The EU is a major player in the global
economy for international trade in goods
and services, as well as foreign investment.
Balance of payments statistics give a com-
plete picture of all external transactions of
the EU and its individual Member States.
They may be used as a tool to study the
international exposure of different parts
of the EU’s economy, indicating its com-
parative advantages and disadvantages
with the rest of the world. Note that ad-
ditional information from the balance of
payments is provided in Subchapters 1.6
and 9.2 on foreign direct investment and
international trade in services.
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Source: Eurostat (tec00038)
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Table 1.15: Current account balance for EU Member States with the rest of the world
(EUR 1 000 million)

2004 2005 2006 2007 2008 2009
EU-27 (') -36.0 -829 -146.2 -127.2 -243.3 -131.8
Euro area (EA-16) () 61.7 1.7 -10.2 13.5 -153.8 -559
Belgium 19.1 79 6.3 7.3 -10.1 1.0
Bulgaria -13 2.7 -4.6 -7.8 -8.2 -3.2
Czech Republic -4.7 -1.3 2.7 -4.1 -1.0 -1.5
Denmark 59 9.0 6.5 34 5.1 9.0
Germany 102.8 114.6 150.1 185.1 167.0 119.1
Estonia -11 -1 2.2 2.8 -1.5 0.6
Ireland -09 -5.7 -6.3 -10.1 -10.2 -4.9
Greece -10.7 -14.7 -23.7 -32.6 -34.8 -26.6
Spain -44.2 -66.9 -88.3 -105.3 -106.0 -58.3
France 10.0 -109 -9.2 -189 -37.1 -36.8
Italy -13.0 -23.6 -38.3 -37.7 -53.6 -48.2
Cyprus -0.6 08 1.0 19 30 14
Latvia -14 -1.6 3.6 -4.7 -3.0 1.8
Lithuania -14 -1.5 2.6 -4.1 -3.8 1.0
Luxembourg 33 33 35 36 2.1 2.1
Hungary -6.8 -6.4 -6.5 -6.6 -74 0.2
Malta -0.3 -04 -0.5 -0.3 -0.3 -0.2
Netherlands 369 373 504 493 285 289
Austria 4.8 49 7] 9.6 : :
Poland -8.2 -3.0 74 -14.7 -183 -5.0
Portugal -124 -159 -17.2 -17.1 217 -173
Romania -5.1 -6.9 -10.2 -16.8 -16.2 -5.2
Slovenia -0.7 -0.5 -0.8 -1.6 25 -0.5
Slovakia -1.2 -3.2 3.6 29 -4.3 2.0
Finland 10.0 57 76 76 5.8 23
Sweden 211 204 26.5 27.8 31.3 216
United Kingdom -36.9 -48.0 -644 -553 -27.2 -176
Iceland -1 22 -33 24 2.3 -0.3
Norway 283 39.7 46.2 40.1 573 38.2
Croatia -1.5 -2.0 -2.7 -3.2 -4.4 -2.5
Turkey -11.5 -17.8 -25.6 -279 -28.1 -99
Japan 138.5 1333 136.0 154.0 105.1 :
United States -507.5 -604.6 -639.5 -531.5 -479.6

(") EU vis-a-vis extra-EU.
(%) Euro area vis-a-vis extra euro area.

Source: Eurostat (bop_q_eu, bop_qg_euroand bop_q_c)
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Table 1.16: Current account, balance by components, 2009 (')

(% of GDP)

Current . Current

— Goods Services Income S
EU-27 -11 -0.7 0.5 -04 -0.5
Euro area (EA-16) -0.6 0.5 03 -04 -1.0
Belgium 0.3 0.8 0.1 13 2.0
Bulgaria -9.1 -7 44 -4.5 2.7
Czech Republic -1 50 0.7 -64 -04
Denmark 4.0 2.2 13 2.5 -19
Germany 5.0 56 -0.7 14 -1.3
Estonia 4.6 -3.8 9.5 29 1.7
Ireland 3.0 20.3 -5.3 -17.5 -0.6
Greece -114 -13.2 54 -4.2 0.6
Spain -5.5 -4.3 24 29 -0.8
France -19 2.3 0.6 12 -14
Italy -3.2 0.1 -0.7 -1.8 -0.8
Cyprus -83 -25.0 244 -6.5 -1.2
Latvia 9.5 -6.6 6.3 6.5 34
Lithuania 3.8 29 2.2 04 4.1
Luxembourg 57 -8.0 47.8 314 2.7
Hungary 0.3 43 1.6 -6.0 0.3
Malta -4.1 -13.6 15.6 -6.1 -0.1
Netherlands 5.1 6.1 1.0 -1.0 -1.0
Austria (?) 35 0.5 4.1 -0.6 -0.5
Poland -1.6 -1.0 1.1 -33 1.5
Portugal -10.3 -104 36 -4.7 1.3
Romania -4.5 -59 -0.3 -1.8 35
Slovenia -1.5 2.0 32 2.2 -04
Slovakia -3.2 19 2.0 2.0 -1.1
Finland 13 2.1 09 -0.7 -1.0
Sweden 74 33 3.6 1.8 -1.2
United Kingdom -1 -59 3.2 26 -1
Iceland -3.5 59 2.5 -11.3 -0.6
Norway 14.0 14.6 0.1 0.6 -1.2
Croatia -54 -16.3 12.5 -39 2.3
Turkey -2.3 -4.0 2.6 -1.3 04
Japan () 3.2 0.8 -04 3.1 -03
United States (3) -49 -5.8 1.0 0.8 -09
() EU-27, extra EU-27 flows; euro area, extra EA-16 flows; Member States and other countries, flows with the rest of the world.
2
) 7006

Source: Eurostat (bop_q_eu, bop_q_euro, bop_q_c and tec00001)
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Figure 1.36: Current account balance with selected partners, EU-27, 2009
(EUR 1 000 million)
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Table 1.17: Selected items of the financial account balance, 2009 (')

(% of GDP)
- - - - ~ -
- - o 3 08 08 @ & g w»
SE s5.E ®5.E SE, SEE £, EZ
53 Zvss Svss tEy gz FEs  EEs
2§ 5gge SEse2 §2E 522 £f%  g23
[T} o0LT E £835 £ oo a £:= Ofw o £=
EU-27 : 24 1.8 -1.5 53 30 -53
Euro area (EA-16) 0.5 3.2 24 -0.8 42 5.5 -8.1
Belgium -14 4.0 7.0 1.8 4.1 24.6 -43.1
Bulgaria 8.1 0.3 9.2 -1.7 0.0 -1.3 -0.2
Czech Republic 1.0 -0.7 14 0.5 26 0.6 -1.6
Denmark -1.8 -5.1 2.6 -6.1 12.6 13 =17
Germany -5.7 -19 1.1 3.0 -0.8 4.1 -6.3
Estonia -6.6 -8.0 8.8 35 -6.9 6.9 -4
Ireland 2.1 -10.8 1.1 6.1 57 334 -45.7
Greece 10.6 -0.6 1.0 -14 13.6 -10.2 87
Spain 55 -0.6 0.5 0.1 4.7 -0.1 1.5
France 31 -5.6 23 -3.2 17.3 34 -11.2
Italy 1.0 2.1 14 24 40 -0.3 -04
Cyprus 8.0 217 24.6 -67.2 0.3 -184 89.8
Latvia -12.7 0.1 03 15 0.0 -5.5 -5.8
Lithuania -7.2 -0.6 09 -3.1 57 -1.5 9.0
Luxembourg -4.9 -360.7 319.3 -300.7 306.1 142.0 -83.1
Hungary -0.6 5.6 -44 -0.8 29 -0.8 8.1
Malta 2.7 -14 10.6 -32.7 -0.5 64.3 -364
Netherlands -1.8 -3.1 4.0 -10.6 9.2 174 -20.8
Austria -4.2 -18.8 16.8 -49 133 -14.0 44
Poland 49 -0.7 2.7 -0.1 37 1.3 1.7
Portugal 9.2 -0.6 1.2 -9.8 17.7 0.1 04
Romania 5.2 -0.1 39 -0.2 0.6 2.3 43
Slovenia 0.6 -0.3 -1.2 0.2 129 -0.8 -10.6
Slovakia 56 -0.5 -0.1 -3.0 1.6 -4.8 11.1
Finland 8.0 -1.1 1.1 -12.3 12.0 2.7 9.7
Sweden -9.2 -7.5 27 -4.6 144 3.6 -13.5
United Kingdom 04 2.1 1.1 -1 13.5 23.6 -26.2
Iceland -10.1 -77 -14 33 -89.3 17 89.9
Norway -16.4 -9.1 1.8 -1.8 14 94 234
Croatia 6.9 2.0 4.6 -1.7 21 1.5 44
Turkey 14 -0.3 13 -04 0.5 1.2 -09
Japan -4.2 2.8 0.5 -4.0 2.5 33 1.3
United States 3.5 2.3 2.2 09 3.6 1.5 2.2

() EU-27, extra EU-27 flows; euro area, extra EA-16 flows; Member States and other countries, flows with the rest of the world; note that according to the
balance of payments sign convention, increases in assets and decreases in liabilities are shown with a negative sign, whereas decreases in assets and
increases in liabilities are shown as positive.

Source: Eurostat (bop_q_eu, bop_q_euro, bop_q_c and tec00001)
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1.6 Foreign direct investment

Foreign direct investment (FDI) is the cat-
egory of international investment made by
an entity resident in one economy (direct
investor) to acquire a lasting interest in an
enterprise operating in another economy
(direct investment enterprise). The lasting
interest is deemed to exist if the direct in-
vestor acquires at least 10 % of the voting
power of the direct investment enterprise.
FDI is a component of the balance of pay-
ments showing all financial transactions
between one country or area - such as
the European Union (EU) - and all other
countries. This subchapter discusses the
developments for FDI in the EU, examin-
ing inward and outward flows, the origin
and destination of these flows, important
investment activities, as well as stocks of
FDI at the end of the year.

Main statistical findings

Effects of the financial and
economic crisis

Flows of FDI (new investments made dur-
ing the reference period) fluctuate consid-
erably from one year to the next, partly
as a function of economic fortunes. FDI
flows generally increase during times of
rapid economic growth, while disinvest-
ment is more likely during periods of re-
cession as businesses focus on core activi-
ties in their domestic market.

FDI flows from the EU-27 to countries
outside of the EU (extra-EU) reached a
record level in 2007 (EUR 530 738 mil-
lion), mainly as a result of major cross-
border mergers and acquisitions and
reinvestment of earnings. However, the
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EU-27’s FDI flows were severely affected
by the global financial and economic cri-
sis. In 2008, reinvested earnings paid to
extra-EU investors dropped by 50 % and
these continued to decline in 2009. Equity
capital, mainly mergers and acquisitions
activity, showed a similar trend dropping
by one third in 2008 and continuing to fall
in 2009. As a result, total EU-27 outward
FDI flows fell 34 % in 2008 and by a fur-
ther 24 % in 2009, down to EUR 263 335
million (see Table 1.37).

Inward flows of FDI to the EU-27 (from
other non-member countries) also peak-
ed in 2007 and fell even more sharply
than outward flows in 2008, down 52 %.
However, inward flows returned to an up-
ward path in 2009, increasing by 12 % to
reach EUR 221 734 million.

Being influenced by particularly large
mergers and acquisitions, FDI flows can
fluctuate considerably from one year
to another - although the main players
among EU Member States generally re-
main the same from one year to the next.
The latest data for 2009 is presented in Ta-
bles 1 and 2).

Foreign direct investment by partner

FDI flows between developed econo-
mies were the first to be affected by the
financial and economic crisis. The United
States was the leading investment part-
ner for the EU-27 in 2007 (EUR 183 547
million), and the drop in incoming FDI
flows was significant in 2008, as FDI in-
ward flows from the United States to the
EU-27 fell to EUR 50 458 million. Howev-
er, preliminary data for 2009 shows that
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there was at least a partial recovery 2009
as flows of FDI from the United States to
the EU-27 almost doubled with respect to
2008 to reach EUR 96 847 million. EU-27
outward investment flows to the United
States saw a more moderate rate of de-
cline in 2008 (from EUR 168 891 million
to EUR 121 442 million), and this pat-
tern continued in 2009, as outflows to the
United States were valued at EUR 68 991
million.

EU-27 investments in many emerging
economies continued to surgein 2008. The
steady growth in EU-27 investment flows
to Russia peaked in 2008 (EUR 25 561
million), although there was a sharp
downturn in 2009 as a result of disinvest-
ment. EU-27 investments to Africa also
recorded growth in 2008, mainly due to
a significant amount of FDI outflows to
Egypt (EUR 9 808 million), which largely
originated from French businesses. To-
tal investment in Asia also continued
to grow in 2008. However, EU-27 out-
flows to Japan fell by 43 % in 2008, and
this pattern continued in 2009, such that
EU-27 investments to Japan were worth
EUR 126 million. There was a relatively
minor degree of fluctuation in FDI out-
flows to China and India. Preliminary
figures for 2009 show a slight increase in
outflows to China (from EUR 4 734 mil-
lion to EUR 5 290 million).

In 2008, inflows of FDI from outside the
EU-27 were worth less than half of what
they had been a year before. The drop
would have been even more significant
without a major inflow from Arabian
Gulf countries to Luxembourg.

Average outward flows of FDI during
the period 2006 to 2008 show that the

United Kingdom was the main investor
in countries outside the EU, followed by
Luxembourg (see Figure 1.38). The main
investment partners of the United King-
dom were the United States and Canada,
followed by Australia and Switzerland.
After peaking in 2007, the United King-
dom recorded a drastic drop in outflows
of FDI to all of these partner countries,
except Australia. Luxembourg’s high
share may be explained by the activi-
ties of special purpose entities (SPEs).
In some other EU-27 Member States, es-
pecially the Netherlands and Hungary,
SPEs likewise play an important role.
However, the national data for these
countries presented in this subchap-
ter exclude SPEs. The fact that Luxem-
bourg’s main partners are the United
States, Switzerland and offshore finan-
cial centres shows how important the
financial sector is in Luxembourg.

Change in foreign direct
investment positions (stocks)

The annual growth rate of both EU-27
outward and inward positions (stocks)
slowed down in 2008 compared with
the previous three years. In 2007, annu-
al growth in outward stocks was 13.2 %
and in inward positions 16.0 %, whereas
in 2008 FDI outward and inward stocks
increased only by 4.7 % and 3.2 % respec-
tively (see Table 1.21).

One third (EUR 1058 052 million) of
total EU outward positions of FDI were
held in the United States at the end of
2008. EU-27 stocks of FDI held in the
United States were mainly concentrated
in the service sector (69.0 % at the end
of 2007), in particular in financial inter-
mediation and business activities. In the
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manufacturing sector, the main stock of
EU-27 FDI was concentrated within the
manufacture of chemicals and chemical
products in the United States. At the end
of 2008, the United Kingdom was the
main holder of FDI stocks in the United
States, with 23.8 % of the EU-27 total
(EUR 251 624 million).

Switzerland was the second most impor-
tant destination of EU stocks (13.9 % of
extra-EU stocks at the end of 2008), finan-
cial intermediation being the main activ-
ity sector. EU-27 stocks held in Russia
have been growing significantly in recent
years, up to EUR 91 955 million at the end
of 2008. The service sector accounted for
55.3 % of all EU-27 stocks held in Russia
(at the end of 2007), but there was major
investment in the extraction of petroleum
and gas. Among the Asian countries, the
main EU-27 positions were in Singapore,
Hong Kong and Japan. The fastest growth
in the region was recorded for China and
India, but these countries did not feature
in the top ten main investment destina-
tions, with stocks of EUR 47 285 million
and EUR 19 362 million respectively in
2008.

The United States had the major share
of the EU-27 inward positions (43 % and
EUR 1 046 157 million at the end 0f 2008).
The service sector was the major invest-
ment activity for the United States in the
EU, covering almost 80 % of total inward
investments from the United States at the
end of 2007. The stock held in the EU-27
by Switzerland at the end of 2008 was
EUR 306 199 million, which was slightly
less than at the end of 2007. Japan’s stocks
of FDI invested in the EU-27 declined to
EUR 116 927 million at the end of 2008,
and the stock held by Canada remained
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stable at EUR 105 054 million. Finally,
Brazil almost tripled its stocks in the
EU-27 during the period 2006 to 2008.

Foreign direct investment by
activity

The structure of EU-27 FDI stocks by
activity is shown in Table 1.22. Services
represented the biggest share (70 %) of the
EU-27’s total positions abroad in 2007.
More than half of the stocks in services
were concentrated within financial inter-
mediation, which registered an annual
increase of 18.6 % between the end of
2006 and the end of 2007.

For inward positions, services accounted
for the highest share of stocks held in the
EU-27 at the end 0f 2007 (80.4 % of the to-
tal), with financial intermediation again
contributing the largest share. Among
the sectors presented in Table 1.22, the
EU-27’s stocks of FDI vis-a-vis the rest
of the world in 2007 only reported a defi-
cit for textile and wood manufacturing,
trade and repairs, and real estate and
business services.

Income and rates of return

The financial and economic crisis also re-
duced income from investments abroad.
EU-27 investment income dropped sharp-
ly in 2008 to EUR 195 915 million from a
record high of EUR 261 390 million in 2007
(see Figure 1.39). In particular, income re-
ceived from EU-27 investments in the Unit-
ed States declined from EUR 70 465 million
in 2007 to EUR 36 743 million in 2008.
EU-27 income paid to extra-EU inves-
tors recorded a modest decline of 7.5 % in
2008, to EUR 126 274 million.
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Data sources and methodology

FDI statistics in the EU are collected ac-
cording to Regulation (EC) No 184/2005
of the European Parliament and of the
Council on Community statistics con-
cerning balance of payments, interna-
tional trade in services and foreign direct
investment.

The methodological framework used is
that of the OECD’s benchmark definition
of foreign direct investment third edition,
a detailed operational definition fully
consistent with the IMF balance of pay-
ments manual, fifth edition.

Annual EU foreign direct investment sta-
tistics give a detailed presentation of FDI
flows and stocks, showing which Member
States invest in which partner countries
and in which sectors. Eurostat collects
FDI statistics for quarterly and annual
flows, as well as for stocks at the end of the
year. FDI stocks (assets and liabilities) are
part of the international investment posi-
tion of an economy at the end of the year.

Through outward FDI flows, an inves-
tor country builds up FDI assets abroad
(outward FDI stocks). Correspondingly,
inward FDI flows cumulate into liabilities
towards foreign investors (inward FDI
stocks). However, changes in FDI stocks
differ from FDI flows because of the im-
pact of revaluation (changes in prices and,
for outward stocks, exchange rates) and
other adjustments such as catastrophic
losses, cancellation of loans, reclassifica-
tion of existing assets or liabilities.

FDI flows are components of the finan-
cial account of the balance of payments,
while FDI assets and liabilities are com-

ponents of the international investment
position. FDI income consists of the
income accruing to the direct investor
from its affiliates abroad. Income earned
from outward FDI is recorded among
credits in the current account of the bal-
ance of payments, while income paid to
foreign owners of inward FDI stocks is
recorded among debits.

FDI flows and positions are recorded ac-
cording to the immediate host/investing
country criterion. The economic activity for
both flows abroad and flows in the report-
ing economy are classified according to the
economic activity of the resident enterprise;
the same applies to FDI positions.

FDI flows are new investments made dur-
ing the reference period, whereas FDI
stocks provide information on the posi-
tion, in terms of value, of all previous
investments at the end of the reference
period. The intensity of FDI can be meas-
ured by averaging the value of inward and
outward flows during a particular refer-
ence period and expressing this in rela-
tion to GDP.

The sign convention adopted for the data
shown in this subchapter, for both flows
and stocks, is that investment is always
recorded with a positive sign, and a disin-
vestment with a negative sign.

European aggregates (such as EU-27)
include special purpose entities (SPEs),
which are a particular class of enterprises
(often empty shells or holding companies)
not included in all countries’ national sta-
tistics. Therefore, these aggregates are not
simply the addition of national figures.
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Context

In a world of increasing globalisation,
where political, economic and techno-
logical barriers are rapidly disappearing,
the ability of a country to participate in
global activity is an important indicator
of its performance and competitiveness.

In order to remain competitive, modern-
day business relationships extend well
beyond the traditional foreign exchange
of goods and services, as witnessed by
the increasing reliance of enterprises on
mergers, partnerships, joint ventures, li-
censing agreements, and other forms of
business co-operation.

FDI may be seen as an alternative eco-
nomic strategy, adopted by those en-
terprises that invest to establish a new
plant/office, or alternatively, purchase
existing assets of a foreign enterprise.
These enterprises seek to complement or
substitute external trade, by producing
(and often selling) goods and services
in countries other than where the enter-
prise was first established.
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There are two kinds of FDI, namely the
creation of productive assets by foreign-
ers or the purchase of existing assets by
foreigners (acquisitions, mergers, takeo-
vers, etc.). FDI differs from portfolio
investments because it is made with the
purpose of having control or an effective
voice in management and a lasting inter-
est in the enterprise. Direct investment
not only includes the initial acquisition of
equity capital, but also subsequent capital
transactions between the foreign investor
and domestic and affiliated enterprises.

Conventional trade is less important
for services than for goods. While trade
in services has been growing, the share
of services in total intra-EU trade has
changed little during the last decade.
However, FDI is expanding more rapid-
ly for services than for goods, increasing
at a more rapid pace than conventional
trade in services. As a result, the share
of services in total FDI flows and posi-
tions has increased substantially, with
services within the EU-27 becoming in-
creasingly international.
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Table 1.18: FDI outward flows by main partner, 2009 ()
(EUR 1 000 million)

Extra United Switz- . . Hong . . Offsho.re

EU-27 States Canada erland Russia Japan China Kong India Brazil financial

centres
EU-27 (3 263.3 69 2.8 44.8 -1.0 0.1 53 34 3.2 6.9 60.3
Belgium 13 4.5 4.2 -0.5 20 1.1 03 04 0.1 0.6 -0.3
Bulgaria 0.1 - - - - - - - - - -
Czech Republic 0.5 - - - - - - - - - -
Denmark 44 1.8 0.1 0.2 -0.3 0.1 0.1 0.1 0.1 14
Germany 83 2.7 -0.1 1.1 0.1 -0.3 2.5 0.5 0.6 04 25
Estonia -0.1 - - - - - - - - - -
Ireland 4.5 1.1 - -0.2 - -0.1 - - - - 32
Greece 0.2 - - - - - - 0.1 - - 0.1
Spain 7.6 1.2 - 11 - - 0.2 0.1 0.1 1.2 0.6
France 264 33 0.3 7.2 0.8 04 1.3 11 04 38 0.6
Italy 15 1.1 - 0.2 0.1 - 0.1 - 0.1 -09 -
Cyprus 2.2 0.1 - 0.1 04 - - - 0.1 - 12
Latvia -0.1 - - -0.1 - - - - - - -
Lithuania - - - - - - - - - - -
Luxembourg 111.8 26.1 -0.3 42.7 - - 0.1 0.2 - 15 399
Hungary (3) 09 - - 0.6 -0.1 - - - - - 0.2
Malta - - - - - - - - - - -
Netherlands () 203 -4.2 0.6 12.7 0.5 -1.7 -0.2 -0.2 - -0.2 89
Austria 2.7 03 -0.5 -0.3 - - 0.2 - 0.1 - 1
Poland 1 - - - 04 - - - 0.1 - 0.1
Portugal -0.7 0.1 - - - - - - - 04 -0.5
Romania - - - - - - - - - - -
Slovenia 0.5 - - - - - - - - - -
Slovakia 0.1 - - - - - - - - - -
Finland 0.2 -13 -0.1 1.8 -04 - 0.5 - 0.2 - -0.2
Sweden 53 0.6 0.2 13 13 -0.1 03 -0.1 0.1 04 -
United Kingdom 30.6 -04 2.1 : 0.6 0.1 1.6 1 1. -8.3

(") Minus sign stands for disinvestment; *-" indicates less than EUR 50 million.

(%) Takes into account confidential data, estimates for Member States missing data and data for special purpose entities (SPEs) that in some cases are
additionally collected by Eurostat and the ECB from Member States not including SPEs foreign direct investment in national data (see footnote 3).

() Excluding SPEs.

Source: Eurostat (bop_q_eu and bop_qg_c)
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Table 1.19: FDI inward flows by main partner, 2009 ()
(EUR 1 000 million)

Extra United Switz- . . Hong . . Offsho.re

EU-27 States Canada erland Russia Japan China Kong India Brazil financial

centres
EU-27 (3 2217 96.8 114 31.7 3.1 2.3 0.3 -0.2 04 2.8 39.8
Belgium 23 -1.7 -0.5 37 0.1 -4.1 0.1 03 -0.2 -0.2 -0.2
Bulgaria 0.5 - - 0.1 0.1 - - - - - 0.1
Czech Republic 0.8 0.5 - - - - - - - - 0.1
Denmark 14 14 - 0.2 0.1 - - - - -0.1 -0.1
Germany 71 23 -0.1 24 -1.6 -0.1 0.1 - - -0.1 -0.5
Estonia - - - - - - - - - - -
Ireland 09 -18 0.7 19 - 14 -0.3 0.2 - - 76
Greece 0.3 0.1 - 0.1 - - - - - - -
Spain 53 -1.7 -0.2 1.7 04 - - - - - 0.2
France 104 -14 09 29 0.2 0.8 0.2 0.2 - -0.1 1.7
Italy 3.0 0.7 - 1.0 09 0.1 - - - - 0.2
Cyprus 2.3 0.1 - - 1.6 - - - - - 0.5
Latvia 0.5 - - - - - - - - - 0.1
Lithuania 0.2 0.1 - - - - - - - - -
Luxembourg 877 70.0 8.5 0.7 -04 0.2 - 0.5 - 0.2 5.8
Hungary () 49 0.6 0.1 0.7 0.8 - - - - 0.1 2.8
Malta 04 - - - - - - - - - -
Netherlands (%) 2.7 -7.8 2.2 49 0.0 0.5 -0.1 -0.1 - -0.1 0.6
Austria 32 1.7 - 0.2 04 - 0.1 - - - 0.7
Poland 14 09 - 0.1 - 0.2 -0.2 0.1 - -0.1 03
Portugal 0.7 0.1 -0.2 0.1 - - - - - 0.2 0.2
Romania 0.6 - 0.1 0.2 - - - - - - 0.2
Slovenia - - - -0.1 0.1 - - - - - -
Slovakia 0.6 - - - - - - - - 0.1 -
Finland -04 -0.7 - - 0.1 - - - - - -0.1
Sweden 2.0 -3.0 -0.2 -0.3 : -0.2 : : - : -0.7
United Kingdom 340 273 -0.2 1.3 : -4.1 : : : - 77

(') Minus sign stands for disinvestment; *-" indicates less than EUR 50 million.

(%) Takes into account confidential data, estimates for Member States missing data and data for special purpose entities (SPEs) that in some cases are ad-
ditionally collected by Eurostat and the ECB from Member States not including SPEs foreign direct investment in national data (see footnote 3).

(%) Excluding SPEs.

Source: Eurostat (bop_q_eu and bop_q_c)
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Figure 1.37: FDI flows and stocks, EU-27
(EUR 1 000 million)

Stocks

2004 2005 2006 2007 2008 2009 (1)
mmmmm Extra-EU outward stocks (%) e Extra-EU inward stocks (?)

s EU oUtflows to extra-EU EU inflows from extra-EU

() Provisional.
(%) 2009, not available.

Source: Eurostat (bop_fdi_main)

Figure 1.38: FDI outward flows, 2006 to 2008 average
(% of total EU-27 outward flows)

Others United Kingdom
33.0% 20.0%
Luxembourg
16.8%
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6.8% Germany 9.6%
9.4%

Source: Eurostat (bop_fdi_main)
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Map 1.1: Outward stocks of FDI, EU-27, 2008
(EUR 1 000 million (share in extra-EU-27))
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Source: Eurostat (bop_fdi_pos)
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Table 1.20: Foreign direct investment, EU-27 (')
(EUR 1 000 million)

Outward FDI flows Inward FDI flows
Sharein Share in
2006 2007 2008 2009 2008 (%) 2006 2007 2008 2009 2008 (%)
Extra EU-27 313.0 530.7 3477 2633 100.0 229.0 4114 198.7 221.7 100.0
Europe (non-EU), of which 741 1306  103.7 : 298 66.4 64.0 458 : 230
Switzerland 219 399 340 44.8 9.8 24.8 295 10.6 31.7 54
Russia 1.3 17.2 256 -1.0 74 15 99 23 3.1 12
Croatia 45 2.7 2.0 : 0.6 -0.0 0.1 -0.2 : -0.1
Turkey 12.3 154 6.3 : 1.8 -0.3 0.6 -0.2 : -0.1
Ukraine 2.1 3.0 4.8 : 14 -0.1 04 0.5 : 0.2
Africa, of which 11.7 179 18.5 : 5.3 1.8 4.8 6.0 : 3.0
Egypt 2.8 20 9.8 : 2.8 0.1 -0.1 34 : 1.7
South Africa 5.1 5.1 2.7 : 0.8 0.9 1.8 0.5 : 0.2
North America, of which 1358 1987 1293 : 372 854 1905 65.8 : 331
Canada 31.0 29.8 7.8 2.8 23 1.3 69 15.3 11.4 7.7
United States 1047 1689 1214 69.0 349 741 1835 50.5 96.8 254
Central America, of which 385 1015 2.1 : 0.6 33.0 756 -136 : -
Mexico 1.7 6.5 5.7 : 16 0.3 04 09 : 0.5
South America, of which 13.0 176 9.6 : 2.7 23 270 134 : 6.7
Argentina 34 24 44 : 1.3 0.0 0.1 -0.3 : -0.1
Brazil 54 14.3 -1.1 6.9 -0.3 1.5 24.7 10.7 2.8 54
Asia, of which 28.5 539 70.1 : 20.2 34.5 39.0 83.5 : 42.0
Arabian Gulf countries 23 4.6 18.9 : 54 10.1 2.3 63.2 : 31.8
China (excl. Hong Kong) 6.7 6.6 4.7 53 14 2.2 0.8 -0.1 03 -0.0
Hong Kong 35 73 6.2 34 1.8 -0.2 6.7 20 -0.2 1.0
Japan -1.6 10.3 59 0.1 1.7 16.0 17.8 7.2 2.3 36
India 24 4.0 33 32 09 0.5 1.0 37 04 19
Singapore 9.5 8.5 15.2 : 44 6.0 104 2.6 : 1.3
Oceania, of which 7.2 9.1 14.2 : 4] 7.0 6.7 -1.3 : -
Australia 6.7 8.6 12.8 : 37 6.2 6.7 -09 : -0.5
Offshore financial centres 589 150.8 394 60.3 11.3 742 1065 19.6 398 99

(") 2006-2008 annual FDI data; preliminary figures for 2009 are based on annualised quarterly data; the sum of continents does not always equal the
extra-EU total because of flows that are not allocated flows.

Source: Eurostat (bop_fdi_main)
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Table 1.21: Top 10 countries as extra EU-27 partners for FDI positions
(EUR 1 000 million)

Outward Inward
Growth rate Growth rate
2006 2007 2008 2006-2008 (%) 2006 2007 2008 2006-2008 (%)
Extra EU-27 2746.0 3108.2 3252.9 18.5 20227 2346.1 24214 19.7
United States 9493 9924 1058.1 11.5 926.1 1041.5 1046.2 13.0
Switzerland 364.6 404.6 4537 244 2825 3121 306.2 84
Canada 1141 1413 1399 226 105.2 1059 105.1 -0.2
Brazil 924 1144 112.5 21.8 14.6 36.2 421 188.3
Russia 50.5 704 92.0 819 14.6 23.6 284 95.0
Hong Kong 86.1 88.8 889 3.2 174 16.2 19.1 9.6
Singapore 52.5 64.2 809 54.0 26.8 411 411 53.2
Japan 75.7 722 76.1 0.5 979 120.8 116.9 194
Norway 50.2 532 67.1 338 55.6 779 89.0 60.2
Australia 53.6 68.2 58.7 9.5 18.8 25.2 20.7 10.0
Source: Eurostat (bop_fdi_pos)
Table 1.22: Extra EU-27 FDI stocks by economic activity, end 2007
(EUR 1 000 million)
Outward Inward
Total 3108.2 2346.1
Agriculture, hunting and fishing 1.2 1.1
Mining and quarrying 1629 489
Manufacturing 642.8 336.1
Food products 72.0 51.2
Textiles and wood activities 341 420
Petroleum, chemical, rubber, plastic products 260.3 1334
Metal and mechanical products 107.8 40.5
Machinery, computers, RTV, communication 211 141
Vehicles and other transport equipment 719 231
Electricity, gas and water 536 16.2
Construction 144 9.2
Services 2176.8 1885.8
Trade and repairs 124.3 143.2
Hotels and restaurants 1.5 89
Transport and communications 141.5 453
Financial Intermediation 13878 1162.1
Real estate and business services 481.5 503.6
Other services 30.1 22.7
Other sectors 56.6 48.8

Source: Eurostat (bop_fdi_pos)
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Figure 1.39: FDI income and rates of return, EU-27

Income Rate of return
(EUR 1 000 million) (%)
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Rate of return on inward FDI stocks

= Rate of return on outward FDI stocks

Source: Eurostat (bop_fdi_inc)
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