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PRELIMINARY NOTE

In accordance with Article 16 of the Law of the
Andorran Chamber of Commerce, Industry and
Services, the Chamber is obliged to prepare,
publish and transmit annually to the Andorran
government an economic report that describes
the development in and prospects for economic
activities inside Andorran territory.

The preparation and collection of the data that
appear in this report has involved contributions
from companies, which collaborate with the
Chamber by answering the periodical overall
surveys, and also from the central government,
Comu governments and other institutions and
business associations which, through their
provision of information, make our work possible
and simpler. To all these, we would express our
thanks, in the confidence that our work will be
of use for understanding the economic reality of
our country.
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INntroduction

Our annual Andorran economic report celebrates its twenty-fifth anniversary this year at a
particularly poignant moment in recent economic history. This is due to the global pandemic that
has marked 2020 and produced a radical change in relations between individuals and businesses,
with serious economic consequences in the short term and great uncertainty for years to come.

The aim of this report, which fulfils one of our legal duties, is to spread knowledge about the
Andorran economy and provide a useful reference for all stakeholders in this country. Its value
depends, in turn, on the loyal collaboration of Andorran businesses, which periodically provide
important information to us about the business climate and developments. This information allows
us to read the pulse of the economy and anticipate any obstacles and requirements that need to
be addressed so that our country can continue to progress.

It would not be possible to prepare this report without the information, especially statistics,
provided by the Government, the Comu authorities, the CASS and other national institutions
and associations, or the work of the internal and external experts who collect all the information
and analyse it according to certain criteria. We must also highlight the role of the communication
media, an essential vehicle for disseminating the content of this document. The Chamber of
Commerce would like to express its gratitude to all of them.

This report analyses developments in 2019 and offers our opinion on economic prospects for
2020. The report is structured as three large blocks: the first block on the external environment,
the second analysing general developments in the Andorran economy and the third detailing
developments in the main sectors.

As for the external environment, in 2019 the world economy saw a synchronised slowdown in
developed and developing economies, resulting in 2.9% growth, lower than the 3.6% in 2018.
Among the factors that slowed global activity were notably global trade tensions, the adjustments
in the automobile industry to adapt to the new European emissions standards, the uncertainty
around Brexit, and the social conflicts in emerging countries.

Within this context of synchronised slowdown, the US economy continued to grow more than the
European for the second consecutive year. The weakening Eurozone, which grew at the slowest
rate since recovery began in 2014 (1.3%), led the ECB to take new measures to inject liquidity
into the banking system, encouraging the concession of loans and providing support for economic
activity, in a context that was free of inflationary pressures.

The neighbouring economies of Spain and France were also caught up in the slowdown. French
GDP recorded a growth rate of 1.5%, lower than the 1.8% in 2018, but slightly higher than
the overall rate for the Eurozone. In 2019, the benefits of the economic measures to increase
household disposable income, in place since 2018, began to be seen, leading to an upturn in
consumption and investment. On the other hand, the context of a global slowdown and trade
tensions played against progress in the French economy by slowing exports. Furthermore, the
strikes against pension reforms lowered growth in the last quarter of the year.

Equally, Spain continued the gentle deceleration that had started in the previous year, although
it was still one of the most dynamic European core economies, with GDP growth of 2% in 2019.
The slowdown came wholly from domestic demand, while the foreign sector contribution picked
up after a negative two years, despite weakening global trade.
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Andorra, on the other hand, has managed to distance itself from this general slowdown, with 1.8%
GDP growth in real terms in 2019, twice that of the previous year, according to the first estimate
published by the Government, still under review. The total nominal GDP in 2019 reached 2,817
million euros, the highest figure since 2007, although in real terms, the current GDP value is still
10% less than the maximum, also achieved in 2007.

So, growth in the Andorran economy in 2019 was lower but similar to that of Spain and higher than
France and the EU as a whole. In parallel, the Andorran population continued to grow significantly,
so per capita GDP in real terms increased very little, although this was after two years of decline.
In nominal terms, per capita GDP for Andorra reached 36,335 euros, the best level since 2011.

This trend was helped by a still favourable European and international context in 2019. The good
performance of the Andorran economy in 2019 was also reflected in the positive trend in many
indicators of activity and demand, although some of these already showed signs of exhausting an
upward cycle that, with the supply and demand shocks caused by the pandemic of Covid-19, finally
ended at the beginning of 2020. Specifically, growth was notable in the number of employees
and total employment, although this was lower than in 2018 and matched by an increase in
unemployment and numbers of job seekers. The rate also slowed in imports, industrial vehicle
registrations and Government operating costs and real investment. Moreover, declines were seen
in some important indicators, such as the number of tourists, energy consumption, car registrations
and imports of building materials, alerting to the threat of waning economic momentum.

The sectoral analysis shows that, as in 2018, the driving forces behind economic growth in 2019
were the services and construction sectors. Remember that services represent about 87% of
GVA, so their results are crucial to explaining the trend in the Andorran economy.

In the case of the primary sector, real GVA shrank in 2019 for the second consecutive year, by 2%,
although its low percentage of the economy (0.6%) means that the impact on total GDP is hardly
noticeable. This decline was accompanied by a faster rate of fall in the numbers of employees
and utilised agricultural area. Moreover, the numbers of livestock decreased and the number
of establishments stagnated. As for the tobacco harvest, this year was unique as, due to the
situation caused by Covid-19 and the physical impossibility of exporting the tobacco, the whole
harvest from 2019 was destroyed and therefore no data have been recorded.

In contrast, construction was the most dynamic sector in 2019, with GVA growth of 8.6%,
although lower than in 2018 (13.8%). So, the sector has accumulated four years of expansion and
increased its share of total GVA to 7.3%, although it is still far from the maximum it represented
just before the crisis (13% in 2006). Other indicators of activity in the sector confirm the
dynamism in construction in 2019, such as increases in the square metres authorised for building,
public investment and job creation in the sector. Along the same line, the results of our surveys
corroborate the good performance in construction, with a fairly optimistic assessment of the
business situation and increases in sales, clearly above other sectors, and investment.

As for industry and manufacturing, the trend in 2019 was more favourable than one year earlier,
if we take into account the data for real GVA, which show an increase of 3.4%, higher than the
2% in 2018. The improvement in industrial and manufacturing activity resulted in an increase in
the numbers of employees and establishments in the sector. However, businesses’ replies to our
surveys do not portray such a favourable climate, as they reflect downturns in the confidence
indicator and opinions about business activity.

In relation to services, the trend in 2019 was positive overall, with growth in real GVA of 1.9%, six
tenths higher than in the previous year, and of 1.4% in the number of employees. A breakdown by




sectors shows that growth in tertiary activities was fairly generalised. Specifically, the subsector
of financial, real estate, professional and technical activities grew most (2%), after two years of
decline. Remember that this branch of services is the most important in the economy, with 34%
of total GVA.

The trend in the banking sector, in particular, was favourable, with increases in gross lending
to customers and in deposits, interrupting the decline of recent years. This meant that profits
increased for the first time in six years and return on equity (ROE) rose to 7.7% in 2019.

For their part, the activities of commerce, hotels and catering, transport, information and
communications, which also make a significant contribution to Andorran GVA (31%), advanced at
arate of 1.9%, similar to 2018. This favourable trend was possible despite the numbers of tourists
falling by 1.1%, and a loss of momentum in the main factors encouraging residents’ consumption
(jobs and wages).

In fact, in the particular case of the tourism sector, there are some connected indicators that
reflect a loss of momentum in activity compared with 2018, such as falling numbers of total
overnight stays, numbers of accommodations and beds, and the slower rate of job creation in
hotels and catering. However, our surveys in 2019 still provide a favourable outlook on the hotel
sector, benefiting from the positive behaviour in entries of tourists, with a global assessment of
business activity similar to 2018 and increases in turnover and investment.

In parallel, commerce saw slight signs of improvement, with faster growth in the number of
establishments and employees, although levels of activity were still very quiet. This slight recovery
is also reflected in our surveys, which show an improvement in business activity, a small decline
in sales and an upturn in investment.

The public sector’s contribution to activity in 2019 was another positive year, if less so than the
previous year, in a context of healthy budgeting that allowed a gentle increase in spending by
both central and local governments. Its actions resulted in modest growth in operating costs and
a notable increase in real investment, although these were both lower than in 2018. In parallel, the
tax burden fell two tenths to 25%, after reaching a historic high in 2018 (25.2%). As a result, the
central government saw a small budget surplus of 0.1% of GDP, combined with a 0.6% surplus in
the Comu governments. Altogether, this resulted in a slowdown in GVA growth for the subsector
of Public administrations, education, health, social and personal services, from 3.6% to 1.6% in
2019.

The economic prospects for 2020 have been determined by the evolution of the Covid 19
pandemic, affecting the whole world. Its major impact on public health impelled the Andorran
Government, in line with neighbouring European countries, to adopt various measures from 11
March to deal with the pandemic and protect the health of its citizens, such as locking down
the population, restricting movement, closing educational centres and other establishments and
limiting capacities and meetings, among others, to stop the chains of infection. In many countries
around the world, similar measures have been taken with significantly negative impacts on world
GDP this year, so the IMF is expecting the worst global recession since the Great Depression of
the 1930s.

Looking forward, the Andorran economy will continue to be influenced by the impact of the
pandemic on the world economy and, above all, our European neighbours. Note that Spain and
France are among the countries with the most negative prospects for this year (GDP declining
by more than -12%, according to the IMF), considering the major importance of tourism for their
respective economies, among other reasons. This is the same for Andorra, although forecasts
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indicate that long-distance tourism will be much more affected than nearby tourism, which may
play in favour of Andorra, as it is a nearby destination for the Spanish and French tourist markets
and is oriented towards outdoor activities and not massified. All in all, this leads us to believe that
the Andorran economy will see a serious fall in GDP in 2020, the scale of which is still difficult
to determine.

The length of the crisis will depend mainly, on the one hand, on the capacity of all countries to
control any outbreaks and to gradually remove measures that limit people’s movement and, on
the other hand, on how long it takes for ongoing research to discover an efficient vaccine against
Covid-19. In this context, the role of states and coordination in adopting measures to support the
economy will also be essential, to offset the effects of the crisis and avoid serious destruction of
the business network and jobs.

In conclusion, the cycle of expansion that the Andorran economy has seen in the last six years
stopped suddenly in 2020, due to the Covid-19 pandemic, and the economy was thrown into
a synchronised crisis with the rest of the European economy, from which it will be difficult for
Andorra to emerge without the external impetus. The world is expected to start to emerge from
the crisis in 2021, with the support of strong monetary and fiscal stimulus measures being adopted
by global and European governments, but with GDP increases that will only partly reverse this
year’s falls.

Faced with this difficult situation, the Chamber of Commerce will maintain its commitment to
working alongside national businesses, citizens and institutions to find the best way to come
through the crisis and emerge ever stronger.

Miquel Armengol Pons
President




O The external environment of
the Andorran economy

I. The international economy

1. The main features of economic development in 2019

In 2019, the global economy saw a 2.9% increase In 2019 the global economy
in GDP, according to the International Monetary slowed in synchrony and global

Fund (IMF), less than the 3.6% in 2018.
0
The uncertainty around trade policies and trade onlygrew 0.9%.

geopolitical tensions, together with social and

political instability in some of the main emerging economies damaged global economic activity,
especially in manufacturing and the goods trade. Among the temporary factors that slowed global
activity were notably the adjustments in the automobile industry to adapt to the new emissions
standards, the uncertainty caused by Brexit and the social conflicts in Latin American countries.
Other factors should also be considered, such as meteorological disasters: hurricanes in the
Caribbean, forest fires in Australia, floods in East Africa and the drought in southern Africa.

Despite these headwinds, some positive signs emerged towards the end of the year, which
unfortunately did not prosper due to the arrival of coronavirus. These positive aspects were the
general shift towards an accommodating monetary policy, the inherently favourable news about
trade negotiations between the USA and China, and the decreasing fear of a no-deal Brexit.

In the group of advanced economies, the slowdown in 2019 was generalised. However, job
creation continued (sometimes in a context where unemployment rates were already at historic
lows) and underlying inflation remained contained. Weakening demand lowered the prices of
metals and energy, contributing to the generally low inflation rate.

The lower growth in global demand and
existing risks negatively impacted developed GLOBAL GDP GROWTH

Annual variation rates at constant prices, in %

Chart 1.1

economies, going from global growth of 2.2%
in 2018 to 1.7% in 2019, and emerging and
developing economies, which grew at a rate of
3.7% in 2019, compared with the 4.5% in the

previous year. This synchronised slowdown 2] j /
occurred for the second consecutive year. 0 —’\/\\
2 \/

o

2019 saw a steep slowdown in :2]
Latin America, with Argentina 8
and Mexico in recession. 0

T T T T T T T 1
2014 2015 2016 2017 2018 2019 2020(f) 2021(f)

® Emerging and developing @ Advanced economies
In developing and emerging economies, among market economies

the factors limiting growth were global trade f: IMF forecasts (June 2020).

tensions, the worsening macroeconomic
X X . . X . Source: IMF.
situation in Argentina, Mexico and Turkey, with
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the consequent depreciation of their respective currencies against the dollar, and falling oil prices,
which hit the oil-exporting countries of the Middle East and Russia.

Among the Asian emerging economies, China grew 6.1% in 2019, the lowest rate in almost three
decades. This slowdown is partly due to the tertiarisation of its economy, involving slower growth,
and also the trade tensions with the USA, which lowered consumer and business confidence,
causing falls in automobile sales and the rate of export growth.

The world slowdown was especially notable in the economy of Latin America and the Caribbean,
where growth practically stagnated in 2019 (0.1%). European developing countries also suffered
the effects of the slowdown in the main European countries, growing 2.1% in comparison with
3.2% in 2018. For example, Russia's growth fell from 2.5% in 2018 to 1.3% in 2019, partly due to
falling oil prices.

In 2019 the economy slowed in both As for the advanced countries, the economic

trend in 2019 was marked by a synchronised
the USA and the Eurozone. : vesy
slowdown in the USA and the Eurozone,

although the US economy continued to grow
more than the European for the second

GDP GROWTH - Annual variation rates,in % B consecutive year. US GDP saw its growth rate
60 g’ slow six tenths to 2.3%, partly explained by the
6:0 maturity of the cycle after 10 years of expansion

40 | and the disappearance of the tax stimulus

g.g< WQ\\ / introduced by the Trump administration at

20 | the end of 2017. The Eurozone economy also
-4.0 | slowed six tenths to 1.3%, and outside the
-6.0 4 Eurozone, the United Kingdom maintained

_1_3:2 almost stable growth of 1.4%.

-12.0 : : : : : | : |
2014 2015 2016 2017 2018 2019 2020() 2021(H Despite the slowdown in the US economy,
® USA ® Eurozone the labour market continued to produce very
f: IMF forecasts (June 2020). favourable results, with an unemployment rate
Source: IMF.

of 3.7%, the lowest historical rate, which can
be considered full employment. For its part,
average inflation fell in comparison with the previous year (from 2.1% to 1.4%), partly through
wage moderation in a context of economic slowdown.

The slowdown of the US economy led the Federal Reserve to change the course of its monetary
policy and reduce the official interest rate four times over the second half of 2019. Finally,
increases in public spending and falling tax revenue raised the fiscal deficit from 6.7% in 2018 to
7.3% of GDP in 2019.

The Eurozone economy weakened more than The Eurozone economy weakens,
expected in 2019. GDP grew 1.3% over the especially in the last quarter Of201 9.
year, lower than the 1.9% in 2018 and the

lowest rate since the recovery started in

2014. Weakening activity was especially noticeable in the last quarter, when GDP for the whole
Eurozone grew only 0.1%. Some economies saw a decline, such as Italy and France, while others

like Germany stagnated. External factors contributed to this slowdown, such as falling world trade
associated with uncertainty and trade tensions, and also internal factors, including weakness in
industry, especially automobiles.




GDP GROWTH IN EMU COUNTRIES. 2019

Annual variation rates, as %
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Downward inflation due to the economic

slowdown and falling oil prices.

Despite weakening activity in 2019, the
Eurozone labour market continued to produce
positive signs. Specifically, employment increased
1.2% for the year, only three tenths less than
in 2018. This increase in employment led to
the unemployment rate falling from 8.2% in
2018 to 7.6% in 2019. This is the lowest rate
in the historical series, less than the minimum
reached in 2007 (7.7%). For their part, unit
labour costs rose 2.1% due to a nominal
wage increase of 2.2% per worker and a 0.1%
increase in productivity. Now, real labour
costs, once the GDP deflator is discounted,
only increased 0.3%. This means that loss of
competitiveness was well contained in 2019.
For the Eurozone economy, it is still a priority
to improve productivity by increasing wages,
and subsequently inflation, without losing
competitiveness.

In 2019, inflation in the Eurozone was still
contained, in a context of slowing activity.
Specifically, inflation dropped over the period
from May to October - in the same period
in 2018 it saw the highest rise due to rising
oil prices. On the other hand, price growth
accelerated in November and December to end
the year at 1.3%. On annual average, inflation

was 1.2%, six tenths less than the 1.8% of the previous year. All the Eurozone economies saw

positive annual inflation rates, but only five countries crossed the 2% threshold. In the core

European countries, inflation remained low; France (1.3%), Germany (1.4%), Spain (0.8%) and

Italy (0.6%).

As for fiscal policy, in the whole of the Eurozone
the debt-to-GDP ratio practically stabilised.
In 2019, it closed with a GDP deficit of 0.6%,
only one tenth more than in the previous vyear,
according to Eurostat. This stabilisation is the

In 2019, the Eurozone public

deficit reached 0.6% and debt fell

to 86% of GDP.

result of consistent GDP percentages of both revenue (46.5%) and expenditure (47.1%). Eleven
of the nineteen member states of the Eurozone had a public account surplus in 2019. Of the

countries with a deficit, the highest figures were France (-3.0% of GDP), Spain (-2.8%), Belgium
(-1.9%) and Italy (-1.6%). The falling trend in the debt-to-GDP ratio continued and fell almost two
percentage points, to 86%, thanks to increased GDP and the low cost of financing.

Interest rates fall in the USA and
remain stable in the Eurozone.

As for monetary policy, the interest rates in the
USA reached 1.5% at the end of 2019, after
four phased cuts by the Federal Reserve (Fed)
in the second half of the year, with the aim of

slowing deterioration in the macroeconomic indicators. Remember that throughout 2018, the

Fed raised them four times to stop the economy overheating, leaving the rates at 2.25% at the

end of 2018.

)
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OFFICIAL INTEREST RATES IN THE USA AND EUROZONE - As %
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In the Eurozone, monetary policy was influenced by the described context of economic slowdown
and low inflation. For this reason, the European Central Bank (ECB) kept the official interest
rates at 0%. As for unconventional monetary policy, faced with falling economic prospects in the
Eurozone, the ECB decided to approve new measures in March 2019 to inject liquidity into the
banking system in order to encourage lending and boost the economic recovery.
During the first few months of 2020, the central banks launched a broad range of measures to
deter the economic impact of the crisis caused by coronavirus. Banks with a margin cut the rates
to practically 0%, for example the Fed, which lowered them 150 bps in March, or the Bank of
England, while the others, the ECB and the Bank of Japan, kept them at historic lows. Moreover,
they all furthered measures to ensure abundant liquidity and favourable lending conditions.
Due to higher interest rates and more favourable economic prospects in the USA than in the
Eurozone, the dollar began to appreciate against the euro from April 2018 and continued to do so
for the whole of 2019. In December 2019, the euro traded at $1.111, 2.4% lower than in December
2018 (1.139 $/€). But by the end of 2019 and in the first few months of 2020, euro depreciation
stopped, in a context of greater uncertainty in
the USA due to the prospects of a worsening The euro continues to depreciate
economy and Fed interest rate cuts to deal with aaainst the dollar
the economic crisis caused by Covid-19. 3 :
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+
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Chart 1.6

In 2019, oil prices pursued a variable trend
around an average value of $64/barrel, 10%
lower than the annual average value in 2018.
Signs of a slowdown in the global economy
and production restrictions are two of the
factors explaining oil price containment this
year. Equally, this trend was interrupted from
February 2020 by a sudden fall in oil prices
due to the Covid-19 crisis. The price of a barrel
of oil plummeted to $20-$25 in April, almost
70% less than the $60 recorded at the start
of the year. The main cause was the impact of
lockdown measures on fuel demand, but added
to cooling demand was a price war between
the OPEC countries and allies such as Russia.

To stop the fall in prices, OPEC and another ten oil-producing countries agreed on 9 April to lower

daily oil production by 10 million barrels for three months.

STOCK MARKET INDEX IN THE USA AND EUROZONE

Dow Jones Index (USA)

EuroStoxx Index
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Stability returned to the stock markets in 2019.
Despite the publication of less favourable
macroeconomic data than expected on both
sides of the Atlantic, and escalating geopolitical
tensions between the USA and Iran from the

Generalised gains in the stock

markets in 2019 and historic falls in

the first few months of 2020.

beginning of the year, the expectations of a potential trade agreement between the USA and

China gradually boosted optimism in the markets. Included in the outlook were elections in the

United Kingdom and the possibility of a no-deal Brexit. This explains the generalised rises in

the main world stock markets between December 2018 and December 2019. For example, the

Spanish IBEX-35 saw a 12% increase, offsetting the 15% decline in the previous year, a trend that

was even more positive in the European market (EuroStoxx gained 25%), the USA (the Dow Jones

rose 22%), and Japan, where the Nikkei was revalued 18%. During the first four months of 2020,

the coronavirus crisis wreaked major losses in the world markets, with historic falls and levels

unseen since the 2008 recession. However, by the beginning of June, many of the falls had been

reversed, especially in the US stock market.

Chart 1.7

®
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IMF ECONOMIC OUTLOOKS FOR THE GLOBAL ECONOMY
0w
Global GDP 3.6 2.9 -4.9 54
Advanced economies 2.2 1.7 -8.0 4.8
USA 2.9 2.3 -8.0 4.5
Eurozone 1.9 1.3 -10.2 6.0
Germany 1.5 0.6 -7.8 54
France 1.8 1.5 -12.5 7.3
Italy 0.8 0.3 -12.8 6.3
Spain 24 2.0 -12.8 6.3
Japan 0.3 0.7 -5.8 24
United Kingdom 1.3 14 -10.2 6.3
Canada 2.0 1.7 -8.4 4.9
Emerging and developing countries 4.5 3.7 -3.0 5.9
Sub-Saharan Africa 3.2 3.1 -3.2 3.4
Emerging European economies 3.2 2.1 =58 4.3
Russia 2.5 1.3 -6.6 4.1
Developing Asia 6.3 5.5 -0.8 7.4
China 6.7 6.1 1.0 8.2
India 6.1 4.2 -4.5 6.0
Middle East and North Africa 1.8 1.0 -4.7 83
Latin America & Caribbean 1.1 0.1 9.4 3.7
World trade (goods and services) 3.8 0.9 L -119 8.0 )

Table 1.1

- Source: IMF, June 2020.
O
|

2. Prospects

The Covid-19 health emergency, initially focussed in China, turned into a global pandemic
that paralysed the global economy. The financial markets were the first to suffer the negative
impact in February and early March. Then there was a sudden fall in activity indicators due
to measures taken by governments to lock down the population and halt activity in order to
contain the pandemic.

So initially, investors suffered a major rebound in risk aversion and volatility, leading to historic
falls in the stock markets and raw materials, and a surge in risk premiums (especially corporate
and for emerging economies, where there were also capital flights). Faced with this, the main
central banks acted quickly and forcefully, guaranteeing abundant liquidity and favourable access
to credit, and anchoring the low interest rates. The paralysis of activity can clearly be seen in the
raw material markets and falling oil prices.

The world economy plunged into unknown territory. According to the International Monetary
Fund (IMF) June outlook, this is the worst global recession since the Great Depression of the
1930s. It is hoped that this contraction can be quickly limited and that recovery, to begin at
the end of this year and early next year, will be fast and strong. The Eurozone will be the world
region most affected, with an expected downturn in 2020 of 10.2% on average, and within the
Eurozone, Italy, Spain and France will suffer the greatest economic decline (more than -12%).
This calls for effective economic and social policies with the highest consensus. In the USA,
the recession will also have a significant impact, if less than in Europe, with an expected GDP
downturn of 8%. Paradoxically, China, the origin of this pandemic, will escape the recession with

The external environment of the Andorran economy | l. The international economy




Box 1.1

MEASURES TAKEN BY EUROPEAN INSTITUTIONS

The measures adopted by European institutions to
fight the effects of the pandemic can be grouped
into three blocks: those of the European Central
Bank, those of Eurogroup and those of the European
Commission.

The European Central Bank agreed on 18 March to
buy up to 750,000 million of public debt of member
states to stop the rise in risk premiums of the most
vulnerable countries and increased this amount by
another 600,000 million euros on 4 June in view of
the extremely negative economic trend throughout
the Eurozone. This action by the ECB guarantees
financial stability in Europe and, above all, is a show
of power and independence by the only federal
European institution that does not depend on the
states to take decisions.

For its part, the Eurogroup agreed to set up a liquidity
package of 540,000 million on 9 April, with three
sources of funds: 1) a new guarantee fund from the
European Investment Bank (EIB) to finance SMEs
(100,000 million); 2) a fund to help countries fight
unemployment (200,000 million), and 3) an interim
line of credit from the European Stability Mechanism
(ESM, euro bailout fund), without conditions if the
money is used to tackle the consequences of the
health crisis (240,000 million).

Thirdly, the President of the European Commission,
Ursula von der Leyen, proposed to the European
Parliament on 27 May the creation of a recovery fund
of 750,000 million euros. Between the demands of
southern countries for non-refundable transfers and

the requirements of the frugal northern states (Austria,
Denmark, Sweden and Netherlands) for a limited
fund with loans on strict conditions, the community
Executive made an ambitious unprecedented proposal
for 500,000 million in direct transfers and 250,000
million in loans.

Finally, after long negotiations, the European Council
approved the European Recovery Fund (Next
Generation EU) of 750,000 million euros (EM) on
21 July, to be put into operation in 2021. The most
important part of this package is the Recovery and
Resilience Mechanism, with a budget of €672,500M.
Of the total, €390,000M will be non-refundable
transfers and €360,000M will be loans, i.e. compared
with the initial package announced by the European
Commission, the proportion of direct transfers has
been reduced and the total proportion of loans
increased. Italy and Spain are the countries to benefit
most. Specifically, Italy will receive €209,000M and
Spain €140,000M, of which €72,750M will be direct
transfers and the rest loans. The planned allocation
to France is €100,000M, of which €40,000M will be
transfers and the rest loans.

Despite variations to the initial proposal, the largest
European fund package in history was achieved.
This package will be financed through European
debt issues, to be paid long term, between 8 and 30
years. To this effect, the Commission wishes part of
the repayment to come from the creation of new
European taxes, such as on CO, trading, a tax on
plastic or tax on certain digital services.

1% growth in 2020. In contrast, India will see a decline of 4.5%. The predicted fall in world trade

in 2020 is 11.9%. IMF economists warn of the unreliability of these forecasts, as they depend on

whether there is a second wave in the autumn.

Despite the IMF’s negative outlook, there are motives for hope: the number of infections is falling

in the most affected countries as a result of adopted measures; it is probable that a vaccination or

cures for the disease will soon be found; most countries, including France and Spain, have taken

important measures to protect families and businesses, and finally, the coordinated response of

central banks and multilateral bodies to create liquidity in the world monetary system has been

rapid and efficient, unlike in the Great Depression in the 1930s.

©
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In the first quarter of 2020, the decline in activity reached figures never seen before in most
developed countries, while falls in the second quarter are expected to be even more severe.
However, a rebound in quarter-on-quarter growth is expected from the third quarter. Nevertheless,
the fall will be significant for the whole year and in many developed countries GDP is not expected
to regain the values prior to the Covid-19 crisis until the end of 2021 or 2022.

Quarter-on-quarter decline in US GDP In the USA, the quarter-on-quarter fall in GDP

. was 1.3% in the first quarter of 2020, puttin
of 1.3% in the first quarter of 2020. ° : PULHNg
an end to more than a decade of economic

boom. The largest power in the world had
grown uninterruptedly from March 2009. Between April and June, declines in levels of activity will
be much more pronounced in view of climbing unemployment. About 40 million people signed on
for unemployment benefit between 21 April and the end of May. In the second quarter, affected
by total lockdown measures and the closure of businesses and borders, the downturn in activity
could exceed 30% and the unemployment rate could rise to 20%.

For the whole of 2020, both the IMF and the OECD predict a decline in the US economy of nearly
8%. In 2020, the incentive packages that have been put in place will push public debt over 15%
of GDP. The unemployment rate could bounce from 3.7% in 2019 to over 11% in 2020. Finally,
inflation will continue to be contained at about 1.2% on average in 2020.

The Eurozone economy will also be shaken The Eurozone shrinks 3.6% in the fH’St

in 2020 by th f irus. :
" Y tE CONSEqUEnces of coronaviris. 1 ayqrter of 2020, but a steeper decline

The figures published by Eurostat for the first . .
is expected in the second quarter.

quarter confirm an unprecedented general
economic downturn in the first quarter, which
will be even more drastic in the second quarter. The global estimate for the Eurozone is a quarter-
on-quarter downturn of 3.6%, ending seven years of continuous growth.

According to the European Commission’s forecasts presented at the beginning of May, Eurozone
GDP in 2020 could fall 7.7% and recover 6.3% in 2021, although, as the European Central Bank
warns, this decline could reach 12% in the most adverse scenario unless sufficient measures are
adopted to contain the pandemic and mitigate the economic consequences. This second scenario
appears to be confirmed by the latest published forecasts. The IMF predicts a decline in GDP of
10.2% in 2020 and a subsequent recovery of 6% in 2021, while the OECD puts the downturn
between 9.1% and 11.5%, and recovery in 2021 between 3.5% and 6.5% (depending on whether
there is a second wave or not).

The European Commission warns that even though the virus has affected all Eurozone countries,
the effects of this health crisis on the economy will be asymmetric. At the end of 2012, only five
EU countries will have fully recovered and returned to 2019 levels: Germany, Austria, Slovakia,
Croatia and Poland. At the other extreme will be Italy and Spain, the countries with most economic
damage. This imbalance in the footprint of the recession is due to three factors: the speed
at which lockdown is lifted; the importance of the tourism industry - which the Commission
predicts will fall 50%, and the financial resources provided by governments to fight the economic
consequences in each country. The latter resources are key, as they should allow states to protect
their workers or bail out business in difficulties. This divergence represents a threat to the single
market and the Eurozone, as the European Commission itself warned.

The labour market will also move at two speeds. According to the report from the European
Commission, the Eurozone will leave behind its best employment figure in more than a decade,
and the unemployment rate will increase 2.1 points to 9.6%, but will fall to 8.6% in 2021. The
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Scenario A: with a single wave of coronavirus Scenario B: with a second wave of coronavirus in 2020
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% annual variation | % annual variation | % active population % of GDP % of GDP
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(1) For the OECD and the USA, the private consumption deflator was used.
(2) Unemployment rate calculated using national definitions, not harmonised.

nd: data not available.
f: forecasts.

Font: OECD, June 2020.

countries to suffer the highest unemployment rates will again be Greece, Spain, Italy, Croatia
and France. The Commission’s report indicates that this increase is related to the high rates of
temporary employment in those countries and the importance of the tourism sector, although

both circumstances are closely related.

To sum up, the measures implemented to deal with the health crisis caused by Covid-19 have

paralysed economic activity, unprecedented in recent history and affecting the whole world
economy in 2020. The IMF has warned that economic forecasts for the next quarters are
unreliable. This uncertainty can be explained by the high number and complexity of channels
through which the health crisis impacts the economy. Firstly, it represents a simultaneous shock in
supply (as it temporarily lowers the productive

The global economic prospects for
2020 are extremely negative due to

the effects

of coronavirus.

capacity of the economy) and demand (families

and businesses are no longer able to spend

part of their disposable income). Secondly, this

phenomenon is synchronised in most of the

world economies, causing a fall in international
trade and disruption in the global value chains. Finally, the increased uncertainty from worsening
economic forecasts could lead economic stakeholders to tend towards saving, contributing to the

permanent closure of businesses and an increase in the unemployment rate. The role of states will

be crucial to avoid significant destruction of the business network and jobs.

)
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1. The main features of economic development in 2019

In 2019, the French economy continued to slow Domestic demand rebounded in 2019

for the second consecutive year. According thanks to economic measures
to the French National Institute of Statistics :

(INSEE), GDP growth was 1.5%, lower than the

1.8% in 2018 but slightly higher than for the Eurozone as a whole (1.3% in 2019). This slowdown
in economic expansion can mostly be explained by temporary factors, such as strikes against
pension reforms, which lowered growth in the last quarter of the year, after three quarters with
rates close to potential growth.

Following 2018, a year marked by the street protests of the “yellow vests”, 2019 saw the
burgeoning results of the economic measures put in place over 2018 and in the first few months
of 2019, with the main aim of increasing household disposable income. This led to increased
consumption and investment. In contrast, the context of global slowdown and trade tensions
played against the French economy by slowing exports, although France is slightly less exposed
to the international environment than other large Eurozone economies, such as Germany or ltaly.

GDP growth in 2019 was bolstered by dynamic

domestic demand, with a positive contribution GDP GROWTH IN FRANCE AND THE
of 2.1 points, seven tenths more than in the EUROZONE -Interannual variation rates, as %
previous year. In contrast, foreign demand 100
made a negative contribution of 0.2 points, 80
after a positive contribution of 0.4 points in the 6.0
40|

previous year. Finally, stock variation made a

20
negative contribution of 0.4 points. " —  \

20
The most significant difference in the French 405
economy in 2019 was the change in the trend :g:g:
in private consumption, which started to rise -10.0

T T T T T T T T 1
. . 2013 2014 2015 2016 2017 2018 2019 2020(f) 2021
in the last quarter of 2018 and continued to g 0

do so throughout 2019. This revival in private ® France ® Eurozone

f: European Commission forecasts (May 2020).

consumption, although slow, is the result
of increased household disposable income source: Eurostat
due to favourable employment figures and
improvements in wages and rents, combined with low inflation. According to INSEE, household
disposable income increased in real terms (discounting inflation) by 1.4% in 2019, added to the

0.7% achieved in 2018, after years of decline.

The minor gains in purchasing power that had marked the last decade largely explain the social
unrest, with movements like the “yellow vests”. The response of the French Government to these
demands was to increase household disposable income, especially by cutting taxes. Specifically,
three rounds of measures were launched: those introduced in the budgets in 2018 and 2019;
the economic and social emergency measures (MUES) passed on 21 December 20182, and the

1 See box published in the 2017 Economic Report.
2 See box published in the 2018 Economic Report.

Chart 2.1



additional measures taken after the Great National Debate, in which a million and a half citizens
took part, which were announced by President Emmanuel Macron on 25 April 2019. The measures
taken in December 2018 included encouraging businessowners to pay a bonus of up to €1,000,
exempt of tax and mandatory social contributions, to employees earning less than three times
the minimum wage. This benefit, called “exceptional purchasing power bonus” had to be paid by
31 March 2019. Anincrease in the minimum wage by €100 was also approved, to €1,600 gross,
in place since 1 January 2019, and overtime up to a threshold of €5,000 was exempted from
paying certain social contributions and income tax. Within this package of measures approved
in 2019 is notably the revaluation of pensions under €2,000, lower income tax, stopping the
reform to increase the working week, currently 35 hours, and dropping the cuts in numbers of
public employees.

In 2019, GDP growth was driven by all components of domestic demand with no exception. So,
growth in household consumption accelerated from 0.9% in 2018 to 1.5% in 2019, and public
consumption from 0.9% to 1.7%. Household consumption reflects the positive impact of the
budgetary measures passed by the National Assembly on 21 December 2018 and the measures
approved in April 2019, as mentioned. Investment, on the other hand, is the GDP component that
saw the greatest increase for the third consecutive year. Business investment was notable, with
growth of 3.6%, benefitting from the improved economic environment and the reforms adopted
by the French Government, especially within the labour market. Public investment grew 7.7%,
more than twice the previous year and, finally, family investment in housing also recovered (1.8%)
due to increased confidence and disposable income.

Exports slowed due to the In contrast, foreign demand went from a

decline in world trade positive contribution of four tenths in 2018 to
: a negative contribution of two tenths in 2019,

due to the major slowdown in exports of goods
and services, going from 4.4% growth in 2018 to 1.9% in 2019, and because the slowdown in
exports of goods and services was greater than in imports (3.1% in 2018 and 2.5% in 2019).
The slowdown in exports was generalised in Europe and the world, the result of the impact on
international trade of rising tariffs and the trade war between the USA and China. On the other
hand, the slowdown in imports merely reflects slowing exports, as the trend in domestic demand
was more positive in 2019. The bad performance of the trade balance and services caused the
current account deficit to expand slightly, from -0.6% of GDP in 2018 to -0.7% in 2019, according
to the OECD.

As for supply, all the major economic sectors

/LAJNCEMELOtYMENT F/At\TE IN FRANCE § except agriculture saw a positive trend in Gross
S 7 OT active popUiiation i Value Added (GVA) in 2019, although industry
12 practically stagnated (0.1%). In contrast,
103 103 104 00 101 construction grew 2.6%, compared with 0.9%
10 94 99 °’ in the previous year, and services saw overall
8 ' increases, while the branches with variation
. rates above 2% were ICTs (3.6%), financial
services (3.3%) and commerce, transport and

& hotels and catering (2.2%).

2

The favourable economic situation allowed

2013 2014 2015 2016 2017 2018 2019 2020() 2021 () the employment rate to increase from 1% in

2018 to 1.3% in 2019, while the harmonised

f: European Commission forecasts (May 2020).

Source: Eurostat.

unemployment rate fell half a point to 8.5% in
2019, to stand almost two points below the

®
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In 2019, ]Ob creation accelerated maximum rate reached in 2015. On average,

for the whole of 2019, there were 2.5 million
unemployed. The French labour market benefitted

due to the economic trend and

approved reforms. from the latest reforms implemented in 2017

and 2018, but especially from the decrease
in business contributions to social security, the decentralisation of collective bargaining and the
reduction of compensation for unfair dismissal.

Inflation saw a fairly stable trend throughout 2019, except in October when it fell below 1% for the
first time in the last two years. Harmonised inflation was 1.3% on annual average in 2019, lower
than the 2.1% recorded in 2018, and the year-on-year 1.6% in December. Underlying inflation,
which more closely reflects core prices as it excludes volatile components (unprocessed food and
energy) saw a rising trend in the second half of the year, but on annual average the increase was
close to the 1.2% in the general index.

Low inflation is one of the factors explaining why The compeﬁﬁveness Of French
wage increases were slow in 2019, only growing businesses increases

0.2%, the lowest increase in recent years.
Labour productivity, on the other hand, hardly
increased either (0.1%) and consequently, unit
labour costs (ULC) - the difference between
wage growth and productivity - grew only 0.1%

THE FRENCH PUBLIC DEFICIT
As % of GDP

Chart 2.3

in nominal terms. However, in real terms (after 2015 2016 2017 2018 2019 2020 (f
discounting inflation), ULC fell 1.3%, a trend
that shows that French businesses are gaining
in competitiveness.

Public debt stabilises at
98.1% of GDP.

-9.9

-124

f: European Commission forecasts (May 2020).

In 2019, the public administration deficit was
72,800 million euros, representing 3.0% of
GDP, higher than the 2.3% in 2018. This trend
in the deficit is the result of public revenue shrinking from 53.4% to 52.6% of GDP due to the
approved fiscal reforms, while public spending remained practically stable (55.7% in 2018 and

Source: Eurostat.

55.6% in 2019). The reductions in both tax rates and social security contributions had a total
impact of 0.7 points on GDP. Tax revenue also fell by 3,100 million euros due to the second phase
of discounted housing tax for 80% of homes (65% discount in 2019 after a 30% discount in 2018).

Public debt increased in 2019 in current euros but stabilised as a percentage of GDP at 98.1% due
to growth in nominal GDP. This level of public debt is higher than the average of the nineteen EU
member states (86% of GDP), making the French economy more vulnerable to potential changes
in investor sentiment and future rises in interest rates.

. Prospects

The economic crisis caused by coronavirus will be France’s worst fall in GDP since the Second
World War. The country is officially in recession: its wealth already fell one tenth in the last quarter
of 2019, and the decline was 5.3% in the first quarter of 2020, the steepest in the historical
series since 1949, according to INSEE. The negative trend in GDP in the first quarter of 2020 is
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related to the closure of “non-essential” activities during lockdown, put in place from mid-March
to stop the spread of coronavirus. This fall in GDP is the result of major losses seen especially in
the sectors of construction, commerce, transport, and hotels and catering. The Bank of France
estimated that every two weeks of lockdown meant a loss of 1.5% of GDP in a year. Lockdown
started to be eased progressively on 11 May, when schools, shops and restaurants began to open.

During the first quarter, despite the fact that In the fH‘St quarter Of2020 the
lockd ly affected th d half of
ocrdown only arfected the second halt ot 1 economy fell 5.3% and entered

March, private consumption fell 5.6% and gross . .
technical recession.

fixed capital formation even more, -10.5%, due
to interruptions in the value chain, increased
uncertainty and limited liquidity. In all, this meant that the contribution of domestic demand
to GDP growth, not excluding stocks, fell sharply (-6.0 points). Exports also fell strongly in this
quarter (-6.5%), as did imports (-5.7%). In general, foreign trade made no contribution to growth
while stock variation made a positive contribution of six tenths.

Economic activity gradually recovered in January and February as the strikes against pension
reforms dropped off, but activity indicators plunged in March after lockdown measures were
introduced to contain the spread of the virus. The negative impact is expected to be even harsher
in the second quarter due to prolongation of the lockdown, while a recovery is expected to start
in the third quarter as consumption gradually resumes, except in some sectors (restaurants and
accommodation, recreation and transport) where the crisis will be more lasting.

In 2020’ a historic fall in GDPis expected Due to the economic impacts of the pandemic,

due to the impact ofcoronavirus the European Commission expects French
p : GDP to shrink by 8.2% in 2020, before

rebounding and growing 7.4% in 2021. The
French Government has made a similar forecast, predicting that the economy will fall 8% in 2020.
The OECD, in its outlooks in early June, raises this to -11.4% (or -14.1% in the case of a second
wave) and the IMF, at the end of July, predicts a decline of -12.5%, one of the most significant in
the Eurozone.

As for the labour market, unemployment is expected to rise due to the seriousness of the economic
crisis, but the aid programme approved by the French Government should help to contain rising
unemployment. According to the European Commission, employment could fall 9.1% in 2020 and

Chart 2.4
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Box 2.1

MEASURES ADOPTED IN FRANCE TO DEAL WITH COVID-19!

The measures included here were announced on 12,
24 and 26 March, 24 April, and 14 and 26 May 2020.

The immediate fiscal stimulus was calculated at
88,000 million euros, divided between the following
main measures:

— 8,000 million euros for the national health system,
to be used to buy necessary material and finance
special compensation for health workers.

— 24,000 million euros to keep people in work for
two months (chémage partiel).

—. The State will also provide 7,000 million euros
in grants through the Solidarity Fund for small
businesses with income under 1 million euros that
lost 50% or more of their income in March 2020
compared with March 2019.

— Cancellation of taxes and social security
contributions for businesses and the self-employed
in economic difficulties, for an estimated amount
of 12,750 million.

— Emergency plan to support new businesses for a
value of 2,000 million euros.

— Support plan for the automobile sector with 8,000
million euros, including measures to encourage
the replacement of vehicles with less-polluting
models and a fund of 1,000 million to modernise
and digitise French factories in the automobile
sector.

— Finally, a support plan for the tourism industry
with 1,614 million euros. This includes: (1) 800
million euros to directly support businesses
affected by the crisis, especially in sustainable and
digital components; (2) 700 million euros of very
long term debt to help businesses adapt to the
new market conditions; (3) an additional 21 million
euros in loans to define new strategies for the
sector; (4) the creation of a platform to promote
French tourism, and (5) an allowance of 93 million
euros to support the cash requirements of SMEs
through a regional emergency fund.

Added to this immediate fiscal stimulus are approved
tax deferrals (196,000 million euros), mostly a
moratorium on debt repayments for 6 months, but
also the moratorium on payment of taxes and social
contributions, and the deferral of public service
fees (gas, electricity and water) and rent for small
businesses with revenue under 1 million euros that
have lost 70% or more of their income in March
2020 compared with March 2019.

Finally, added to these is the third block of measures,
which are public guarantees given on loans to
businesses, with a total ceiling of 336,000 million
euros on 4 June.

1 Extract from “The fiscal response to the economic fallout from the coronavirus’, Bruegel (updated 4 June)
https://www.bruegel.org/publications/datasets/covid-national-dataset/

the unemployment rate could rise to 10.1%.
However, in 2021, the unemployment rate
should fall again to 9.7%, still much higher than
the 8.5% reached in 2019.

The unemployment rate will increase
slowly and inflation will fall.

The harmonised inflation rate fell from 1.7% in January to 0.4% in April. Underlying inflation -
which excludes energy and food - remained above 1% in the first three months, but fell to 0.8% in

April. For the whole of 2020, the Commission expects consumer prices to rise only 0.4% against

the previous year, compared with the growth of 1.3% seen in 2019. This fall in inflation can be

explained by lower oil prices and the negative impact on consumption of the coronavirus crisis.

The public deficit could go from 3% of GDP in 2019 to almost 10% in 2020, according to the
European Commission, an unprecedented figure for France. The major decline in economic activity

after lockdown will weigh heavily on tax revenue and social transfers due to the response from

automatic stabilisers. The direct fiscal measures adopted to deal with the pandemic and combat




Major impact of the Covid-19 crisis FRANCE. MAIN MACROECONOMIC
on the public deficit. AGGREGATES - Interannual variation rates
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the adverse macroeconomic impacts add up to Components of demand
3.6% of GDP® and include additional spending Private consumption 15 0.9 15
on health, transfers to cover furlough schemes U e B e 14 0.9 17
(chémage partiel), the sectoral compensation Gross fixed capital formation 47 32 4.2
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which add up to over 300,000 million euros,
will have no immediate budgetary impact. Components of supply

Agriculture 8.2 43 -07
There are other measures that will impact Industry 11 06 01
the public deficit in 2020. On the one hand, Corsiudian 29 09 26
the transformation of the tax credits for Commerce, transport, hotels & 21 14 29
competitiveness and employment (CICE) into catering
a permanent reduction of social contributions Information & communications 6.1 4.4 3.6
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Ultimately, the French economy will suffer the GDP ot market prices 23 18 15

harshest but probably the shortest recession in (a) Contribution to growth of GDP at market prices.

its history. Also note that any forecasts made

L. . . Source: INSEE (demand) and Eurostat (supply).
at this time are shrouded in uncertainty due to ! ( : ! fsupply)

the difficulty of knowing when a vaccination
will be found or whether a second wave of Covid-19 will appear in the autumn.

Table 2.1

| e Soonish ecomomy

1. The main features of economic development in 2019

2019 brought a continuation of the gentle slowdown in the Spanish economy that started the
year before. However, it is still one of the most dynamic core European economies. The slowdown
was caused solely by domestic demand, whereas the contribution from the foreign sector turned
positive after two negative years, despite weakening global trade. Growth in all components of
domestic demand slowed except public consumption, which accelerated.

3 Bruegel estimate from information published up to 4 June.
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expansion in the Spanish economy

Sixth consecutive year Of The Spanish economy saw a positive growth
rate driven by job creation, favourable

financial conditions and increasing correction
and second year OfS’OWdOWH. of macroeconomic imbalances, such as the
foreign deficit, public and private debt, and the
unemployment rate. However, year-on-year growth in GDP slowed over the year, in line with
the context of progressive slowing of the global economy, falling from 2.2% in the first quarter
of 2019 to 1.8% in the last quarter. Equally, the quarter-on-quarter GDP growth rates remained

quite stable in the last three quarters of the year, at 0.4%.

Despite the said correction of certain imbalances, Spain’s labour market still suffers from
high job insecurity, low wages and one of the highest rates of temporary employment in the
EU. The Spanish Government tried to reduce job insecurity by raising the interprofessional
minimum wage (SMI) to 950 euros from 1 January 2020, in addition to the 22.3% raise
approved in 2019. These increases in the SMI mean that the SMl/average wage ratio is close
to the European average.

Spanish GDP grew 2.0% in 2019, according to
the National Institute of Statistics, four tenths GDP GROWTH IN SPAIN AND THE

below the 2.4% recorded in 2018. One of the EUROZONE - Interannual variation rates, as %
positive features of this growth is that it has 8

rebalanced, with both domestic and foreign 6

demand making a positive contribution to GDP 4 |

growth, which had not happened in 2018. On gA %\

the one hand, domestic demand was the main 2|

driver of growth, contributing 1.5 percentage -4 |

points to GDP growth, but this figure is 1.1 64

points lower than in 2018. High consumer _1-2:

and business confidence was reflected in the -12 : : : : : ! : ‘
positive trends in consumption and investment, AU AU AU A A ity AR AR
despite slowing in comparison with the previous ® Spain ® Eurozone

year. Equally, the new credit flow to households
and small and medium businesses continued to

f: European Commission forecasts (May 2020).

S : Eurostat.
grow for the third consecutive year, but within ouree Hese

an overall context of debt reduction. On the

other hand, net foreign demand presented a In 2019 Spain is once again one Of the
H
most dynamic economies in Europe.

positive contribution to growth of 0.5 points,
compared with -0.2 points in 2018, due both
to acceleration in exports and the major
slowdown in imports.

In 2019, Spain grew most of all the large European economies, much more than France (1.5%), the
United Kingdom (1.4%), Germany (0.6%) and Italy (0.3%). Equally, growth in Spanish GDP easily
exceeded the 1.3% seen in Eurozone countries as a whole.

As for demand, within the investment component we would highlight the resilience of investment
in plant and equipment (2.6%) in a context marked by a deterioration in global expectations.
Investment growth, if lower than the previous year, exceeded the Eurozone average. The crucial
factors in this increase in investment are low interest rates, increased profits, restructuring of
balance sheets and high business confidence. However, this strongly expansionary profile in
investment in equipment did not result in a substantial increase in apparent work productivity,
probably due to the low investment in human and intangible capital.

Chart 3.1



Growth in spending on household consumption slowed slightly from 1.8% in 2018 to 1.1% in
2019, but continued to hold out thanks to the good performance of the labour market and the
increase in real wages recorded for the first time after many years. Finally, public consumption
accelerated four tenths to a growth rate of 2.3%, favoured by municipal, regional and general
elections and the social measures passed by the Spanish Government.

As for foreign demand, the major slowdown in imports needs to be balanced against the slight
acceleration in exports. In 2019, real exports of goods and services saw an increase of 2.6%,
compared with 2.2% in 2018, while imports slowed by more than two points to a rate of 1.2%,
which explains the positive contribution of foreign demand to GDP growth in 2019. Exports also
received a boost from exports of services, basically tourism, which increased 6%. In contrast,
goods exports slowed due to the trade war between the USA and China.

economy presented a positive current account a posit'ive foreign balance for the

balance of 2% of GDP, similar to the 1.9% . .
recorded in the previous year. This surplus e’ghth consecutive year.

enabled a continued reduction in the volume
of foreign debt for the eighth consecutive year, something that had not happened in previous
periods of expansion.

From the perspective of supply, Gross Value Added (GVA) increased in 2019 in all the main
branches of activity, except agriculture (-2.6%). From the sectoral point of view, one of the most
unexpected results was the slowdown in construction, especially in the second half of the year.
However, construction was still the sector with the highest growth rate in the year as a whole
(8.5%). On the other hand, the pattern of divergence continued, as in the previous year and the
Eurozone as a whole, between low growth in the industrial sector (0.6%) and 2.6% growth in the
service sector.

For its part, in 2019 job creation slowed in all sectors, due to the economic slowdown, although
it still saw a significant increase of 2.3%, thanks to which jobs reached 18.4 million. The fall in the
unemployment rate slowed due to growth in the active population resulting from a large influx of
immigrants, to reach 14.1% on annual average (1.2 points less than in the previous year). Wages
grew about 2%, the highest rate since 2010, partly due to discretionary measures such as raising
the minimum wage and increasing the pay of public employees, but also due to greater wage

increases agreed through collective bargaining.

For its part, productivity, the flaw in the

gNCEMELOt_YMENT FP}:TE IN SPAIN 3 process of economic recovery in Spain, saw a
t
S 7 of active popuiation § decline, so unit labour costs (ULC) suffered the
30 - highest growth since 2008.
261
25 | 245

The rate of temporary employment
170 is still 26%, one of the most worrying
aspects of the Spanish labour market.

20
154
10 4

Despite the fall in the unemployment rate, there
are still many groups affected by unemployment,
2013 2014 2015 2016 2017 2018 2019 2020(f) 2021 ) such as youths under the age of 25 (the youth
unemployment rate is still 30.5%, the second

f: European Commission forecasts (May 2020).

highest among European countries after
Source: Eurostat.

Greece), those with low qualifications (first
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level secondary education or less), who represent 50% of the unemployed, and those who have
been unemployed for more than two years, 31% of the total unemployed.

The high rate of temporary employment is still one of the most worrying aspects of the Spanish
labour market. Nevertheless, in 2019 there was higher growth in permanent contracts (3%) than
temporary contracts (1%), so the rate of temporary employment reached 26% in 2019, one point
less than the previous year, but still one of the highest in the Eurozone.

The persistently high unemployment rate and remarkably high temporary employment rate are
the main reasons for the increase in income inequality in Spain in recent years.

, . .
Workers’ purchasing power mc::easef as SPAIN'S PUBLIC DEFICIT*
wages grow more than inflation. As % of GDP
0. 2014 2015 2016 2017 2018 2019 2020 (f) 2021 (f)

The economic slowdown was accompanied by
moderate inflation rates, with the CPI profile
throughout 2019 greatly influenced by energy
prices, which accelerated strongly in the first
four months then slowed from May. This trend
was broken in the last two months of the year,

to close the year with a year-on-year inflation

-10.1

rate of 0.8%. On annual average, consumer 12

prices also increased 0.8%, almost one point f: European Commission forecasts (May 2020).
. . . . . *Includes aid to the financial sector.
less than in 2018, while underlying inflation

. . E .
remained quite stable throughout the year at source: Eurostat

rates close to 1%, indicating that there were no

inflationary pressures from the point of view of demand. The increase in the CPI was lower than
in wages per employee (2%), representing a gain in purchasing power for employees after many
years of continual losses.

In the sphere of public finance, the Spanish Spain increases the public deﬁcit in

economy ended 2019 with a deficit of 2.8% of .
GDP, three tenths more than in 2018. These 2019, after years of containment.

deficit figures can be explained by the fact that

revenue increased at a lower rate than expenditure (3.8% and 4.1%, respectively). The slowdown
in revenue due to a lower rate of economic growth was not accompanied by an equivalent
slowdown in expenditure, which was pushed up by the increase in public wages, new recruiting in
the public sector and growth in pension spending.

Although the public accounts saw a negative balance in 2019, the public administration’s debt-to-
GDP ratio continued to fall, to 95.5% at the end of 2019, thanks to the increase in nominal GDP
and the falling cost of financing the Spanish debt.

2. Prospects

Due to the Covid-19 pandemic, the Spanish economy is facing a crisis that is unprecedented in
recent history, combining a loss of productive capacity (supply shock) and a fall in international
markets and domestic demand (demand shock), together with heavy restrictions on people’s
movements. Moreover, unlike in previous recessive phases, the severity and length of the crisis
depend on factors beyond the economy, such as the extent of contagion and discovery of a

Chart 3.3



vaccination. Only the measures taken by the authorities can soften the impact and restore the
situation as closely as possible to before the pandemic.

One of the main channels through which the health crisis affects the economy was consumption,
which suffered sharp falls in March, April and May. Consumption is expected to return to positive
rates in the third and fourth quarter. Investment was also seriously affected, mostly due to the
paralysation of deferred decisions, in some cases permanently cancelled due to uncertainty, and
it may still take time to pick up even after the disease is contained.

Exports will suffer a sharp fall due to the spread of the pandemic to Europe and the USA. In the
case of exports of tourism services, the negative impact will be significant. In fact, a return to
normal in the tourism sector will take much longer than in other activities.

The drop in GDPin 2020 due to the According to the forecasts of the Spanish

Covid-19 crisis will be intense. Government in the St.ab.ility Programm.e s§nt to
the European Commission at the beginning of
May, 2020 will end with a 9.2% drop in GDP.
The trend in activity follows an asymmetric “V”, with a very steep fall in economic activity and a
foreseeably gradual recovery from the second half of 2020. The Spanish executive reckons that
GDP will rebound to 6.8% in 2021 but that it will not be possible to regain the volume of activity

prior to the coronavirus crisis until 2022.

In Spain, the direct impacts of Covid-19 on the labour market were significant. Added to the
number of unemployed were the furloughed workers (ERTO), still 2.6 million at the beginning
of June. In addition, nearly half a million self-employed workers requested state aid for a fall in
income. In total, more than a quarter of the employed were affected to a greater or lesser extent
by the impact of the crisis. For the year as a whole, the European Commission predicts that
the unemployment rate will rise to about 20%, and could fall to 17% in 2021 but, despite this
reduction, will still be well above the 14% of 2019.

In the first quarter of the year, the decline in the Spanish economy estimated by the National
Institute of Statistics is 5.2%, which reflects the force of the impact of the Covid-19 pandemic, as
in the unemployment figures. This figure, which only considers the effects of the first few weeks
of the health crisis, signals a very sharp decline in the second quarter.

TREND IN CONSUMER PRICES IN SPAIN - Interannual variation rate, as %
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Box 3.1

MEASURES ADOPTED BY SPAIN TO DEAL WITH COVID-19

The response from economic policy to deal with the
economic impacts of the pandemic consisted, firstly,
of measures to limit the closure of businesses,
through loan guarantees, public guarantees to
facilitate the payment of bills and taxes, and loans
on favourable conditions. The amount provided
for these actions by the Royal Decree on urgent
measures is 100,000 million, nearly 8% of GDP,
which could double based on the credit multiplier
granted by entities.

Secondly, the strategy involves measures that,
unlike the guarantees, represent an expense or
reduction in revenue for the public coffers. These
measures add up to nearly 28,600 million, 2.3% of
Spanish GDP, according to estimates carried out by
Bruegel.? The measures can be grouped into three
blocks: those aimed at the health system, those
to maintain workers’ incomes and those for social
protection of groups facing difficulties.
Extraordinary health spending: The Spanish
Government has targeted 3,800 million euros
towards this. Moreover, it approved spending of 30
million euros to finance research into the virus.
Maintaining workers’ incomes: These measures are
aimed at minimising the long-term impact on activity
and employment once the health emergency ends.
Specifically, they encouraged furloughs (ERTO) and
exonerated businesses from paying Social Security
contributions (100% in the case of SMEs and 75%
for other businesses) for workers under the ERTO

scheme. Moreover, they guaranteed the right to
unemployment benefit for affected workers, even
when they had not paid the minimum contribution
period, not counted towards future benefits. In
the case of the self-employed, they allowed them
to collect the benefit for loss of activity, as long as
turnover had fallen at least 75%. According to the
Government itself, the cost of the ERTO measure
will add up to 20,000 million euros in 2020, and the
self-employed benefit for loss of activity will add up
to another 3,700 million euros.

Social protection: The measures include 600 million
euros for the regional and local governments to
provide services to vulnerable persons. Moreover,
two measures have been put in place with no direct
impact on the public budget and the same aim of
mitigating the impact of the crisis on vulnerable
households: 1) the requirement for suppliers
to guarantee essential services (water, gas and
telecommunications) in the case of default, and 2)
establishing a moratorium on mortgage payments for
the most vulnerable families. Finally, the Minimum
Living Income (IMV) was approved in May, a monthly
benefit for households at risk of poverty. The
IMV will cover the difference between household
income (including wages) and the threshold set for
this type of household, called “guaranteed income”,
and can be collected from June on a permanent
basis, i.e. it will not be a temporary measure and will
last beyond the pandemic. It is expected to reach
850,000 households and have an annual cost of
3,000 million euros.

1 Based on the Boletin Econdmico of the Bank of Spain. First quarter of 2020.
https://www.bde.es/bde/es/secciones/informes/boletines/Boletin_economic/

2 Estimate by Bruegel based on information published up to 4 June. .
https://www.bruegel.org/publications/datasets/covid-national-dataset/

During the lockdown months, domestic demand and especially private consumption played a key

role towards understanding the decline in activity. Throughout 2020, the Spanish Government

predicts that household spending could fall more than 8%, and savings will rise, driven by the

climate of uncertainty and the restrictions on economic activity and movement. With de-

escalation, however, it is hoped that private consumption will motivate a change in GDP from red

to black. The prospects for investment are also extremely negative, calculating that it could drop

back to 25% for the whole year. As for foreign trade, in 2020 a 27% decline in exports is expected,

accompanied by a 31% decline in imports.




Inflation followed a falling trend due to falling

SPAIN. MAIN MACROECONOMIC
AGGREGATES - Interannual variation rates

consumption during lockdown and the sudden

Table 3.1

fall in oil prices during those months, reaching
negative territory in May (-0.7%). The OECD

2017 N 2018 § 2019 | forecast for the Spanish inflation rate for the

Components of demand overall year is -0.1%.
Private consumption 3.0 1.8 1.1
Public consumption 1.0 1.9 2.3 In 2020 the pUb’iC deﬁcit could reach
Gross fixed capital formation 5.9 5.3 1.8 10% Of GDP due to the Covid-19 crisis.
Domestic demand (a) 3.0 2.6 1.5
Exports of goods and services 5.6 22 2.6 = ) )

) The crisis caused by Covid-19 will greatly
Imports of goods and services 6.6 3.3 1.2 . . .

impact the public accounts due to a significant

Components of supply increase in spending on social, health, labour
Agriculture, livestock and fishing ~ -3.0 5.9 -2.6 and economic measures, adopted to mitigate
Industry 31 04 0.6 the impact on households, workers and the
Construction 4.9 57 35 most vulnerable groups, and also to protect
Commerce, transport and hotels 3.5 24 2.7 the production network, especially SMEs and
& catering the self-employed. To this is added the steep
[ e p————— L 50 1.0 fall in income caused by the drastic decline in
Financial and insurance activities 0.5 6.7 7.5 consumption and business activity.
Real estate activities 1.7 2.3 2.1
Professional activities 54 49 37 Specifically, the Spanish Government predicts

Public admin., health and education ~ 1.5 1.7 2.0 in the Stability .Pr.ogramme it sen’F to t'h.e
. . European Commission that the public deficit

Artistic, recreational & other ] . ) )

activities 27 00 08 will surge to 10.3% in 2020 (in 2019 it was

2.8%), due to public revenue falling by more

GDP at market prices 2.9 24 20

than 25,000 million euros and spending rising
(a) Contribution to growth of GDP at market prices. more than ten points in one year (to 51% of

GDP). Moreover, public debt is expected to rise
from 95.5% of GDP in 2018 to 115.7% in 2019.

Source: National Institute of Statistics (INE).

The European Commission’s forecasts for Spain agree with those presented by the Spanish
government: a fall in GDP of 9.4% in 2020 with an upturn of 7% in 2021. However, the OECD
published more pessimistic outlooks for the Spanish economy in June, with a fall in GDP of 11.1%
in 2020 (possibly reaching 14.4% in the case of a second wave). The IMF goes further in the
forecasts presented at the end of June and puts the expected fall in GDP for 2020 at 12.8%, the
highest in the EU alongside Italy.

Spain may see one of the steepest falls in the Eurozone and the OECD, due to the severe impact
of the health crisis and the strict lockdown imposed to contain it, and also due to the importance
of tourism and other leisure-related services.

Spain’s economy will be the most Moreover, the Spanish economy is more

. . . specialised in sectors that will suffer a greater
impacted in the Eurozone by Covid-19. peclaTsed 1 ©
decline in activity and take longer to return to

normal. Finally, it should be noted that Spain
presents a series of internal vulnerabilities that make it less resilient, such as a very high level of
temporary employment, large numbers of small and medium-sized enterprises (with less capacity
to bear a sudden drop in revenue) and high public debt, which limited the acceptance of more
drastic fiscal policies to protect household income and the production network. This will not only
cause a steeper fall in GDP in 2020 but also impede recovery over the next few years.
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To sum up, forecasts indicate that the Spanish economy will suffer the most drastic fall in its
history and probably of all OECD countries. However, there is much uncertainty around the
forecasts. We cannot rule out a second wave, which could deepen and lengthen the recession, or
the possibility that recovery comes faster and stronger than expected.




O The Andorran economy:
general developments

IV Population, employment and education

1. Population and migratory flows

In 2019, the upward trend in the Andorran The esﬁmated populaﬁon ofAndorra

lation that has b i 2013 . .
popuigtion That nas been seen since 2+ increased 1.8%, to 77,543 in 2019.
continued, reaching an estimated population

of 77543, 1.8% more than in 2018 and the

highest figure in the historical series available since 2009. In terms of population registered by the
Comd authorities (a different concept from the above-mentioned estimated population), the data
show the same rate of growth, to 81,748, the best figure in the last nine years. So there is still a
major disparity between the two sources, of more than 4,200 people, which has even expanded
a little in 2019. This halts the move towards disparity correction that was seen in recent years and
hinders analysis of the real situation of the Andorran population.

/
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Chart 4.1

Source: Parish censuses of the Comu governments / Department of Statistics.

By nationality, the increase in the estimated population of Andorra was driven more by the growing
foreign population (1.9%) than the increase in Andorrans (1.6%), although the growth in nationals
in 2019 was the highest since 2015. This represents four consecutive years in which the foreign
population has grown more than the Andorran, and the difference between the two figures
already exceeds 2,000 individuals (39,794 vs 37,749). In contrast, only three years ago, the number
of Andorrans was slightly higher than foreigners. This trend confirms the attractiveness of the
Andorran market to foreign workers in a context of economic growth, as seen in recent years. So,
the proportion of foreigners in the total estimated population is 51.3%, the highest in the last nine
years. However, it should be remembered that in terms of registered population, the percentage of
the foreign population reached a maximum of 72.5% in 1986, much higher than now.

The growth in foreigners was general to all nationalities. Specifically, the Spanish increased 0.5%
and remain the most important group, with 24.8% of the total. Growth in the numbers of French
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ESTIMATED POPULATION BY NATIONALITIES & The foreign population has grown more

lisrennuel verielen reis () i | than the Andorran population since 2016.
5=
4 |
3] was higher (1.6%), following the pattern of the
2| previous five years, so their share remained the
1 same at 4.4%. The number of Portuguese also
0 increased (0.4%) representing a turning point

-2 | seen since 2011, although their percentage
has continued to fall to 11.9% of the total
population. The strongest growth in the foreign

-1 77\/ in relation to the persistent downward trend

2011 2012' 2013 2014 2015 2016 2017 2018 2019 i ' )
. population was in the group of foreigners of
® Andorrans ® Foreigners ® Total

other nationalities, at 7.7%, pushing up its
Source: Parish censuses of the Comu governments / Department of Statistics. percentage of the total population to 10.3%7
the highest level in the available historical

series and more than double the percentage

ESTIMATED POPULATION BY 2 . , o
NATIONALITIES - As % of total " of the French, in contrast with the similar
&S proportion they both represented in 1999 (in
terms of registered population). So, in 2019,
Others 7% the trend towards the diversification of labour
Andorrans 48% sourcing continued.

Portuguese 16%

The group of foreigners that has
grown most in recent years is “other
_— nationalities”, i.e. not Spanish,
French or Portuguese.

French 4%

Spanish 25% The increase in the numbers of foreigners

in Andorra is also evident in the growth in

2019 valid immigration permits, a total of 50,352

Others 10% (including temporary) on 31 December 2019,

Andorrans 49% 2.3% more than the previous year. This
Portuguese 12% U represents six consecutive years of growth
since the minimum recorded in 2013. Of the
French 4% total immigration permits, the majority are for
— ; residence and work (70.9%), which increased
2.3% in 2019, driven by the positive trend in
the Andorran labour market. This factor also
Spanish 25% favoured the increase in cross-border work
- permits (2%) and temporary permits (7.1%, to

- — 4.,822). In contrast, solely residence permits
Source: Parish censuses of the Comu governments / Department of Statistics. .
fell slightly (-0.1% to 8,144).
From the geographical point of view, the increase in estimated population in 2019 was also
general, following the pattern of the previous five years. The increase seen in the high parishes
stands out: Canillo (5.4%), Ordino (3%) and La Massana (2.5%), all three with growth higher than
the total. The other parishes grew less and the population grew least in Escaldes-Engordany (1%).

Also note that, in the case of Andorra la Vella, by far the most populated parish, the increase in
population was 1.3%. This meant that its percentage of the total Andorran estimated population




VALID IMMIGRATION PERMITS BY TYPE,
AT THE END OF THE YEAR - In thousands

Chart 4.4
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Source: Department of Immigration / Department of Statistics.

70.9% of valid immigration permits are
for residence and work.

fell a little, to 28.9%, the lowest level in the
available historical series. In contrast, Canillo is
still the least populated parish (5.6%), despite
the upturn in recent years.

In relation to population change, a natural
increase of 235 persons was recorded in 2019,
13% more than the previous year. This breaks
the trend of steep falls in recent years and
can mostly be explained by a major decline in
the number of deaths, much greater than the
decline in births. Added to these figures is the
positive balance of migration, of 1,131 persons,
calculated from the estimated population. In

ESTIMATED POPULATION BY PARISH
As % of total

Ordino 6.1%

Chart 4.5

Canillo 4.5%
e

Sant Julia

de Loria 12.0%

LaMassana 12.6% ' .

o
Encamp 15.3% Escaldes-Engordany 19.3%

Ordino 6.4%

Andorra

laVella 30.2%

Canillo 5.6%
e

Andorra

laVella 28.9%

Sant Julia

deLoria 12.1%

LaMassana 13.1%

9
Encamp 15.1% Escaldes-Engordany 18.8%

Source: Parish censuses of the Comu governments / Department of Statistics.

Andorra la Vella falls to a historic
low of 28.9% of the total estimated
population of Andorra.

total, the estimated population saw a net increase of 1,366, slightly lower than in 2018.

VARIATIONS IN THE ESTIMATED POPULATION

Table 4.1

2018 2019

Births

Deaths

Natural increase

Birth rate (per thousand)

Death rate (per thousand)

Rate of natural increase (per thousand)

Increase from migration or census regularisation
Total population increase*

Marriages

543 535
335 300
208 235
7.128 6.899
4.398 3.869
2.730 3.031
1,175 1,131
1,383 1,366
293 325

* Natural increase plus migratory increase.

Source: Department of Statistics.

)
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Men outnumber women in almost all STRUCTURE OF THE ESTIMATED e
working age brackets. POPULATION BY AGE AND GENDER. 2019 |
O
85+ | as
. 80-84| as
As for the population structure by age and gender, 7579 S
the pattern continues of men outnumbering 70-74| L
. . 65-69 L
women in all working ége brackets, except the coeal N
35-39 age bracket (minimal), and the over-75 5550 Gl
bracket. So, in 2019, the difference between the s0-54| (I
percentages of the male and female populations 4549 (N S
remained at 1.8 percentage points (1,401 more :2_::’ )
men), which can be explained by the size of the 30.34: 0
foreign workforce, which has traditionally been 25-29| R —
mostly male, 20-24| L
15-19 | .
10-14| .
In turn, the estimated population distribution 5-9 | O
by age and nationality shows that the presence 04 ‘ ‘ __ ‘ ‘ ‘
. g 8 8 8 ® 8 8 8 8
of foreigners clearly exceeds that of Andorrans S & S 9 S & & ¢
(30} [} - i N ™

in all age brackets from the age of 30. In
® Men ® Women

contrast, the proportion of Andorrans is much
Source: Parish censuses of the ComU governments / Department of Statistics.

higher in the bracket under the age of 30
(73.1%), contrasting with the low proportion

of Andorrans in the group of those over 65 The populaﬁon over the age Of 65
(38.6%). exceeded the population under the
age of 15 for the first time.

To complete the analysis of the population
of Andorra, the distribution by ages in 2019
shows that the Andorran population continues to age progressively, following the pattern of many
other developed economies. In particular, the estimated population of those under 15 continues
the falling trend of recent years, so its percentage of the total has fallen to 13.5%, 2.8 points less
than in 2010. On the other hand, growth in the group of 65 and over accelerated to 4.6%, raising
its share of the total to 14%. This represents a new historic high, higher than the population under
the age of 15 for the first time. In between, the working age population (15-64) increased 1.7%
and its percentage of the total stayed at 72.5%. As a result, the average age of the Andorran
population in 2019 rose to 41.3.

2. Employment and unemployment

In 2019, the Andorran labour market lost momentum significantly, reflected in the trends
in the main indicators. According to the Workforce Survey data, the number of employed in
Andorra increased 1.2%, a much slower rate than the 4.2% recorded in 2018. However, this
is the sixth consecutive increase, resulting in 44,925 people in employment. Of these, 13.7%
are self-employed and the others are waged

employees spread between the private sector In 201 9’ the rate ijOb creation in

(68.8% of total employees) and the public and Andorra slowed signiﬁcantly and the

semi-public sector (17.5%). As for the level of .
unemployment rate increased one tenth.

education, 58.7% of the employed have at
least secondary education, and in relation to
the type of working hours, 93.9% work full time and work for an average of 41.3 hours per week,
while those working part time work an average of 19.2 hours per week. The percentage of part-
time women employees is four times higher than the percentage of part-time men.




Job creation was not sufficient to absorb the

increase in active population, so the number EMPLOYED AND UNEMPLOYED
of unemployed grew 7.1%, breaking the POPULATION - In thousands and %

downward trend seen since 2014. This trend
50 _

45 |
to 995 which, however, is still much lower 0

than the maximum it reached in 2013 (2,755 35 |
unemployed). So, the unemployment rate has 30 |

pushed up the total number of unemployed

risen one tenth to 2.1%, after reaching a historic 25 |

low in 2018, but is still much lower than the 20 |

rate recorded in neighbouring countries. 15

10 |
By gender, in 2019 the unemployment rate 0‘
reversed in Comparison V\/lth the previous year: <2010 2011 2012 2013 2014 2015 2016 2017 2018 2019’
women saw the lowest rate (1.8% compared ® Employed ® Unemployed

with 2.4% for men), as was usual throughout ® % unemployment rate (right axis)

the last decade with the sole exception of
2018. By age, the most affected bracket is still
youth, with an average unemployment rate in

Source: Workforce Survey. Department of Statistics.

the population aged 15-24 of 10% in 2019. However, this unemployment rate fell in relation to
the previous year, in a context of growth in the young population entering the labour market. The
unemployment rate of the largest group (aged 55-64) also fell to 0.8%. In contrast, unemployment
in the 25-54 age bracket increased three tenths to 1.8%, and this is the age group that explains
the overall rate increase.

To complete the analysis of unemployment, it should be noted that the percentage of long-term
unemployed, i.e. those who have been looking for work for more than a year, fell almost seven
points to 10.3%. The other 89.7% are those who have been unemployed short term and 58.2%
of the unemployed have been looking for work for less than three months. Altogether, this means

that the labour context of Andorra still shows

The national level Of emp’oyment is a very positive overall situation, which could be
still lower than the maximum achieved
in the previous cycle of expansion.

classified as full employment.

The data from the Andorran Social Security
System (CASS) show a similar trend to those of
the Workforce Survey, with an annual average increase in the numbers of employed of 2.1%,
slower than the 3% increase recorded in 2018. Accordingly, this represents six consecutive years
of growth, reaching 39,655 employees, the highest figure since 2009, if still lower than the high

TREND IN THE NUMBER OF EMPLOYEES - As annual average and %
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Source: CASS (Andorran Social Security System) / Department of Statistics.
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ACTIVITY RATE AND EMPLOYMENT
RATE, AGES 15-64 - As %

of over 42,000 employees recorded in 2006.
Equally, the average number of jobs in Andorra

Chart 4.9

also increased for the sixth consecutive vear,
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to 48,103, 2% more than the previous year.

Nevertheless, the employment rate calculated
for the population aged 15-64 fell a little, to
79.9%, but is clearly still above the average
for the European Union (68.4%). Along the
same line, the activity rate fell two tenths to
81.7%, also above the EU average (73.4%).

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

This downward trend in the employment and

activity rates resumes the falling trend of recent

@ Activity rat ® Empl t rat .
IR el HIPOPIIENT T years, partly influenced by factors such as the

Source: Workforce Survey. Department of Statistics.

progressive aging of the population and the
growing proportion of youth - and other age

In 2019 the rate ijOb creation slowed in brackets - engaged in studies or continuous

services and accelerated in construction.

training, which had stopped in 2018.

By sectors, employment in 2019 grew in all
the large sectors, except in the primary and financial sectors. The most positive trend was in
construction, with an 8.8% increase in employment, higher than the 6.5% recorded in the previous
year. The number of employees in the construction sector is over 3,300, a figure that has not
been seen since 2012, but is still half the number there was in the previous cycle of expansion
(2005-2006).

The number of employees also rose in industry, specifically 3%, a much slower rate than in
construction. However, the increase recorded in industry is an improvement on 2018 and puts the
number of employees in the sector at the highest level in the last eight years (1,664). In contrast,
the primary sector has seen three consecutive years of falling employment. In any case, the
performance of this sector has a much lower impact on the economy as the activity represents a
very small proportion of the Andorran labour market, with only 160 employees.

As for services - the sector in Andorra with the highest employment - the number of employees
increased for the sixth consecutive year, if at a lower rate than the previous year (1.4% vs 2.9% in

NUMBER OF EMPLOYEES

2019 % var. 19/18 % total 2019
Agriculture, livestock, hunting & forestry 160 -2.6 0.4
Industry 1,664 3.0 4.2
Manufacturing industries (including extraction) 1,492 3.5 3.8
Production & distribution of electricity, gas & water 172 -1.0 0.4
Construction 3,333 8.8 8.4
Services 34,498 1.4 87.0
Commerce & motor vehicle repairs (etc.) 8,944 1.1 22.6
Hotels & catering 5,111 0.4 12.9
Financial system 1,777 -5.1 4.5
Public administration, defence & mandatory social security 4,452 0.2 11.2
Others 14,215 3.4 35.8
Total 39,655 21 100.0

Source: CASS (Andorran Social Security System) / Department of Statistics.

Table 4.2



JOB SEEKERS AND JOBS OFFERED

2018). This is the sector that created most jobs in absolute terms in 2019 but, in relative terms, its
percentage of total employment fell half a point to 87%. Industry and agriculture stayed at 4.2%
and 0.4%, respectively, and the only large sector that increased its percentage was construction,
reaching 8.4%, with two years of growth after hitting a low in 2017.

Within tertiary activities, commerce and motor Within services, the importance Of

vehicle repairs is still the most important service real estate acﬁviﬁes, rentals and

subsector, with 22.6% of total employees in . .
business services grows.

Andorra, although it continues to lose ground
compared with the previous year and recorded
the lowest level in the available historical series. In contrast, real estate activities, rentals and
business services continue to gain (14.4% of total employees), strengthening their second place
in the ranks. Next are hotels and catering with 12.9% of employees, and Public administration,
defence & mandatory social security (11.2%), two activities whose percentages fell slightly in
2019. The financial sector also lost importance, for the fourth consecutive year, to represent 4.5%
of employees, the lowest level in the last eight years.

By gender, the increase in employment in 2019 was higher in the case of men (2.4%) than women
(1.7%), following the same pattern as the last two years. 51.1% of employees are men and 48.9%
are women. Compared with 2018, the gap between the genders widened.

A turning point occurred in the Despite the increase in employment in 2019,
iob seeker trend the number of job seekers saw a turning point,
J : with an increase of 10.2% to 424. This increase

contrasts with the falls seen in the last five
years and warns of a less favourable climate in the labour market than in previous years. In parallel,
the number of job seekers continued to rise but at a much slower rate than in the previous two
years (10.3%), still a positive sign for workers regarding the trend in the labour market and the
possibilities of improving their professional situation.

In contrast to the above-mentioned data, the number of jobs offered at the Job Service fell
for the second consecutive year, by 6.5% in 2019, to 935. This trend seems to indicate a
slowdown in businesses’ recruitment plans, in line with a more advanced phase of the cycle
of expansion. Accordingly, the ratio of applicants per offer increased, but is still less than 1, a
level that indicates a fairly tight labour market
and the existence of discrepancies between
the characteristics of the unemployed and
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800 -
600 |
400

200 -

Chart 4.10

businesses’ requirements.

The numbers on unemployment
benefits rise.

The rise in unemployment seen in 2019 led to
an increase in the numbers on unemployment
benefits, from 14 to 20, breaking six years of
steep decline. So, the coverage rate for job

2007
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2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

seekers increased one point to 4.6%, after
reaching the lowest level in 2018 since benefits
® Job seekers ® Jobs offered were introduced in 2009. In any case, the

Source: Department of Labour / Department of Statistics.

coverage rate is still very low compared with
neighbouring European countries.

-
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JOB SEEKERS BY EMPLOYMENT
SITUATION. 2019 - % of total

Chart 4.11

Unemployed more Retired and
than 12 months 7. 8% Iooklng forwork 1.0%

Unemployed No previous job 4.6%

6-12months  1.1%
Has worked
before 0.7%

Unemployed less
than 6 months  84.8%

Source: Department of Labour / Department of Statistics.

Most job seekers (84.8%) have been
unemployed for less than six months.

By age, the trend in 2019 was marked by rising
unemployment in all age brackets except the 26-
39 bracket. The youngest age group (up to 17)
and the oldest (60 and above) saw the greatest
increase in job seekers compared with 2018. In
2019, those in these age brackets represented
5.3% and 12.4% of the total, respectively. In any
case, most job seekers are concentrated in the
40-59 age bracket (41.7% of the total), followed
by those aged 18-25 (21.4% of the total).

Another notable characteristic of job seekers
in Andorra is that the majority, 84.8%, have
been unemployed for less than six months.
For its part, the percentage of structural
unemployment (unemployed for over a year)
stands at low levels (7.8%), although, according
to the Workforce Survey, the percentage of
structural unemployment in 2019 was slightly
higher, close to 10%.

Finally, the distribution of job seekers by
nationalities shows a generally rising trend. The

increase was greater in Andorrans (13.9%) than foreigners (7.4%). Among the latter, the increase was

mainly concentrated among the Spanish (10.9%), who remain the most numerous group of foreign

job seekers (137).

According to the 2019 data, the percentage of foreigners among total job seekers has continued

to shrink to 55.1%, the lowest level in the available historical series (since 2007). This percentage is

very similar to that of the whole estimated population of working age (55.5%). In fact, according to

the Workforce Survey, the unemployment rates for Andorrans and foreigners are practically equal,

2% and 2.1% respectively. Note, however, that this situation involves significant differences in the

inactivity rates between both groups. Specifically, the inactivity rate of Andorrans (26.9%) is more

than double that of foreigners (11.5%). This can be explained by the fact that part of the foreign

population returns to their home country when their work in Andorra ends or they reach retirement.

3. Education

In the 2018-2019 academic year, the student
population in Andorra, including the school,
university and non-university population abroad,
was 12,391, 3.2% less than the previous year
when it reached a historic level. Almost the
whole of this decline can be explained by the
decrease in the university population (-24.8%)
- including students in higher vocational
education - after three years of rises. Now,
it should be said that this downturn does not
necessarily reflect the true situation, as there
were technical problems that altered the data
collection system. This means that conclusions

STUDENT POPULATION BY EDUCATIONAL
LEVELS. 2019 - As a percentage of the total

Chart 4.12

Non-university

University 9.5% i ——

1.6%

School 88.9%

Source: Ministry of Education and Higher Education / Institute of Andorran Studies.




cannot be drawn by historical comparison. In the last year there was also a small fall in the school
population (-0.3%). In contrast, the number of non-university students abroad increased 3.6%,
breaking three consecutive years of major falls.

From a geographical point of view, 92.3% of the total student population studies in Andorra and
the rest abroad (7.7%), and university students

are the largest population group pursuing any 7.7% Of the student population in

kind of studies outside Andorra. Andorrans who .
. o ) Andorra studies abroad.
study in other countries still do so mostly in

Spain (5.9% of the total student population),
although this destination has lost importance compared with times past. The percentage of
France is limited to 1.4% and the others (41 students) are divided between other countries.

3.1. School population

In the 2018-2019 academic year, there were 11,012 students at school level, 30 less than the
previous year, putting the schooling rate - calculated as the proportion of the school population
in the global population at this level - at 51.2%.

By levels, kindergarten and primary and secondary education concentrate 85.9% of school
students. The other 14.1% relates to students of baccalaureate and vocational training. The
trend in the last year was again marked by the
reduction in kindergarten students (-3.7%).

ANDORRAN SCHOOL POPULATION BY
TYPE OF EDUCATION - As % of total

This is the fifth consecutive reduction, a trend

related to the decline in births in recent years.
The number of students in primary education m
also fell slightly, while the trend in the higher

levels of secondary education and baccalaureate Andorran 8.3%
French 39.2%

rose. As for the group of students in vocational
training, there was a fall of 2% in 2018-
2019, breaking the upward trend over five
consecutive years.

The numbers of students in kindergarten
fall for the fifth consecutive year, due to
the decline in births in recent years. spanish 52.6%

Chart 4.13

STUDENT POPULATION BY LEVELS : Andorran 41.1%
[0} __
g English 0.4%

% variation %
1819/1718  2018-2019

Kindergarten 2,123 -3.7 19.3

Primary education 4,322 -0.1 39.2

Secondary education 3,016 1.0 27.4

Baccalaureate 1,073 3.2 9.7

Vocational training 478 -20 4.3 French 32.5%

Total 11,012 -0.3 100.0 Spanish 26.0%

Source: Ministry of Education and Higher Education. Source: Ministry of Education and Higher Education.
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The trend continues fOf the Andorran By type of education, the Andorran educational
educational system to ga'-n students at system has continued to gain ground, increasing

. the number of students by 1.1% and raising
the expense Of the SpdﬂlSh SYStem' its percentage of the total student population

to 41.1%, a new historic high. In contrast, the
number of students in the Spanish educational system fell 3.4%, a trend that continues the
progressive loss of importance of this system since the early 1990s. So, the Spanish educational
system’s share of the total fell nearly one point to 26%, establishing a new historic low and
contrasting with the 52.6% it represented in 1991. For their part, the number of students in
the French educational system fell slightly (-0.6%), so its share of the total school population fell
one tenth to 32.5%, continuing to widen the gap with the Spanish educational system. Finally,
note that in the 2018-2019 academic year, a new English school started to operate (The British
College), with 41 students representing 0.4% of the total school population.

3.2. University population

In the 2018-2019 academic year, the university Spain concentrates 52% ofAndorran

opulation of Andorra was 1,180 students, . .
poPHIATe! ‘ university students and Andorra 36%.
representing a reduction of 24.8%. However,

this comparison is not uniform as certain
technical problems prevented the updating

of data in line with previous years. All in UNIVERSITY POPULATION BY
all, this limits the possibilities of analysing COUNTRY OF STUDY

developments in the last year.

Chart 4.14

1,800
By gender, women are the majority, representing 1,600
54.2% of the total university population, 1,400
contrasting with their lower percentage of 1,200
the population in comparison with men. By 4499
country of study, Spain is the top destination

for Andorran university students, with 51.9%, :ZZ
far ahead of the second, Andorra (36.3% of 200
the total). France receives 10.6% of Andorran
university students and the 1.2% of Others (14 20
students) are divided between other countries 0 10-11 11-12 12-13 13-14 14-15 15-16 16-17 17-18 18-19
(United Kingdom, Portugal, Argentina, Canada,
Denmark, Netherlands, USA and Iceland). ® Andorra ®Spain ®@France @ Others

Note: The 2018-2019 data does not wholly match the previous series
Finally, the distribution by fields of study shows due to technical changes in the data collection process.
that the field with most Andorran university Source: Institute of Andorran Studies.

students is still social sciences, business studies

and law, with 43.5% of total university students.

Next are health sciences and social services (15.7%); engineering, industry and construction
(15.0%), and arts & humanities (9.3%). With a lower percentage are education, science and
services, and agriculture comes last with just 6 students.




V Activity and demand

1. Developments in economic activity in 2019

2019 was characterised by continued expansion in the Andorran economy, which had been
growing for six years, with a slow rise in GDP, slightly higher than in 2018. This trend continued
to benefit from the European and international context in 2019, in which neighbouring Spain
was a notably positive influence. By sectors, services and construction again formed the pillars
of Andorran economic growth in 2019. Meanwhile, industry showed limited improvement and
the results of the primary sector deteriorated.

The good performance of the Andorran economy in 2019 was also reflected in the positive trend
in many indicators of activity and demand, although in some cases, these already showed signs
of depletion of a positive cycle that, with the supply and demand shock caused by the Covid-19
pandemic, ended definitively at the beginning of 2020. Growth in the number of employees
and total employment was notable but was

less than in 2018 and matched by an increase In 201 9’ the expansion Of the
in unemployment and job seekers. The rate of Andorran economy continued but

import growth, industrial vehicle registrations, . .
there were signs of depletion.

and Government operating costs and real

SUMMARY OF INDICATORS OF ACTIVITY AND DEMAND (interannual variation rates, %)

2018 2019

Activity
Establishments (1) 3.8 4.3
Employment 4.2 1.2
Employees 3.0 2.1
Industry 0.8 3.0
Construction 6.5 8.8
Services 2.9 14
Unemployment -12.9 7.1
Job seekers -0.9 10.2
Number of visitors 2.2 -1.1
Electricity consumption (2) -3.0 -7.4
Imports 4.7 0.7
Demand
Average wage 2.6 0.7
Car registrations 2.1 -4.5
Industrial vehicle registrations 19.1 4.8
Imports of capital goods (3) 2.2 0.3
Imports of building materials (4 70.9 -16.0
Credit from banking entities (5) -1.2 3.1
Government operating expenses (6) 5.1 1.2
Government real investment (6) 21.3 15.5

(1) Establishments registered with the Registry of Commerce and Industry that carry out a commercial, industrial or service activity.
(2) Except domestic use, public lighting and other distributors.

(3) Includes chapters 84 and 85 under the Andorran Customs classification.

(4) Includes chapters 25, 68, 72 and 73 under the Andorran Customs classification.

(5) Gross lending to customers.

(6) Settled figures, includes Central and Comu governments.

Source: own preparation, according to data provided by the Department of Statistics, Central and Comu governments, CASS, FEDA and Andorran Banking.

Table 5.1

®
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investment also slowed. Moreover, there were falls in some major indicators, such as the number

of visitors, energy consumption, car registrations and imports of building materials, alerting to

the risk of a loss of momentum in the economy. Only growth in bank lending and numbers of

establishments escaped the deterioration,
improving on developments in 2018.

The economic growth recorded in 2019 led to a
positive trend in the Andorran labour market, if
less dynamic than in 2018. So, total employment
increased 1.2%, compared with 4.2% in 2018,
according to the Workforce Survey data. The
group of employees also saw slower growth,
from 3% to 2.1%, accompanied by an upward
veer in unemployment and job seekers. This
weakening of the labour market, together
with contained wage growth, presents less
favourable conditions for Andorran residents’
consumption compared with one year earlier,
contrasting with growth in bank lending which
bolstered demand.

As a whole, Andorra recorded GDP growth of
1.8% in real terms in 2019, two tenths more
than the previous year, according to the advance
figures published by the Government. Note that

TREND IN GDP IN ANDORRA

Interannual variation rate (%)
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Source: Department of Statistics.

In 2019, Andorran GDP grew 1.8%,
two tenths more than in 2018.

the financial sector continued to limit the aggregate economic results, so if we exclude this branch

from the overall trend, the real rate of economic growth (non-financial GVA) was much higher (3.6%).

NOMINAL AND REAL GDP - Thousands of euros (base year 2010)
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Source: Ministry of Finance / Department of Statistics.

The trend in GDP by quarters shows that the
economy has improved, with a growth rate in
the first quarter of 1.7%, accelerating in the
second and third quarters to end the year with

Real GDP is still 10% lower than the
maximum reached in 2007.

a year-on-year rate of 2%. In nominal terms, the rise in GDP over the year was 3.4%, also higher
than in 2018 (2.6%). As a result, total nominal GDP in 2019 reached the figure of 2,817.52 million
euros, the highest value since 2007, although in real terms the current GDP value (2,670.10
million euros, base year 2010) is still 10% lower than the maximum, also reached in 2007.

Chart 5.1

Chart 5.2
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2. Developments in activity by sector

As in 2018, the drivers of Andorran economic growth in 2019 were the services and construction
sectors. Remember that services represent about 87% of GVA, so their results are decisive in
explaining the trend in the Andorran economy. In the case of construction, the fact that 2019
saw the highest rate of growth is notable,

fO”OWiI’]g the pattern of 2018, although its Services and Construcﬁon were
lower importance means that this sector’s aga’-n the pillars ofeconomic growth
in Andorra in 2019.

relative contribution to total growth was much
more limited than that of services. In the case
of industry, the GDP data reflect accelerating
growth in the sector in 2019, but, on considering the results of our surveys, the trend appears
less positive, although it did improve substantially in the second half of the year. To complete the
sectoral picture, agriculture was the only sector to see a downturn in GVA in 2019, although the
impact on aggregate GDP is minimal because its percentage of the economy is small.

Specifically, real GVA growth in the construction sector was 8.6%, a fairly high rate, if lower than
the rate in 2018 (13.8%), revised upwards from the advance figures published in 2019. So, the
sector has accumulated four years of expansion and increased its percentage of total GVA to
7.3%, still far from its maximum just before the crisis (13% in 2006).

The Andorran economy: general developments | V. Activity and demand
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TREND IN GVA BY SECTOR

Interannual variation rate in real terms (%)

Chart 5.5
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Source: Department of Statistics.

Other indicators of activity in the sector confirm
that construction was dynamic in 2019. It is true
that it has lost momentum since 2018, which is
also logical as activity approaches more normal
levels. Specifically, authorised square metres
increased 44.4%, despite the number of
authorised projects falling 27.9%. The increase
in public investment was also a boost for
the sector (15.5%). Altogether, this favoured
significant job creation in construction over
the year (8.8%), in a context of near stability
in the number of establishments. In contrast,
imports of building materials fell (-16%) and
also the number of property transactions
(-13%), contrasting with the significant increases
in 2018. However, the prices of apartments
continued to rise.

Along the same line, the results of our surveys corroborate the good performance of activity

in the construction sector, with a fairly optimistic evaluation of the business situation, bolstered

by the dynamic segment of housing and public investment. Moreover, businesses declared

that the volume of executed works continued
to recover, if at a slower rate, and at the
same time, the volume of contracted works
also continued to show a positive dynamic,
gradually reaching more acceptable levels after
minimal figures in recent years. Likewise, a new
increase in sales figures was recorded (4.9%)
that easily outperforms the other sectors and
investment (3.8%).

As for industry and manufacturing, the trend
in 2019 was more favourable than in 2018,
if we consider the real GVA data that show a
3.4% increase, higher than the 2% in 2018.
Remember that industrial activity consists, on
the one hand, of basic industry, particularly
energy production and distribution, and on the
other hand, manufacturing, which is the most
important - 73% of GVA from industrial activities.
All'in all, industry represents 5.6% of total GVA,
so its performance has a limited impact on the
economy as a whole.

The industrial sector raised
GVA and employment.

Construction was dynamic in 2019,
driven by the segment of housing

and public investment.

TREND IN BUSINESS ACTIVITY 2
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The improvement in industrial and manufacturing activity resulted in a 3% increase in the number

of employees in the sector, and the number of establishments rose 3.5%. However, businesses’

replies to our surveys do not portray such a favourable climate. Specifically, the indicator for

confidence on annual average entered negative territory, which had not happened since 2016,




and opinions about business progress were less
positive than one year earlier. Moreover, the
level of capacity utilisation fell and evaluations
of production levels worsened in comparison
with 2018. Within this context, industrial
businesses signalled a reduction in turnover
(-0.5%) and a slowdown in the investment
rate (1.6%).

BUSINESSES’ OPINIONS ABOUT

ECONOMIC DEVELOPMENTS IN 2019

Results of the situation survey in industry

2019 COMPARED WITH 2018 (as % of businesses)

Table 5.2

Turnover Higher 24
Same 48
As for services, the overall trend in 2019 was LR S 2
o ) i Average variation (%) -0.5
positive, with real GVA growth of 1.9%, six
tenths higher than in the previous year. Within Volume of investment Higher 15
. . . S 77
this scenario, the sector continued to create Lame
ower 8
employment, with a 1.4% increase in the Average variation (%) 1.6
mber of empl Ith h gr h
number o ei ployees, althoug govflt was Number of employees More 21
slower than in 2018 (2.9%) considering that Sarmie 69
the number of establishments increased 4.7%. Less 10

The breakdown by subsectors shows that

Results of situation survey in construction

growth in tertiary activities was generalised.
2019 COMPARED WITH 2018 (as % of businesses)

Specifically, the subsector of financial, real

estate, professional and technical activities Turnover Higher 49

grew most (2%), after two years of declining Same 36

R . Lower 15

GVA. Remember that this branch of services e 49
is the most important in the economy, ‘ .

representing 34% of total GVA. M@= ?;i:’:r gg

Lower 8

. . A iation (% 3.8

Andorran banking picked up NERECaNEHON: &)

,’n 201 9 Number of employees More 36

Same 64

Less 0

As for the banking sector, the trend in 2019 was

favourable, with increases in gross Iending to Source: Chamber of Commerce, Industry and Services of Andorra.
clients (3.1%) and deposits (7.1%), interrupting

the downward trend of the last few years and

allowing profits to rise for the first time in six years, at a rate of 12.4%. Despite this remarkable
recovery in banking activity, employment in the whole financial and insurance sector recorded a
significant downturn (-5.1%), a sign of the efforts in the sector to improve efficiency by reducing
costs. Allin all, this enabled a four-tenths rise in return on equity (ROE) in the banking sector, to

7.7% in 2019.

For their part, commerce, hotels and catering, transport, information and communications, which
also make a major contribution to Andorran GVA (31%), grew 1.9%, a similar rate to 2018 (1.8%).
This favourable trend was possible even after numbers of visitors fell by 1.1% and the main stimuli
for residents’ consumption slowed (employment and wages).

In fact, in the particular case of the tourism sector, there are some connected indicators that
reflect a loss of momentum in activity compared with 2018, such as the falling total number of
overnight stays, contrasting with the increase in the previous year; the downturn in numbers
of accommodations and beds, and the lower rate of job creation in hotels and catering. Now,
our surveys still provide a favourable view of the hotel sector in 2019, bolstered by the positive
behaviour of entries of tourists, with a similar global assessment of business activity to 2018.

.
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BUSINESSES’ OPINIONS OF ECONOMIC DEVELOPMENTS IN 2019

Table 5.3

Results of the situation survey in retail commerce

2019 COMPARED WITH 2018 Total retail Clothing & Household Health & Vehicles & Other  Superm. &
(as % of businesses) commerce Food footwear equipment hygiene Electronics accessories commerce dept. stores
Sales figures Higher 33 35 26 36 44 50 21 32 25
Same 35 32 32 49 32 31 34 35 13
Lower 32 32 42 15 24 19 45 68 63
Average variation (%) -0.7 -0.5 -2.9 4.4 1.9 7.6 0.3 -5.6 -4.0
Volume of Higher 32 22 28 24 54 35 31 33 43
investment Same 62 72 69 71 46 59 62 58 43
Lower &) 6 3 5 0 [¢) 7 9 14
Average variation (%) 5.7 34 2.2 1.2 15.2 21.3 5.3 3.6 4.0
Number of More 19 17 16 28 27 22 14 13 17
employees Same 73 72 74 67 65 72 86 74 67
Less 9 11 10 5 8 6 0 13 17

Source: Chamber of Commerce, Industry and Services of Andorra.

The positive trend in entries of tourists

boosted activity in the hotel sector.

Specifically, hotels pointed to a year-on-year
increase in turnover of 1.6% on average -
compared with the downturn of 2.2% in 2018,
and chose to make a significant investment
effort (8.3%). However, they also indicated
falling occupancy at the level of reservations
and prices.

In parallel, commerce saw slight signs of
improvement compared with the previous
year, with accelerated growth in the number
of establishments and employees, although
levels of activity were still low. This slight
recovery is also reflected in our surveys which
showed improved business activity in 2019, a
smaller drop in sales (-0.7%) and accelerated
investment (5.7%).

To end this sectoral analysis, note that in 2019,
the primary sector saw contraction in real GVA
for the second consecutive year, close to 2%,
although its low percentage of the economy
(0.6%) meant that the impact on total GDP was
insignificant. This decline was accompanied by
a steeper decrease in numbers of employees

BUSINESSES’ OPINIONS OF ECONOMIC
DEVELOPMENTS IN 2019

Results of the situation survey in hotel sector

2019 COMPARED WITH 2018 (as % of businesses)

Table 5.4

Turnover

Volume of investment

Number of employees

Source of clients per
sales channel (as %)

Higher 42
Same 42
Lower 16
Average variation (%) 1.6
Higher 52
Same 41
Lower 7
Average variation (%) 8.3
More 19
Same 79
Less 2
Direct client / own web 18.6
Internet / booking sites 51.7
TO & travel agencies 25.8
Others 3.8
2.7

Average stay of clients (nights)

Source: Chamber of Commerce, Industry and Services of Andorra.

Commerce saw slight signs of
improvement compared with 2018.

(-2.6%) and utilised agricultural area (-1.6%). Moreover, the numbers of livestock fell and the

number of establishments stagnated. As for the tobacco harvest, this year was exceptional as,

due to the situation caused by Covid-19 and the impossibility of physically exporting the tobacco,




the whole harvest was destroyed this year, so no data are available for 2019 - relating to kg
before and after regularisation (actual kg produced / kg adjusted to agreed quotas). Moreover, a
single sales price was agreed for the tobacco, irrespective of the quality of the leaves harvested
last year.

3. Developments in demand by components

As for demand, the available indicators point to a slight slowdown in the positive trend in domestic
demand in 2019. Among the factors that boosted residents’ private consumption are notably the
increases in population, employment and wages, although the last two were smaller than in 2018.
A symptom of falling demand is that car registrations saw a decline for the first time in seven
years, by 4.5%, in a context of fewer grants from the Engega programme that offers incentives to
buy eco-friendly vehicles.

As for investment, a gentle slowdown can also Domestic demand slowed slightly
be seen when we consider the decelerating in2019

growth in some indicators, such as lorry and

van registrations (4.8%) or imports of capital

goods (0.3%). However, our surveys for 2019 still reflect positive behaviour in investment in all
the main sectors of the economy, in a context of favourable financial and economic conditions
and increased lending, where industry is the only sector in which investment growth slowed.

As for the public sector, the contribution to activity in 2019 was positive for yet another year,
although less so than in the previous year, in a context of healthy budgeting that allowed for a
gentle increase in expenditure by both the central and Comu governments. The public sector’s
actions resulted in modest growth of operating costs (1.2%) and a notable increase in real
investment (15.5%), although in both cases these were lower than in 2018. In parallel, the fiscal
burden fell two tenths to 25%, after reaching a historic high in 2018 (25.2%). As a result, the
central Government recorded a small budget surplus of 0.1% of GDP, compared with the deficit
of 0.1% at the end of 2018, whereas the surplus of the Comu governments shrank three tenths
to 0.6%. All in all, this meant a slowdown in GVA growth in the subsector Public administrations,
education, health, social and personal services, from 3.6% in 2018 to 1.6% in 2019.

In 2019, imports slowed substantially TRENDS IN INVESTMENT BY SECTORS

-

Chart 5.7

to record meagre grOWth Of 0.7%. Interannual variation rate (%)
Finally, the analysis of indicators of the foreign 15 4
sector show that in 2019, growth in imports 10
slowed substantially to a meagre 0.7% year Z
on year, compared with 4.7% in the previous 5 |
year. If fuels are excluded, the picture hardly -10 4
changes, as the increase in imports is still e
limited (1%). Among the factors that might ;2
explain this slowdown are falling numbers of 30 |
visitors, lower growth in vehicle registrations B e e m e e e e e e e o
and the weakness seen in some branches of § § § § § § £83g8g5g8g83¢gs8

commerce. Equally, growth in exports slowed

to 1.4%, the lowest in the past five years, in ® Industry ® Construction ® Commerce @ Hotel sector

keepmg with fallmg demand from nelghbourlng Source: Chamber of Commerce, Industry and Services of Andorra.

countries and the curb on world trade caused
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by the trade wars over the year. Considering that the volume of exports is much lower than
imports, this higher growth in imports was not enough to reduce the trade deficit, which increased
for the fourth consecutive year (0.6%). Therefore, in 2019, the traditionally negative contribution
from the trade balance to national GDP increased, correlated to the still favourable economic
situation in 2019.

However, the most important contribution from the foreign sector to the Andorran economy
is from income from tourism services - the most important national source of revenue - which
continued to rise, if at a slower rate. In this respect, the moderately positive behaviour of the
neighbouring economies, Spain and France, the source of most visitors to Andorra, is a crucial
factor in explaining the trend in the Andorran foreign sector.

. Prospects

The economic prospects for 2020 were wholly influenced by the spreading Covid-19 pandemic
that has affected the whole world. Its major impact on public health led the Andorran
Government, in line with neighbouring European countries, to adopt various measures from 11
March to deal with the pandemic and protect the health of our citizens, such as the lockdown,
restrictions on movement, closure of schools and other establishments, and limits on capacities
and gatherings, among others, to stop the spread of disease. Note that the movement of vehicles
at Andorra’s borders in April 2020 fell 91.8% compared with April 2019. Similar measures were
taken in many countries around the world, with major negative effects on global GDP this
year, leading the IMF to predict that this will be the worst global recession since the Great
Depression of the 1930s.

The GDP data for the first quarter of 2020

QUARTERLY TREND IN GDP AND % already highlight the major negative impact

NON-FINANCIAL GVA IN REAL TERMS ‘g of this scenario on the Andorran economy.

Interannual variation rate (%) Specifically, GDP saw a year-on-year downturn
of nearly 3.5% in real terms (according to the

8 first published estimate, still under review), a

6 rate of decline that had not been seen since

4 2012-2013, at the depths of the previous

24 economic crisis.

0

2] /

. \ Andorran GDP saw a year-on-year

6 downturn of 3.5% in the first

-8 o‘ T \H \N‘ T ‘m \v \m ‘\o \’\ T \d" T \0 ‘o quarter Of 2020.
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® GDP ® Non-financial GVA By sectors, the most affected are services (-3.7%)

and construction (-4.1%), which are also the most

Source: Department of Statistics.

important for the economy. In contrast, industry
and agriculture have still managed to avoid the
decline. Within services, the subsector Commerce, hotels and catering, transport, information
and communications shows the greatest fall in GVA (-4.9%) since these activities were most
affected by lockdown and restrictions on international movement. The decline was also steep in
the branch Financial, real estate, professional and technical services (-4.3%) and a little gentler in
the subsector Public administrations, education, health, social and personal services, due to the
continuing importance of the health sector during this pandemic and the intense activity by the
public sector to deal with the major impact of this crisis.




The downturn in Andorran economic activity is

QUARTERLY TREND IN ANDORRAN a also evident in the trend in the main indicators
GVA BY SECTORS E of activity available for the first few months of
Interannual variation rate (%) = 2020. In particular, the number of visitors saw
12 a cumulative year-on-year decline in the first
10 4 95 five months of the year of 44.2%, electricity

consumption fell 12.4% year on year over the
same period, and imports - excluding works
of art, collectables or antiques, which saw an
unusual increase in June - fell 25.9% in the
first half of the year. Of note are the falls of

24 about 30% in imports of building materials
4431 byl 37 (in value) and fuels (in litres). In this context,
-6 . . . .

Agriculture Industry Construction Services the labour market also detenorated, but

© Q12019 ~ Q22019 ® Q32019 ® Q42019 @Ql 2020 more conservatively, thanks to the measures

decreed by the Government to suspend

Source: Department of Statistics. .
employment contracts or reduce working

hours, which businesses were able to take up.
So, the number of employees fell 1.2% until April, mostly in the service sector, and the number of
job seekers more than doubled in the first half.

In the future, the trend in the Andorran economy In 2020’ Andorra will see a major
will continue to be influenced by the impact decline in GDP, inﬂuenced by the
of the pandemic on the world economy and . . .

especially on neighbouring European countries. ,mpaCt Of the Covid-19 pandem'c on @
In this respect, it is notable that Spain and neighbouring economies.

France are among the countries for which the

forecasts are most negative this year (the IMF has predicted GDP falls of more than -12%),
considering the importance of tourism to their respective economies, among other aspects.
Andorra shares this characteristic, although the forecasts indicate that long-distance tourism will
be much more affected than nearby tourism, which could play in Andorra’s favour as it is a nearby
destination for the Spanish and French tourist markets, is largely aimed at outdoor activities and
not massified. All in all, this all implies that the Andorran economy will see a major decline in GDP
in 2020, the scale of which is, as yet, difficult to determine.

Primarily, the duration of the crisis will depend, on the one hand, on the ability of all countries to
keep outbreaks under control and gradually reverse the measures limiting people’s movement and,
on the other hand, on how long ongoing research will take to discover an effective vaccine against
the Covid-19 virus. In this context, the role of states and coordination in adopting measures to
support the economy at European level will be crucial to mitigating the effects of the crisis and
avoiding major destruction of the business network and jobs.

However, Andorra alone has limited economic capacity to adopt measures to boost the economy,
due to its small size and the fact that it does not have access to finance from international bodies
such as the ECB or IMF. In this respect, remember that on 3 January 2020, the Government began
the formal process of joining the International Monetary Fund, opening a period of negotiation
that is expected to lead to Andorra’s entry into the institution.

In conclusion, the cycle of expansion seen by the Andorran economy in the last six years ended
suddenly in 2020 due to the Covid-19 pandemic, plunging the economy into an economic crisis
in synchrony with the rest of the European economy, from which Andorra will struggle to emerge
without the foreign impetus. There is hope of emerging from the crisis in 2021, boosted by the
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Box 5.1

MAIN GOVERNMENT MEASURES TO MITIGATE THE IMPACTS OF COVID-19

The severity of the Covid-19 pandemic made it
necessary to adopt special measures, to mitigate the
major impact on the Andorran economy insofar as
possible, to preserve as many jobs as possible, and
to protect the production network and the self-
employed. The package approved by the Government
includes measures on employment, social security,
rentals, tax and bank loans, aimed at helping individuals
and entities affected by the Covid-19 crisis. Among
the measures adopted are notably:

For the employed:

— Wage compensation in the event of temporary
suspension of work contracts or reduction of working
hours and for childcare.

— Wage cover for leave related to Covid-19 and
the option of recovery of private pensions plans
(measures also applicable to the self-employed).

— Possibility of requesting a 20% reduction on housing
rent (measure also applicable to the self-employed).

— Possibility of obtaining a mortgage holiday or personal
loan holiday for own vehicle or deferral of loan payments
(measures also applicable to the self-employed).

For the self-employed and businesses:

— Compensation in the case of suspension or
reduction of activity, such as reductions or suspensions
of contributions and the right to receive a monthly
allowance (for the self-employed).

— Reductions in lease payments on commercial
premises.

— Suspension, deferral and payment by instalments
of taxes, rates, tax debts and penalties.

— Special soft loan schemes at 0% interest, guaranteed
by the Government for companies and businesses
(for a total of 230 million euros) to refinance loans and
pay operating costs.

— Deferrals, payment by instalments and discounts on
services (Andorra Telecom, FEDA and private suppliers).

monetary and fiscal stimulus measures being adopted by governments on a global and European
scale, but with increases in GDP that will only partly reverse the falls of this year.

The official forecasts from the Andorran Department of Statistics for the period 2020-2021,
published mid-July, point in this direction, with two possible scenarios: one more optimistic, only
involving the wave of Covid-19 over the past few months, and a more pessimistic scenario that
includes a second wave of Covid-19 at the end of 2020. In any case, a full recovery to pre-crisis
levels will drag on beyond 2021 and depends on the world managing to control the pandemic and
reversing the measures that limit capacities and movement.

SUMMARY OF FORECASTS FOR THE ANDORRAN ECONOMY 2020-2021

Interannual variation rate (%)

GDP GVA TOTAL NUMBER OF INTERNATIONAL GOODS CONSUMER
WAGEBILL] EMPLOYEES TRADE (NOMINAL) PRICE INDEX

Year Nominal Real Nominal Real Nominal Imports Exports

2020 Scenariol | -10.3 -11.1 || -10.5 -11.3 -11.4 =89 -8.8 =859 -0.2
Scenario2 | -14.1 -148 || -143 -15.0 = = -10.2 -37.0 -0.2

2021 Scenario 1 8.0 7.7 8.0 7.6 7.7 0.4 5.9 23.8 0.1
Scenario 2 5.0 4.9 4.9 4.8 = = 3.1 27.2 -0.3

The Andorran economy: general developments | V. Activity and demand

Source: Department of Statistics.

Table 5.5
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Meanwhile, the Andorran and European economies are under the effects of anaesthesia from
the temporary measures supporting demand and activity that have been adopted to date, such
as moratoriums, soft loans or furloughs, with effects that will only gradually disappear. Then it
will be possible to see what remains of the business network after the major economic shock of
the Covid-19 virus and, consequently, the capacity for recovering pre-pandemic levels of activity.

Prices and costs

. Consumer prices

In 2019, consumer prices in Andorra generally Andorra ended 2019 with ,‘nﬂaﬁon

displayed the slow growth that was seen in at 1%’ lower than that Of the

2018, so the inflation rate remained below the hol
Eurozone average for almost the whole year. Eurozone as a whole.

The year began with small price rises (0.2-0.3%), which accelerated to reach a maximum of 1.3%
in April-May. Then the inflation rate tended to fall until November, broken by an upturn in the last
month of the year to 1% year-on-year, two tenths more than in December 2018. As a result, the
price trend in Andorra was more contained than in France and the whole of the Eurozone (1.6%
and 1.3% harmonised inflation at the end of the year, respectively), but slightly exceeded Spain
(0.8%), the source of most consumer goods.

ANDORRAN CONSUMER PRICE INDEX - Interannual variation rate (%)
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Source: Department of Statistics.

The highest price rises were in the components of alcoholic beverages and tobacco (2.6%),
housing (2%) and education (2%). These are closely followed by the components of hotels and
catering, miscellaneous goods and services, and clothing and footwear. At the other extreme
were interannual price falls in the components of leisure, events and culture, transport and
communications.

Of note in the special groups are the price increases in fresh produce (3.8%) and oil products (2.6%).
Prices of services also rose by more than the average (1.5%). In parallel, underlying inflation - which

Chart 6.1
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The most inflationary component

in 2019 was alcoholic beverages
and tobacco.

excludes energy and food, and measures the
trend in core prices - accelerated three tenths
to 0.7%, at which it ended 2019. However, it
remains below general inflation for the fourth
consecutive year, proof of the lack of background
inflationary pressures in the economy.

Compared internationally, underlying inflation
in Andorra in 2019 was also lower than in Spain
(1.1%), France (1.5%) and the Eurozone as a
whole (1.4%). So, it can be concluded that in
2019, the trend in prices in Andorra was still
very controlled and more moderate than in
neighbouring economies.

. Wages

In 2019, the average wage in Andorra increased
0.7% to reach the figure of €2,147, the highest in
the available historical series (in nominal terms),
according to data from the CASS (Andorran
Social Security System) and the Department
of Statistics. This increase was lower than for
inflation, contrasting with the previous year
when wages grew 2.6%. However, if we analyse
it from a longer historical perspective, it can
be seen that the average cumulative wage in
Andorra since the recovery in the economy
and income began in 2014, was 7.4%, higher
than cumulative inflation over the same period
(3.9%), implying an improvement in purchasing
power of 3.5 points.

The data from the Workforce Survey reflect a
very similar wage dynamic in 2019 to the one
shown by the CASS data, with a 0.8% increase
in the average monthly pay of employees, to
€1,795.58 net, for an average working week of
39.5 hours. According to this source, in 2019
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AVERAGE WAGES AND INFLATION

Interannual variation rate (%)

Chart 6.3
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Source: CASS (Andorran Social Security System) / Department of Statistics.

In 2019, the average wage increased
0.7%, below inflation.

about 45% of employees in the private sector earned more than €2,000, rising to 70% in the

public and semi-public sector. In contrast, this is inverted in the case of the lowest wages (under
€1,209), which are concentrated in the private sector (17% of the total) more than in the public
sector (5.5%). The Survey also reflects that the average wages of the self-employed (€2,609.66)
are much higher than those of employees, which increase with age to reach a maximum in the

45-54 age bracket, whereas they tend to decrease in older ages.




As for the minimum interprofessional wage, this rose 3.2% in 2019, well above the average
wage. As a result, the minimum hourly wage rose to €6.06 per hour (for workers aged 18 or
above), the equivalent of €1,050.40 per month for a 40-hour working week. This trend meets the
commitment to the minimum wage being half of the average wage - as stated, around €2,150 -
following the recommendations of the European Committee on Social Rights. It should be added
that the rise in the Andorran minimum wage occurs in a context where it also rose significantly in
Spain, 22.3% to €900 in 2019, and to €950 from 1 January 2020. This raises the competition in
sourcing workers from the neighbouring country to work in Andorra.

By sectors, the wage trend in 2019 was disparate, with significant increases in some sectors, such
as other social activities and services to the community (3.2%), hotels and catering (2.7%) and
manufacturing industries (2.7%), in contrast

with the falls seen in the financial system Hotels and Catering and commerce raised
6.2%) and t t (-1.2%). | tructi . . . .
(6.2%) and transport (-1.2%). In construction. 1 \\,q 06 ahove inflation, in contrast with

wage growth slowed to 1.9%, after being the h ionin th ial
most dynamic sector in this aspect in 2018. the reduction in the ﬁnanc:a sector.

As for the other sectors, note the increases
in commerce (2.4%), Public administration (2%) and real estate and rental activities (2%), above
general inflation.

The analysis of wage levels shows that in 2019 the gap between sectors narrowed after increasing
a little in 2018. So the highest wage is 3.4 times higher than the lowest wage (3.6 in 2018).
Specifically, the highest remunerations are still found in the financial sector, where wages are 2.2
times higher than the average. This level contrasts with that of domestic work for the community
which - with wages 36% below the average - is the worst paid sector. The second sector in the
wage ranks is production and distribution of electricity, gas and water, with wages 61% higher
than the average, followed by Public administration - 25% higher, and extraterritorial bodies -
with wages 22% higher than the average. Among the sectors with wages below the average are

AVERAGE WAGES BY SECTORS (euros) S
2
©

% var. Average index
19/18 in Andorra = 100

Agriculture, livestock, hunting and forestry 1,598.59 2.4 74.4

Manufacturing industries (including extraction) 2,210.35 2.7 102.9

Production and distribution of electricity, gas and water 3,454.05 2.6 160.9

Construction 2,118.90 1.9 98.7

Commerce and motor vehicle repairs (etc.) 1,859.16 2.4 86.6

Hotels and catering 1,630.22 2.7 75.9

Transport, storage and communications 2,350.91 -1.2 109.5

Financial system 4,705.19 -6.2 219.1

Real estate & rental activities; business services 2,013.18 2.0 93.8

Public administration, defence & compulsory social security 2,676.31 2.0 124.6

Education 2,273.65 0.6 105.9

Health & veterinary activities, social services 2,323.82 1.0 108.2

Other social activities & community services, personal services 1,879.42 3.2 87.5

Households employing domestic staff 1,420.34 1.2 66.1

Extraterritorial bodies 2,624.29 4.7 122.2

Domestic work for the community 1,381.24 0.4 64.3

Average 2,147.23 0.7 100.0 )

Source: CASS (Andorran Social Security System) / Department of Statistics.
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WAGE QUOTIENT MEN/WOMEN BY SECTORS. 2019
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Source: CASS (Andorran Social Security System) / Department of Statistics.

notably construction, a sector that is below the average for the tenth consecutive year, whereas
before the crisis it had traditionally been above, and commerce and hotels and catering, two
sectors that employ a large part of the Andorran population (35.4% of total employees), with
wages 13% and 24% below the average, respectively. Between 2004 and 2014, these two sectors
accumulated a more than 7 points drop in level against the average, but in recent years the gap
has partly closed.

In 201 9’ the gender pay gap To complete the analysis of the trend in wages,

. . note that the wage breakdown by gender shows
narrowed, but is still 27%. s v genders
that the average wage of women, according to

data from the CASS, is still below the average
wage for men (€1,886 vs €2,398), although the gap narrowed 1.4 points to 27.1%. This occurs in
all sectors, with the sole exception of extraterritorial bodies, where women’s wages exceed men'’s,
but this branch has a low impact on employment in Andorra.

The greatest discrepancies are still found in the financial sector, where the average wage for men
is 77% higher than for women, and in health and veterinary activities, where it is 41% higher.
These data reflect that men occupy more high-level jobs in these sectors. In contrast, the smallest
gaps occur in education and households employing domestic staff (with an average wage for men
that is 6%-8% higher than for women).

The gender pay gap is also reflected in the Workforce Survey, according to which women earn on
average €1,676.30 net per month, compared with €1,908.11 net for men, a figure that represents
a 13.8% gap, although this is much lower than shown in the CASS data. One of the main reasons
for these inequalities is that women work part-time more often and in less well paid sectors of
activity than men.

Chart 6.4
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1.

The foreign sector

Foreign trade flows

2019 was marked by slowing growth in imports FOREIGN TRADE

and exports, to very modest variation rates. Interannual variation rate (%)

Specifically, imports of goods to Andorra grew
0.7%, a trend that brought the total value to 20
1,377.9 million euros, and exports grew 1.4%, 15 |
to 113.8 million euros. As a result, the coverage 10 |
rate (exports/imports) rose one tenth to reach
8.3%, the highest level since 2006.

Chart 7.1
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The rate of growth in imports dropped from
4.7% in 2018 to 0.7% in 2019, the smallest
increase since 2015. From a sectoral point of

Source: Department of Tax and Frontiers.

view, the level of concentration in imports remained fairly stable over the last year. The four
largest groups (food, transport material, products of the chemical industries, and machinery and
electrical equipment) accounted for 52.2% of the total, six tenths more than in 2018. However, if
we consider the six largest groups (adding mineral products and textiles), their proportion of the
total remains practically stable at about 68%, highlighting the high level of concentration that still
characterises Andorra’s foreign trade.

25;“ the case Oftimport? i:]jOEQtt';E tre:d “; In 2019, exports saw the highest
naorran exports rose sii u e rate o .
P sty value since 2006.

growth slowed in comparison with the previous

year. The variation in exports was only 1.4%,

less than the 5.7% in 2018, the lowest figure since the recovery began in 2015. Nevertheless, in
absolute terms, the volume of exports is 113.8 million euros, the highest figure since 2006.

Andorran exports are also characterised by a high level of concentration in certain products.
Specifically, the three largest export groups (machinery and electrical equipment, transport
material and optical, photographic and precision apparatus) concentrate practically 62% of total
exports, almost three points less than the previous year but a high percentage and much higher
than in imports.

Andorran exports h:ghly Note that a proportion of the Andorran imports

. are subsequently re-exported. In fact, lookin
concentrated in a few products. duently P &
at the top ten import and export chapters,

there are five matches: “motor vehicles”,

n o N« N«

“perfumery’, “machinery and electrical equipment”, “mechanical apparatus”, “articles of apparel
and clothing accessories, not knitted or crocheted”. This seems to indicate so-called intra-industry
trade or bidirectional trade (one country is both exporter and importer of one type of product), in
which the added value generated in the national economy or opportunism in commercial trading

become essential factors and assets.

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 '

°
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TRADE DEFICIT - Millions of euros
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OPENNESS RATE (%)

In the case of Andorra, this means products that allow commercial trading on an international
scale, with significant differences in value between countries which an intermediary can use to
his advantage, or the creation of activities linked to coupling and the creation of an added value
in Andorra that takes advantage of a market niche.

Both exchange rate trends and changes in international trade regulations are major factors
influencing the re-exportation of products. The euro started to depreciate against the dollar
from April 2018 and continued to do so throughout 2019, creating less favourable conditions for
importing products from countries outside the monetary union for re-export to the Eurozone.
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45% of GDP.

54.3

As for regulation, Andorra is in the process of
negotiating an association agreement with the
EU. The negotiations, which have been delayed
by Brexit, among other aspects, have to allow
for the free circulation of goods in chapters 1 -
23 of the harmonised system while continuing
to exclude tobacco from the customs union

2011 2012 2013 2014 2015 2016 2017 2018 2019

for a transition period of 30 years, to allow for

conversion of the sector. This could open up

Source: Department of Tax and Frontiers and own preparation.

new opportunities for trade between Andorra

and the EU, since the EU has increasingly been
putting legislative obstacles in place in recent years that limited the possibilities of re-exportation
from Andorra.

As the volume of imports is traditionally much larger than exports and, moreover, growth in both
in 2019 was quite low, the Andorran trade deficit increased slightly (0.6%) to reach 1,264 million
euros, the highest figure since 2007, representing 45% of Andorran GDP. This result is due to
the importance of the demand for imported products for consumption (both domestic and for
tourism) and investment, which easily exceeds the value of exports.

In 2019, the trade deficit continued
to expand and already represents

Chart 7.2
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Finally, the trend in trade flows resulted in a reduction of the openness rate of the economy
(expressed as the combined value of exports and imports of goods as a percentage of GDP),
which had not happened since 2015 and can be explained by the fact that foreign trade flows
grew less in 2019 than nominal GDP (3.4%). In 2019, the openness rate stood at 52.9%, more than
one point lower than the 54.3% of the previous year, although it is still the third highest figure in
the last decade.

. Geographical distribution of foreign trade

Imports

In 2019, imports from Europe, the main geographical source of Andorran foreign purchases,
reached 91.9% of the total, close to the highest historical percentage recorded in 2016 (92.1%).
This trend was the result of a 1.0% increase in imports from Europe in 2019, slightly higher than
the global import growth (0.7%).

In 2019 only imports from the The behaviour of imports from other continents
H

European continent arew was negative. Note especially the downturn in
p 3 : purchases from America (-11.8%), although its

proportion of the total is only 1.0%. Imports
from Asia and Africa shrank 2.1% in both cases, but the reduction in imports from Asia is much
more significant, as it represents 6.2% of total Andorran imports. In contrast, imports from Africa
only represent 0.2%.

Within the EU, purchases from Spain, Andorra’s main supplier, increased 1.4%, a smaller increase
than in the previous year (5.0%), but higher than for imports as a whole. For this reason, their
percentage of the total increased half a point to 64.3%. In contrast, the trend in imports from
France was negative (-6.9%) for the third consecutive year. Consequently, their percentage of
the total fell to 12.1%, a historical low and far from the 30% they represented in the 1990s.
Nevertheless, France is still the second largest supplier to Andorra, well above the third and
fourth, Germany and ltaly, each with a proportion of about 4%. In 2019, Germany overtook ltaly
again thanks to the strong increase in purchases from that country (18.4%). Note that in 2019,
Spain was the country that contributed most to import growth (0.9 percentage points), whereas
France made an equivalent negative contribution (-0.9 percentage points).

As for the other EU countries, Andorran imports from the United Kingdom saw a decline of
0.8%, so that country’s proportion fell slightly to 1.5%. Next are the Netherlands with 1.1% of
the total and strong growth in imports in 2019 (22.5%), and Portugal with a proportion of 0.9%
and 1.1% growth.

The other EU countries have a minimal proportion of less than 1%, so their contribution to total
growth is insignificant. Outside the European Union, the downturn in imports from Switzerland
stands out (-18.5%), after recovering the previous year. As a result, Switzerland’s percentage of the
total fell to 1.0%, below the historical average.

Imports from Germany and Italy shot
up while imports from Switzerland,
France, the USA and China fell steeply.

In relation to imports from countries outside
Europe, only those from the USA and a few
Asian countries have any significance. It is true
that in certain years another particular country
may join them, but this was not the case in 2019. The trend in purchases from the USA was
quite negative due to the euro depreciating against the dollar, with a decline of 6.4%, added to

®
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FOREIGN TRADE BY GEOGRAPHICAL AREAS

IMPORTS EXPORTS

M euros % var. % total M euros % var. % total
2019 2019/18 2019 2019 2019/18 2019

Spain 886.1 1.4 64.3 71.0 11.9 62.4
France 166.6 -6.9 12.1 12.6 -33.4 111
Germany 54.8 18.4 4.0 11 -43.6 1.0
Italy 53.1 8.4 3.9 1.7 33.1 1.5
United Kingdom 20.2 -0.8 1.5 1.8 551.8 1.6
Netherlands 14.6 22.5 1.1 2.9 32.7 2.6
Portugal 12.5 1.1 0.9 0.1 -34.8 0.1
EU-28 1,243.0 11 90.2 92.6 0.3 81.3
Switzerland 14.3 -18.5 1.0 0.2 -73.0 0.2
Europe 1,265.8 1.0 91.9 96.8 -11 85.1
USA 9.6 -6.4 0.7 2.0 42.6 1.8
America 14.3 -11.8 1.0 3.8 624 383
China 47.4 -4.7 34 0.7 329 0.6
Vietnam 7.5 0.0 0.5 0.0 168.2 0.0
Asia 85.4 -21 6.2 6.2 8.6 5.5
World total 1,377.9 0.7 100.0 113.8 14 100.0

Source: Department of Tax and Frontiers.

the downturn of 35.1% in 2018, so their share of the market fell to 0.7%. Equally, imports from
China fell 4.7% and their proportion shrank to 3.4%. Due to this trend, China went from being the
third most important supplier to Andorra in 2018, only behind Spain and France, to being fifth in
2019, overtaken by Germany and Italy. Finally, the decline in purchases from Japan is also notable
(-10%), putting its share of the total at 0.3%, far from the 6.2% it represented in the early 1990s.
This change is closely related to the loss of attractiveness of the Andorran electronics trade
sector over recent years. A large part of these purchases were substituted by those from Vietnam,
which went from representing 0.1% of Andorran purchases before the crisis to 0.5% in 2019.

In summary, in 2019 Spain greatly increased Spa,'n reaﬂ-'"-ms its posit‘ion as
its proportion as the main national supplier, main supplier to Andorra with
64.3% of imports.

while France continued to lose importance
as a supplier, following the background trend
observed in the last twenty-five years. There
was also a strong increase in purchases from Germany, Italy and the Netherlands, while those
from outside Europe shrank due to euro depreciation and the trade wars between the USA
and China.

2.2. Exports

In 2019, exports slowed for the second consecutive year, due to the slowdown in the European
economy and world trade. In fact, in 2019 exports to the European continent - the main
destination of Andorran exports - fell 1.1%, explaining why Europe’s proportion of total Andorran
exports shrank from 87.2% in 2018 to 85.1% in 2019.

In 2019, sales to Spain, the largest consumer of products from Andorra, grew 11.9% and made a
6.7 point contribution to global export growth. As a result of this positive trend, in 2019 Spain’s

Table 7.1



percentage of total exports increased almost
six points to 62.4%, the highest since 2008.
In contrast, exports to France shrank 33.4%
and their percentage fell practically six points
to 11.1%. So, the balance between Andorra's
two main partners still tips towards Spain,
contrasting with the similar percentages they
both had in the early 1990s.

As for the other EU-28 countries, the trend was
uneven. On the one hand, there was notable
growth in the markets of the United Kingdom,
Italy and the Netherlands, to which exports
grew 552%, 33.1% and 32.7%, respectively.
Subsequently, their proportions rose to 1.6%,
1.5% and 2.6%, respectively, and the United
Kingdom went from being twelfth in the ranks
of destinations for Andorran foreign sales to
seventh, after Spain, France, Norway, the
Netherlands, Hong Kong and the USA. In
contrast, sales to Germany fell sharply (-43.6%),
limiting its proportion to 1.0% and bringing it
down to ninth in the ranks. The other EU-28
countries have a proportion of less than 1% so
their contribution is insignificant.

Within Europe but outside the European Union,
the contribution from Norway is notable, with
a proportion of 3% and occupying third place
in Andorra’s export ranks after Spain and
France, but in 2019 the behaviour of sales to
that country was fairly negative (-17.7%), for
the second consecutive year. For their part,
exports to Switzerland fell sharply by 73%
and its proportion fell to 0.2% of the total,
compared with the 4.6% they had reached
in 2010.

In 2019, exports to Spain grew
12% and are already almost two

thirds of the total.
IMPORTS FROM ANDORRA’S NEIGHBOURING N
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The rest of the world’s share of total Andorran sales increased 15% in 2019. This trend benefitted
from euro depreciation, as it brought down the cost of exports outside the Eurozone. Accordingly,

the growth in exports to the American continent is notable (62.4%), raising its share from 2.1% in

Exports to the rest of the world

increase, favoured by euro depreciation.

201810 3.3% in 2019. In this case, the trend can
basically be explained by increased sales to the
USA, on the one hand (rising 43% and raising
its share to 1.8% of the total) and, on the other
hand, El Salvador (multiplying exports by eight).

The contribution of the USA to total growth in sales was 0.5 points, and El Salvador 0.6 points.

In 2019, the contribution from the Asian continent was also positive, with an increase in total

exports of 8.6%. This increase can almost wholly be explained by the positive contribution from
sales to Singapore (which multiplied by 18 to represent 0.4% of the total), to Hong Kong (the
most important Asian market, which saw 9.3% growth) and to China (the third most important
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ANDORRAN EXPORTS TO ASIA - Thousands of euros
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3.1.

Asian market, with 33% growth). Another traditional market, the United Arab Emirates, recorded
an increase in Andorran exports of 3.1% and maintains a proportion of 0.9%, the second most
important after Hong Kong. All in all, the Asian continent’s share of the total rose from 5.1% in
2018 to 5.5% in 2019. Finally, we should mention the steep downturn in exports to Africa (-72%),
making this market almost insignificant to the Andorran economy.

In summary, Andorran exports are ever more focussed on the Spanish economy. Developments
outside that economy are quite erratic and influenced by one-off transactions and the trend in
imports for re-export. In 2019, exports outside the European continent benefitted from euro
depreciation and the upwards trend in sales to the USA was notable, for the fourth consecutive
year, as were sales to the Asian continent.

. Sectoral composition of foreign trade

Imports

The low growth in Andorran imports in 2019 is the result of uneven trends in sectoral groups. The
highest positive contributions were from food, beverages and tobacco (0.6 percentage points),
works of art and antiques (0.5 percentage points) and transport material (0.4 points). At the other
extreme, the groups that detracted most from import growth are base metals and pearls, precious
stones and metals (-0.5 and -0.3 percentage points, respectively).

A more detailed analysis shows that in 2019, lmports Of fOOd, beverages and
growth in imports of food, beverages and

tobacco, the group with the highest percentage
of the total, accelerated from 0.4% in 2018 to
3.8% in 2019. As a result, its share of the total
increased half a point to 15.2%. The most important chapter in this group is beverages, alcoholic

percentage, grow 3.8%.

liquids and vinegars, with 5.9% of total Andorran imports and an increase of 2.4% compared with
the previous year. The second most important chapter is tobacco, with 2.2% of the total, seeing
an increase of 5.0%, much higher than for imports as a whole.

The second most important group in the imports ranks is transport material which, as already
stated, made a positive contribution to global import growth, thanks to the 3.0% increase it saw

tobacco, the group with the highest

Chart 7.6



Imports of vehicles increased despite

ANDORRA’S MAIN IMPORT SECTORS. [N . R R

2019 - Interannual variation rate (%) 5 falling numbers of registrations.
O

5.

. in 2019, continuing the strong upward trend

that started in 2013. Consequently, its share
3
of total foreign purchases rose three tenths
to 13.3%, the highest level in the historical

series. The explanation for this progress can be

2]
1

0 found in the growth of imports in the chapter

of motor vehicles, tractors, motorcycles and

-2 | bicycles (1.6%). However, its rate of growth
-3 : : : : : : slowed in comparison with the six previous
5 8 b =8 FSTE <8 4 . ..

863 sg g S >3 o 55 = years, when it grew at two-digit annual rates
“§5 EF  BE P s £33 increasing vehicle recistrati

g; ZE S5 £o3 = = due to increasing vehicle registrations on the

= Andorran market and increasing re-exports

@ Total (0.7%) of these vehicles. In 2019, on the other hand,

the trend in vehicle registrations changed and
Source: Department of Tax and Frontiers. . X

fell 1.9%. Also note the significant growth in
imports of aircraft and seacraft, which are

mostly exportable, although proportionately much less important.

In 2019, the trend in imports of chemical products, the third most important group in the ranks,
was slightly negative, and consequently their proportion remained practically constant at 12%.
The two most important chapters in the group are perfumery - with 7.4% of total imports - which
fell 3.1%, and pharmaceutical products - with 2.3% - which increased 7.2% in 2019.

Growth in imports of machinery and electrical equipment was very similar to imports as a whole
(0.3%), maintaining their share of the total at 11.7%, and the fourth most important group in
the ranks of foreign purchases. This behaviour can be explained by the decline in purchases of

mechanical apparatus (-2.2%) which was offset

The Strong rise in imports of minerals b\/ a 2.3% increase in imports of machines
fOF construction indicates constant and electrical apparatus, a trend that could be

. o ... related to the rise in exports in this branch,
recovery in building activities.

since they are re-exportable products.

The group of mineral products is fifth in the ranks of Andorran imports, with 8.7% of the total.
In 2019, it saw a decline of 1.5%. The reason for this downturn is falling imports of fuels, oils and
mineral wax (-2.7%) - the most important chapter in the group with 8.1% of total imports which, in
turn, can be explained by the fall in the average price of fuel associated with falling oil prices in 2019.
In contrast, in the case of purchases of salt, sulphur, earth and stone, plastering materials, lime and
cement, the second most important chapter in the group, there was a significant increase for the
second consecutive year (19.6%), signalling the phase of recovery in the construction sector.

As for the group of textiles, imports saw a decline of 2.5%, and consequently its percentage of
the total fell two tenths to 7.6%, becoming the sixth most important import group. This decline
follows the one in 2018, after two years of increases.

Far behind textiles are imports of live animals and animal products, which saw an increase of 2.5%
in 2019, more than for imports as a whole, so its percentage of the total increased to 5%. This
trend can mainly be explained by the increase in imports of meats and edible offal, and fish (2.4%
and 5.1%, respectively).

®
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FOREIGN TRADE BY SECTORS ~

@

.

M euros % var. % total M euros % var. % total

2019 2019/18 2019 2019 2019/18 2019
Live animals & animal products 68.8 2.5 5.0 0.1 156.1 0.1
Vegetable products 29.7 3.1 2.2 0.0 53.5 0.0
Fats & oils 51 -10.5 0.4 0.1 -19.5 0.1
Food products, beverages & tobacco 209.7 3.8 15.2 04 -4.4 0.4
Mineral products 119.6 -1.5 8.7 1.7 327.8 1.5
Products of the chemical industries 165.7 -0.2 12.0 3.6 6.6 3.2
Plastics, rubber & articles thereof 30.4 2.4 2.2 0.6 -4.0 0.5
Fur, leather & articles thereof 13.0 -11.1 0.9 1.2 23.4 1.0
Wood, cork & articles thereof 11.6 114 0.8 1.4 3.8 1.2
Paper & graphic arts 30.8 6.8 2.2 7.7 20.3 6.7
Textiles 104.4 -2.5 7.6 8.4 12.1 7.4
Footwear, headgear, umbrellas, etc. 34.7 -5.0 2.5 3.5 22.2 3.1
Stone, cement & ceramic articles 18.5 -5.8 L8 0.3 47.7 0.3
Pearls, precious stones & metals 14.7 -19.2 1.1 6.6 -10.6 5.8
Base metals & articles thereof 43.3 =185 &l 8.7 -24.7 3.3
Machinery & electrical equipment 160.9 0.3 11.7 38.8 6.3 34.1
Transport material 182.9 3.0 13.3 16.9 -16.3 14.9
Optical, photographic, precision app. 47.1 2.7 34 14.6 -7.7 12.9
Arms & ammunition 1.0 12.0 0.1 0.1 25.6 0.1
Miscellaneous manufactured articles 60.4 2.1 4.4 1.8 -16.4 1.6
Works of art, antiques 25.7 38.9 1.9 2.2 164.3 1.9
Total 1,377.9 0.7 100.0 113.8 14 100.0

Source: Department of Tax and Frontiers.

Finally, the trends varied in the groups of products with a share of less than 5% of foreign
purchases. In particular, the increase in works of art and antiques is notable (38.9%), whereas in
all other cases, the variations from the previous year were much slighter. With a negative trend,
note the reduction in imports of pearls, precious stones and metals (-19.2%), base metals (-13.5%)
and fur, leather and articles thereof ( 11.1%), which probably indicates an unfavourable trend in
trading of these types of products.

3.2. Exports

In 2019, Andorran exports increased 1.4% compared with the previous year. This trend can largely
be explained by the positive contributions from the groups of machinery and electrical equipment
(2.1 percentage points). To a lesser extent, there

was also the contribution from the group of In 201 9’ exports Of machinery and
works of art and antiques (1.2 percentage electrical equipment were one third Of

points), the group of paper and graphic arts
the total and grew 6.3%.

(1.1 percentage points), and mineral products
(1.1 percentage points). In contrast, there was a
notably negative contribution from the sector of transport material (-2.9 percentage points) and
a negative contribution from base metals (-1.1 percentage points), also one of the sectors that
contributed most negatively to import growth, probably due to falling re-exports.




The largest export group is still, since 2003,

machinery and electrical equipment, which

saw an increase of 6.3%. This branch has seen 2019 - Interonnual variation rate (%)

ANDORRA’S MAIN EXPORT SECTORS.

five consecutive years of increases, bringing
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of total exports, which saw a decline of 18.2%.

The behaviour of foreign sales of optical, photographic and precision apparatus, the third largest
export chapter, was also negative, with a decline of 7.7%. As a result, their share of the total fell
to 12.9%. By chapters, the trend was negative in both the segment of optical and photographic
products (-6.9%) - the most important chapter in the group, with 9.5% of total exports - and
clocks and watches (-4.6%) - much less important, with only 3.1% of the total.

Exports from the sectors Of textiles and In fourth place in the ranks by volume of exports
graphic arts grew significantly in 2019.

in 2019 is the group of textiles, with 7.4% of
the total and year-on-year growth of 12.1%,
continuing the upward trend of the previous
two years. Within this group were notable contributions from the chapter of articles of apparel and
clothing accessories, not knitted or crocheted - the most important chapter in the group with 4.7%
of total exports — which grew 11.7%, and the chapter of articles of apparel and clothing accessories,
knitted or crocheted, which grew 45.2% but only represents 1.4% of the total.

The trend in the group of paper and graphic arts was quite favourable, with export growth of
20.3%. As a result, its share of the total rose to 6.7% and it reached fifth place by volume of
exports. The most important subgroups are paper and cardboard (4.1% of the total) and products
of the printing or graphic industries (2.1% of the total). In 2019, both saw a fairly positive trend.

The next most important sector is pearls, precious stones and metals, one of the groups that
shrank most in 2019 (-10.6%), following the trend of the previous year, after quadrupling foreign
sales figures between 2014 and 2017. As a result of this negative trend, its proportion fell to
5.8%. This decline in exports was accompanied by a similarly important fall in imports, probably
due to falling re-exports of these products.

The other groups represent proportions of less than 5% of total exports. Base metals stand out,
representing 3.3% of total sales abroad and seeing a decline of almost 25% in 2019. Next are the
groups: products of the chemical industries with 3.2% of the total and an increase of 6.6%, and
footwear, headwear, umbrellas, etc. with 3.1% of the total and an increase of 22.2%.

.
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4. Foreign investment flows

In 2019, Andorra consolidated its position as an
attractive destination for foreign investment.
Although 458 investment transactions were
formalised in 2019, which was 47 less than in
2018, the volume of investment associated with
these transactions increased an extraordinary
82%, which can be explained by the fact that
the average size of individual transactions
duplicated in a year (going from close to
€300,000 to €600,000). Specifically, the
volume of global formalised investment in 2019
reached 276.8 million euros, compared with
152.1 million euros in 2018.

Foreign investment grew to represent
9.8% of Andorran GDP in 2019.

This major increase in foreign investment
caused its ratio to Andorran GDP to bounce
from 5.6% in 2018 to 9.8% in 2019, the highest
since the Foreign Investment Law came into
force in 2012.

The geographical distribution of investment
formalised in 2019 shows a major concentration
from two countries, Spain (27.3% of total
investment) and France (27.8%). However,
the origin of most foreign investment in 2019
was Andorra, with 33.7%. This figure relates
to investments made by Andorran companies
that are more than 50% owned by non-resident
shareholders. Russia is the third most important

In 2019, 55% of foreign investment in
Andorra was from Spain and France.

foreign country (with only 0.3%), followed by
China (which increased investment in Andorra
by 67% and entered the ranks of main investor
countries for the first time, but with only
0.2% of total investment) and Portugal. The
rest is divided between various geographical
locations, of little importance.

Globally, since 2012, when the current Foreign
Investment Law came into force, Spain has
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(*) Andorran businesses with foreign capital (>50%)
making a new investment.

Source: Ministry of the Presidency, Economy and Business.

concentrated 40.9% of investments formalised in Andorra by amount, and France 19.5%. The
rest is divided between many countries, including Luxembourg (5.5%), Belgium (3.0%) and Russia




(2.8%). Investments where “Andorra” is identified as the country of origin represent 16.6% of the
total over the period 2012-2019.

By sectors, formalised foreign investment in 2019 was notable in business services activities (28%
of the total), portfolio investment (25%) and property (24%), followed by industrial manufacturing
(9%) and real estate and construction (8%). Globally, the two sectors that received most investment
in the cumulative period 2012-2019 are business services activities (24%) and property (29%),
followed at some distance by real estate,

construction (17%) and the commercial sector In 2019 there was a strong increase

(13.2%), two sectors that lost attractiveness in forei n ortfoh'o investment
for investment in 2019. In contrast, portfolio anp :

investment, which has usually had a minor role,

shot up in 2019. Industrial manufacturing also grew strongly in 2019. Other sectors that have
received foreign investment over the years, if at much lower levels, are accommodation services,
and projects, design or research.

\Y/[IQ Treowblicsector

The Andorran public sector maintained a The Andorran DUb"C sector maintained

healthy fiscal S|tu.at|on in 2019, with rising but a healthy flSCG’ situation in 2019.
controlled spending. The budget surpluses of

both Comu governments and CASS decreased
from 2018, to 0.6% and 0.003% of GDP, respectively, due to expenditure rising more than
revenue. As for the CASS, this is the lowest level in the available historical series. For its part,
the Government was the only administration to clamp down a little, closing 2019 with a small
surplus (0.1% of GDP) compared with the small deficit seen in 2018 (-0.1%), due to a relatively
better performance in revenue than expenditure. The official statistics have not as yet published
the consolidated budget balance of all the administrations, so it is impossible to confirm the net
economic effect of the actions of the Andorran public sector as a whole, but everything would

indicate that the effect was expansionary, if less than in 2018.

NON-FINANCIAL CASH SURPLUS OR DEFICIT OF THE PUBLIC ADMINISTRATIONS (% GDP)

2.0%

1.6% 1.6%

13% 4991% 12%12%

-3.5%

Note: The data from Canillo included in the calculation of the aggregate Comt figure in 2019 relates to the budget because its settlement data are not available.

1
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® Central government ~ ® Comu governments @ CASS

Source: Ministry of Finance, Comu governments, CASS, Department of Statistics of the Government and own preparation.
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In 2019, despite the surpluses obtained by the
central and Comu governments, they could not
avoid a minor upturn in public debt levels, due to
an increase in central Government debt, which

Per capita debt shrank for the seventh

consecutive year, to 13,326 euros.

offset the reduction achieved by the Comu governments. This trend ends six consecutive years of

falling aggregate debt of the public administrations,

after a historic high in 2012. So, the total debt

of Andorra (central and Comu governments) reached 1,033.4 million euros, only 0.04% more than
in 2018. This represents 36.7% of GDP, 1.2 points less than in 2018, a trend that was favoured
by growth in nominal GDP, which brought the ratio down to the lowest since 2009. Moreover, it

remains below the 50% limit set by the Law on Public Finance Sustainability and the debt target
set for 2019 (40.7%). The per capita debt (based on estimated population) is 13,326 euros, 1.7%
less than in 2018. This is the seventh annual consecutive reduction, which can be explained by

the growing population.

PER CAPITA DEBT (€/person)
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® Central government

Notes: (1) Data published by the Comt governments for 2019 and data reviewed by the Court of Accounts for the other years, except in the case of Canillo.

® Comu governments

No debt data for 2019 is available for that Comu and likewise, the data for 2018 has not yet been reviewed by the Court of Accounts.

(2) Calculated on the basis of the estimated population.

Chart 8.2

Source: Ministry of Finance, Comu governments, Court of Accounts and own preparation.

In parallel, it is estimated that the tax burden for 2019, according to the accrual principle and taking

into account the new series of GDP data reviewed this year, fell two tenths to 25%, after reaching

a historic high in 2018 (25.2%). This trend is
the result of 2.6% growth in total tax revenue,
lower than nominal GDP growth (3.4%).

Andorra’s tax burden fell two
tenths to 25%.

From a European perspective, the tax burden
for Andorra is much lower than the 40.3%
European average (according to 2018 data) or
the levels of our closest European neighbours:
France (48.4%) and Spain (35.4%), which makes
Andorra a tax-friendly country. In fact, within
the context of the EU-28, the only country
with a lower tax burden than Andorra is Ireland
(23.0%).

GDP, ACCRUED TAXES AND
TAX BURDEN

Chart 8.3
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As for tax figures, note the 7.6% growth in direct revenue - current taxes on income and assets -
which contrasts with the decline in indirect revenue (-0.6%), i.e. taxes on production and imports.
Social contributions also increased (3.9%), driven by job creation and wage growth.

In 2019, indirect tax, despite a relative loss of importance, was still the largest component of
the tax burden, with a contribution of 42.9% to the total. In second place, social contributions
represented 39% of the tax burden, with a slight increase of half a point compared with
2018. Finally, in 2019, the proportion of direct tax, especially income taxes, increased by 0.8
percentage points to 18.1%, mostly thanks to the increased revenue from corporate tax and
the IRPF (income tax).

The performance of the public sector in 2019 is analysed below, with details for each level of
administration.

Central Government

According to the provisional settlement data, In 2019, the Government closed the

in 2019 the Government closed the accounts public accounts with a surplus Of

with a small non-financial cash surplus of 3.4 0.1% Of GDP beneﬁtting from a2.3%
.1/ y /0

million euros, a figure that represents 0.1% . .

of GDP. This positive balance contrasts with Increase in revenue.
the deficit recorded in the previous year and
can be explained by growth in revenue (2.3%) that was higher than in expenditure (1%). So, the
Government returns to the situation of budget surplus that was last seen in 2016 and 2017, and
breaks away from the historical trend of settling budgets with a deficit. In the period 1998 - 2019,

eighteen financial years ended with a deficit and only four with a surplus.

Moreover, if we add the financial transactions carried out over the year to this non-financial surplus
in 2019, an even more positive budget result is obtained, of 19.8 million euros, contrasting with
the deficit recorded in 2018 (-4.7 million euros). As for the details of these financial transactions,
the most notable movements relate to three debt transactions approved in May, September and
November, to renew the bond issues maturing in 2019 (for a total of 350 million euros). On the
other hand, the drawn balance of the loan policies more than doubled, from 21 million euros to
43 million euros.

GOVERNMENT BUDGET EXECUTION - Millions of euros
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All'in all, the global debt of the central Government resumed the rising trend that marked the
period 2002-2016, only interrupted in two years (2017-2018), to reach 921 million euros, 1.9%
more than in 2018 and the second highest level in the historical series. Within the structure of

this debt is notably the continued outstanding

In 201 9’ the global debt Of the central balance of public debt at 795 million euros
Government resumed a ”-s'-ng trend (the other entries are loans and policies, which
’

. . increased in 2019). In proportion to GDP, this
although its ratio to GDP decreased.

debt volume represents 32.7%, half a point less
than in 2018, a reduction that benefitted from
higher growth in nominal GDP thanin debt. This downward trend in the debt ratio distances it from
the 40% limit established in the Law on Public Finance Sustainability for the central government,
meets the debt target set for 2019 (34.1%) and keeps it well below the level of the great majority
of European governments. Moreover, in 2019, the term structure of the debt improved, with 62%
of debt being long-term and 38% short-term, compared with the 59-41% division in 2018.

1.1. Revenue

In 2019, settled non-financial revenue continued the upward trend observed in 2018, with an
increase of 2.3%, rising to 442.2 million euros. This progress can largely be explained by the
strong increase in revenue from other taxes and revenue, and to a lesser extent from direct taxes.
In contrast, revenue from indirect taxes fell, limiting the rising trend in overall revenue. Some
revenue from current transfers and sales of investments was also obtained, although the absolute
value of the contribution from these entries is very small.

Specifically, revenue from direct taxes increased Revenue from direct taxes a’ready
4.4% and total revenue saw a historic high of represents almost 20% ofthe total

88 million euros, almost triple what it was in .
non-financial revenue of the Government.

2012. So, this chapter’s percentage increased
to almost 20% of total non-financial revenue
- when only ten years before its share was

virtually zero - to represent 23.5% of total GOVERNMENT NON-FINANCIAL REVENUE

direct and indirect taxes. This percentage is Thousands of euros

still much lower than the 40% limit set by the
Law on Public Finance Sustainability passed 350,000 -

in 2014. 300,000 _|
250,000 M
N—

Chart 8.5

The strong dynamic in revenue from direct —_——
taxes is mainly the result of the good

performance in corporate tax and the IRPF
(income tax), with 5.4% growth in both 100,000 -
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for the central Government and is indicative

of a positive trend in economic activity and ® Direct tax ® Indirect tax

household income in 2019. Revenue obtained ® Other taxes and revenue @ Investment income

from the tax on non-residents’ income (IRNR) Source: Ministry of Finance.
also saw an increase of 8.2%, to 7.5 million
euros, contrasting with the capital gains tax
on property transfers, which underwent a decline of 15.2%, to 4.3 million euros of revenue,

indicating a loss of momentum in the Andorran property market.




EXECUTION OF THE GOVERNMENT BUDGET® (Million euros)

Settlement % variation % execution
2019 2019/2018 2019

Table 8.1

Direct taxes 88.1 4.4 108
On capital gains on property 4.3 -15.2 118
On personal income (IRPF) 36.9 5.4 116
On companies / economic activities 39.4 54 106
On non-residents’ income 7.5 8.2 83

Indirect taxes 287.0 -04 94
On property transfers 2.3 -10.9 75
On consumption of goods (IGl) 129.6 3.3 95
On consumption of services (ISI) 3.3 8.1 96
Special taxes 47.3 -04 100
On foreign trade 103.6 -4.7 92
On gambling 1.0 -5.5 76

Other taxes and revenue 33.1 30.0 130

Current transfers 0.1 6.2 -

Investment income 33.9 -0.7 101

Real investment sales 0.0 -66.8 =

Non-financial revenue 4422 2.3 99

Current expenditure 383.8 -1.4 94
Personnel costs 117.8 2.6 98
Consumption of goods and services 44.5 -10.8 85
Financial expenditure 12.4 -5.0 93
Current transfers 209.0 -1.1 95

Capital expenditure 55.0 21.2 62
Real investments 45.2 18.7 65
Capital transfers 9.9 34.4 52

Non-financial expenditure 438.8 1.0 88

(1) Settlement of 2019 budget is provisional.

(2) In the case of expenditure, this is calculated from the final budget, which is the result of incorporating into the budget passed by the General Council the
credit from obligations undertaken during the previous financial year relating to expenses postponed to the following financial year, and the modifications
and increases in budgetary credit.

Source: Ministry of Finance.

As for indirect taxes, the revenue obtained in 2019 fell for the second consecutive year (-0.4%),
to 287 million euros. However, this entry is still by far the most important source of finance for
the Government, representing 65% of total non-financial revenue, but it is also true that it has lost
importance in recent years when compared with direct taxes.

The fall in 2019 can be explained by the decline ’n 201 9’ revenue from indirect taxes

in revenue from taxes on foreign trade (-4.7%), fell inﬂuenced by falling revenue from
9

to approximately 104 million euros. Within .
consumption tax.

this section, the most important concept is
consumption tax, a customs duty applied to
agricultural products imported into Andorra (import chapters 1 - 24), with a notable proportion
from imports of beverages and tobacco. Among the factors that could help to explain this decline
is notably the closure of the border between France and Andorra due to the landslide that blocked
the access road to Andorra, and the landslide at La Portalada, which disrupted entries of visitors
at the river Runer border.

°
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1.2.

The negative behaviour of the consumption tax was largely offset by the positive trend in the
indirect general tax (IGl), a tax on consumption in force since 2013 and the top tax form by volume
of revenue. In particular, revenue from this tax saw an increase of 3.3% in 2019, to a net settled
amount of almost 130 million euros. These figures indicate a fairly positive trend in Andorran
economic activity.

Moreover, special taxes, the third largest tax form by volume of revenue, generated 47 million
euros, 0.4% less than in 2018. These taxes are applied to the importation and manufacture of
certain products, such as alcohol, tobacco and fuels, so the decline in 2019 is linked to the trend
in imports of these products, especially the downturn in purchases of fuels, contrasting with the
increase in imports of alcoholic beverages and tobacco.

The other indirect taxes, with lower percentages of total revenue, showed diverse trends. On
the one hand, revenue from the ISI (tax on business and professional services) increased (8%).
On the other, revenue from property transfer tax (ITP) fell (10.9%), due to a decline in property
transactions within the country, and revenue from gambling tax also dropped (-5.5%).

To conclude the analysis of revenue, note that the chapter of other taxes and revenue was more
dynamic in 2019, with growth of 30%, to 33.1 million euros (7.5% of total settled revenue), largely
motivated by withdrawals of 2018 cash balances from the CASS.

In contrast, investment income fell 0.7% to 33.9 million euros in 2019. This trend was largely the
result of decreased marketing of euros to stamp collectors and other collectors (-49.5%), partly
offset by an increase in dividends from the Andorran electricity company FEDA, of 57.6%, directly
related to an increase in its profits. As for Andorra Telecom, the solid financial situation of the
semi-public body allowed for the profit distribution to remain at 27 million euros, as in 2018,
contributing significantly to the finances of the central Government.

Finally, the contributions from current transfers and sales of real investments were insignificant,
and there was no income from capital transfers.

Chart 8.6

Expenditure GOVERNMENT NON-FINANCIAL
EXPENDITURE - Thousands of euros
Settled non-financial expenditure in 2019
reached the figure of 439 million euros, 1% 230,000 1
more than the previous year. This trend can be 200,000 -
explained by the increase in capital expenditure, 150000 |
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expenditure, the opposite of what occurred in 100,000 -
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Total settled capital expenditure was 55 million

Note: In 2016, transfers to the Comu governments were no longer

euros, 21.2% more than the previous year and considered capital transfers (according to previous legislation, it
. . . . was considered that the bulk of the transfers had to be allocated to
the highest figure in the last four years. This investment by the Comu governments) and became current transfers

increase represents a change in the policy of
contained investment that marked the budgets

expenditure and capital expenditure and to reducing debt).

(Comu governments may allocate these transfers to both current

. . Source: Ministry of Finance.
of recent years (12.5% of total non-financial SIS U QAN




expenditure), but still far from the levels of the
previous phase of expansion. By chapters, the
growth in capital expenditure can be explained
by the strong impetus from real investment

Government expenditure grew
moderately in 2019.

(18.7%), to 45 million euros, to which should be added almost 10 million in capital transfers (34.4%

more than in 2018).

Box 8.1
ADMINISTRATIVE COMPLEXITY

A major restriction on carrying out business activities
is the existence of administrative formalities that
do not add value and involve an unnecessary
burden - in time and costs - for businesses. In
2019, the Chamber of Commerce took a survey
on this issue for the following purposes: first, to
analyse the complexity of administration in Andorra;
secondly, to determine how far the complexity of
administrative formalities affects business activity,
and lastly, to find out what businesses think of the
steps to simplify administrative procedures taken by
the public administration. The main conclusions are
explained below.

Nearly 46% of surveyed businesses consider that
the burden and complexity of administration affect
competitiveness, with a relatively higher sectoral
incidence in hotels and catering, being one of the
sectors most affected by foreign competition
and, together with construction, the effects of
regulations regarding immigration and health and
safety at work.

In global terms, 64.8% of surveyed businesses
qualify their relations with public administration as
complex or very complex, while only 35.2% consider
them not very complex.

The greatest level of administrative complexity is
in the handling of taxes and duties, which received
the most negative average value (3.18 out of 5),
followed by immigration permit formalities (3.14) and
formalities relating to safety, risks and environment
(3.06).

Between 2017 and 2019, almost 8 of every 10
businesses saw no reduction in the number of
formalities by the public administrations, and only

21.1% noted it. Three quarters of the businesses
that noted a reduction in formalities in the last three
years indicate that their relations with CASS (the
social security system) have improved. As for the
other administrative bodies, 54.7% of businesses
noted a decrease in formalities at the Government
and 47.7% noted more streamlined relations with
the Comu authorities.

Finally, in relation to the priority measures to reduce
the bureaucratic burden, the actions most cited
by businesses are the development of universal
electronic processes, greater coordination between
administrations to avoid duplication, and the
simplification of forms and requests for additional
information.

MEASURES THAT BUSINESSES CONSIDER
PRIORITIES TO REDUCE THE BURDEN
AND COSTS ASSOCIATED WITH
ADMINISTRATIVE COMPLEXITY

Universal electronic
processing

More coordination
between administrations;
avoiding duplication
Simplifying forms and
requests for additional
information

61.6%

Reducing costs of fees

and registers 60.1%

Reducing Administration’s

response time 58.7%
Fewer and bettter 57.7%
regulations

Other measures

Total frequency: 378 businesses

Source: Chamber of Commerce, Industry and Services of Andorra.

64.0%

62.4%
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There was a notable increase in capital Regarding current expenditure, the decline
. . in 2019 divided bet Il chapt
expenditure that offset the fall in | °°°"'" =777 Was civide@between al chapters

. except personnel. Specifically, consumption of
current expenditure.

current goods and services saw contraction of
10.8%, which reduced its share of total non-
financial expenditure to 10.2%, after a steep increase in 2018 linked to a special settlement, based
on execution of the court judgement requiring the central Government to make specific payments
to the Comu governments. Other entries that explain the decline in consumption of goods and
services in 2019 are leases and the costs of repairs, upkeep and maintenance.

The decline in current transfers was 1.1%, to 209 million euros, and can be mostly attributed
to lower settlements of Comu transfers. As a result, the proportion of current transfers in total
non-financial expenditure fell one point to 47.6%, although it is still by far the largest chapter of
budget expenditure.

Equally, the chapter of financial expenditure The proportion Of ﬁnancial expenditure

has continued to fall since 2013 (-5%), favoured . .
, ) in total expenditure fell to a low.
by the ECB’s monetary easing measures,

which push down market interest rates. So, its
percentage of total non-financial expenditure declined again, to 2.8%, the lowest level in the last
thirteen years.

Finally, personnel costs are the only chapter in current expenditure that increased in 2019 (2.6%),
to 118 million euros, although this growth was the slowest in the last five years. The increase can
basically be explained by the impact of the CPI, the effect of applying the Law on the foreign and
diplomatic service, and the creation of new jobs. Consequently, the percentage of this chapter in
non-financial expenditure rose to a historic high of 26.9%, consolidating its position as the second
largest expenditure chapter after current transfers.

2. Comu governments

Before analysing the aggregate progress of the public finances of the Comu governments, note
that on the completion date for this report, the 2019 settled accounts of the Comu of Canillo
were not available. For this reason, the data from the budget of that Comu for 2019 was used
in the analysis below. This means that the comparison does not totally match 2018, for which all
settlements of Comu governments are available. In next year’s report, the aggregate data used
in this section will be reviewed. In any case, considering the limited size of the Comu of Canillo,
the conclusions on aggregate developments in 2019 should not vary much once the final data on
Canillo’s budget settlement is available.

With this reservation, the settlement of the budgets of the ComU governments, including financial
assets and liabilities, shows that in 2019 the volume of total revenue of the Comu governments
reached the figure of 164.3 million euros, an amount that only slightly surpasses the 164 million
euros of settled expenditure. As a result, the balance for the Comud governments as a whole
remained positive for the twelfth consecutive year, although the figure (0.3 million euros) is by far
the lowest in this whole period of surpluses. This is the result of much higher growth in expenditure
than in total revenue. If the analysis is limited to non-financial revenue and expenditure, we find
that the total volume was 160.7 and 144.2 million euros, respectively, resulting in a non-financial
cash surplus of 16.5 million euros, part of which was allocated to reducing the debt. This surplus
represents 0.6% of GDP, three tenths less than in 2018 and the lowest since 2011.




SETTLED BUDGET BALANCE OF THE COMU GOVERNMENTS - Millions of euros

4 _ 3.7
3.2
2.6
2] 1.7
11 1.2 12 11 1.0
00 02 8
0] - m_ , ,
0.3
-2
-2.3
-4 |
4 -5.5
-8 T T T T T T
Canillo Encamp Ordino La Massana Andorra la Vella Sant Julia Escaldes-
de Loria Engordany
® 2018 ® 2019

Note: The data for Canillo in 2019 relate to the budget because its settled data are not available.

Source: Comu governments / Department of Statistics.

In more detail, it can be seen that only two Comu governments recorded a public deficit (Encamp
and Ordino), which implies deterioration of the situation when compared with the positive
balances of recent years. In contrast, the others settled their budgets with a surplus. Specifically,
Andorra la Vella went from deficit to surplus,
Escaldes-Engordany increased it, while La
Massana and Sant Julia de Loria reduced it
compared with 2018. In the case of Canillo, as
said, the settlement data are not available so lowest level since 2011.
the balance approved in its yearly budgets was

used as a reference in the aggregate figures for all the Comu governments.

In this way, Escaldes-Engordany becomes the Comu with the most important surplus (3.7 million
euros), followed at a distance by Andorra la Vella and Sant Julia de Loria (1.2 and 1.1 million euros,
respectively), while Encamp had the most negative balance in 2019 (-5.5 million euros). This can
be explained by the major investment effort made by Encamp, with the second highest volume of
real investment in 2019 (10.4 million euros), only behind Andorra la Vella (13.1 million).

As for the trend in debt, the data for 2019 are also influenced by the fact that the information
for Canillo is not available so, to make the aggregate analysis, the debt considered is the same
as in 2018, a figure that, moreover, is the only one that has not been reviewed by the Court
of Accounts. Taking this situation into account, 2019 would have closed with a cumulate
consolidated Comu debt of 112.6 million euros, according to the provisional data published by
the corporations, the lowest in the available historical series. This figure represents a reduction
in comparison with the 2018 data, already reviewed by the Court, both of the total and of all
the Comu governments except Canillo. So, for the sixth consecutive year, all Comu governments
stayed below the debt limit set by the Law (200% of average settled revenue in the last three
years), with percentages ranging from 116.4% in Ordino to 49.6% in Encamp, according to the
still provisional data for 2019.

In the context of the whole Andorran public sector, the Comu governments reduced their share of
total public debt (i.e. the combined debt of the central and ComU governments) to a historic low
of 10.9%. This figure is much lower than the Comu percentage of non-financial public spending by
the administrations (24.7%) and represents only 4% of Andorran GDP. Altogether, this means that,
in relative terms, they are much less indebted than the Government, the reverse of the situation

Chart 8.7

The surplus of the Comu governments
as a percentage of GDP fell to the
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2.1.

before 2013, thanks to the fiscal consolidation
efforts made in recent years and improvements
in their financing system.

In 2019, the fiscal consolidation
efforts of recent years allowed for a
reduction in the total debt of the
Comu governments to a historic low.

By parishes, the trend in debt fell in all cases.
The largest reduction was in Ordino (-27.7%)
and the smallest in La Massana (-5%). As a result, the ComU with the highest volume of debt is
still Andorra la Vella (27.1% of total Comu debt) in keeping with its higher economic value, after
cutting back the debt by 10.6% in 2019. At the other extreme, the lowest volume of public debt
isin La Massana (11.6% of the total).

Revenue

In 2019, the total settled revenue of the Comu governments recorded an increase for the seventh
consecutive year, of 1.5%, although this was the smallest in the last five years. As a result, revenue
reached a figure of 164.3 million euros, the highest level in the last decade. Equally, settled revenue
was below the budgeted figure (93%), putting its percentage of total revenue of the Andorran
public sector (combined central and Comu governments) at 16.8%, almost three points less than
in 2018. Remember, however, that this percentage is distorted by the volume of financial liabilities
of the central Government, due to debt requirements. In fact, if we only consider non-financial
revenue, the Comu share rises to 26.7%, practically the same as in 2018 and a higher percentage
than their share of total non-financial expenditure (24.7%).

In 201 9’ Comu current expend,'ture By chapters, the increase in revenue can be

was very dynamic, contrasting with

explained by accelerating growth in current
5 . . income (92.1%), combined with a significant
the fa” In Cap'ta’ Income. reduction in capital income ( 15.7%). Moreover,
in the 2019 settlement, there is a revenue
entry of 3.6 million euros for financial assets, which had not happened since 2014. Within current
income, the increase by chapters was especially notable in the case of direct taxes (17.2%), driven
by the positive economic trend, and current transfers (12.8%). Other taxes and revenue, the most
important entry by size, also showed quite dynamic behaviour, with a rise of 8%. In contrast,

revenue from indirect taxes and investment income saw falls of 7.4% and 2.8%, respectively.

So, other taxes and revenue are confirmed as the most important entry of current income for the
Comu governments, with 29.7% of total non-financial revenue, followed by direct taxes (21.1%)
and current transfers (15.3%), which also

gained. In contrast, capital income saw a decline
of 15.7% due to a major cut in capital transfers
(-16.2%). Capital transfers are the second most
important chapter of non-financial revenue for
the Comu governments and their proportion

Other taxes and revenue represent
almost 30% of non-financial revenue
and are the most important revenue
entry for the Comu governments.

fell to 21.6%. On the other hand, income from
transfers of real investments increased 20%, but the low importance of this income means that
their contribution to the total is insignificant.

The analysis by parishes shows varying trends, with increases in revenue for Sant Julia de Loria
(7.1%) and Escaldes-Engordany (1.3%); falls in Ordino (-6.2%), Encamp ( 4,1%) and La Massana
(-0.1%), and stability in the case of Andorra la Vella. Consequently, Andorra la Vella remains in
first place in the ComU ranks for volume of total revenue, with 48.4 million (29.4% of the total),
while Ordino is still the Comu with the lowest revenue, with 6.7% of the total or 11 million euros.




2.2. Expenditure

In 2019, the settled expenditure of the Comu governments grew at a rate of 6.9%, clearly higher
than revenue, but slower than the two-digit increases seen in 2017-2018. So, total expenditure
reached the figure of 164 million euros, the highest since 2009. Non-financial expenditure grew
at a slightly higher rate of 8%, although it also slowed in relation to the two previous years. In
parallel, financial transactions fell 0.9%, due to falling costs of financial liabilities, largely offset by
the increase in financial assets. Altogether, this put the percentage of execution of total budgeted
expenditure for 2019 at a relatively low level, 91.3%.

The total expenditure of the Comu COMU GOVERNMENTS’ NON-FINANCIAL
governments reached the figure of 164 EXPENDITURE - Millions of euros

million euros, the highest since 2009.

Chart 8.8

160 -
Moreover, the percentage of expenditure of 140 4
the Comu governments in the total Andorran 1(2)2:
public sector expenditure (combined central ol
and Comu governments) fell to 17.1%, slightly 60 |
higher than the share of revenue. However, if 40 |
we only consider non-financial expenditure, 20 |
the Comu percentage of total administration 0

) . . ) 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
costs rises to 24.7%, but in this case is lower

than that of non-financial revenue. ® Operating costs ® Capital expenditure

® Other current expenditure

The analysis by chapters shows that the growth o
Note: The data for Canillo in the aggregate data for 2019 relate to the

in ComU expenditure was quite general. Firstly, budget because its settled data are not available.

note the upward trend in capital expenditure
P P P Source: Comu governments / Department of Statistics.

(12.6%) - though not as intense as in the
previous two years - reaching 44.3 million

euros, the highest figure since 2007. The Capital expenditure reached the

increase in capital expenditure can basically . .
be explained by the trend in real investment h,gheSt ﬁgure since 2007.

SETTLEMENT OF THE COMU BUDGETS (thousands of euros)

REVENUE EXPENDITURE

Table 8.2

2019 % var.19/18 % total 2019 2019 % var.19/18 % total 2019
Canillo 17,520 20.0 10.7 17,520 53.5 10.7
Encamp 26,953 -4.1 16.4 32,469 20.2 19.8
Ordino 10,974 -6.2 6.7 11,314 7.2 6.9
La Massana 16,599 -0.1 10.1 16,354 16.5 10.0
Andorra la Vella 48,367 0.0 294 47,174 -6.9 28.8
Sant Julia de Loria 14,993 7.1 9.1 13,923 134 8.5
Escaldes-Engordany 28,896 1.3 17.6 25,208 -8.3 154
Total 164,303 15 100.0 163,961 6.9 100.0

Note: The data for Canillo for 2019 relate to the budget because its settled data are not available.

Source: Comu governments / Department of Statistics.

®

The Andorran economy: general developments | VIII. The public sector




The Andorran economy: general developments | VIII. The public sector

3.1.

(12.4%), which represents the majority of this expenditure. Moreover, added to this is an increase
in capital transfers (58.1%), although these are a small entry in ComU budgeted expenditure.

As for current expenditure, growth accelerated from 3.4% to 6.1%, the fastest pace since 2008.
The increase can be explained by rises in consumption of goods and services (7%), personnel
costs (5.6%) and current transfers (5.2%). Personnel costs are still the most important chapter, as
35.6% of total non-financial expenditure. The only expenditure entry that saw a reduction was
financial expenditure (-0.4%), with eight consecutive years of falls, which in turn can be explained
by interest rate containment, which also benefitted the central Government.

To complete the analysis of Comu finances, note that the trend in expenditure rose in four of the
seven parishes (Encamp, La Massana, Sant Julia de Loria and Ordino). In the case of Canillo, the
budget also indicated an increase but the lack of settled data prevents us from confirming it. In
contrast, expenditure fell in Andorra la Vella (-6.9%) and Escaldes-Engordany (-8.3%), which can be
explained by the fact that these were the only two that improved their situation in terms of budget
balance. As a result, Andorra la Vella is still in first place in the ComU ranks by volume of expenditure,
with 28.8%, while Ordino has the lowest absolute level of expenditure (6.9% of the total).

. The Andorran Social Security System (CASS)

The CASS budget settlement in 2019, including The budget surplus Of the CASS

financial assets and liabilities, shows a total . e
. . fell to minimal levels.
volume of revenue of 319.4 million euros, slightly

higher than the 318.7 million euros of settled

expenditure. So, the CASS obtained a surplus of less than one million euros, the smallest in the last
seven vears. If only non-financial revenue and expenditure are counted, the CASS non-financial
balance went from a surplus of 4.3 million euros in 2018 to virtual equilibrium (with a positive
balance of only 93,000 euros), due to higher growth in expenditure than in revenue. This balance,
equal to 0% of GDP, is the lowest in the available historical series.

Revenue

Settled non-financial revenue of the CASS in 2019 saw growth of 3.5%, the lowest in the last five
years, reaching the figure of 316 million euros.

CASS BUDGET SETTLEMENT - Millions of euros

350

300 -

250 -
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150 |

100 |

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
® Non-financial revenue  ® Non-financial expenditure ~ ® Budget balance

Source: CASS / Department of Statistics.
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By chapters, social contributions, the most important source of revenue of the CASS, amounted
to 274 million euros, representing 86.7% of total revenue. This figure includes employers’
contributions, employees’ contributions, self-employed contributions and settled contributions
attributable to CASS financial benefits (retirement and widows’ life pensions, permanent
and temporary disability benefits). In 2019, social contributions saw an increase for the sixth
consecutive year, of 3.9%, slower than in the previous year (5.6%). This can be explained by
growth in the average number of employees (2.4%), the wage bill (2.8%), and the number
of self-employed (2.1%). These factors were encouraged, in turn, by the continuing cycle

of expansion, if at slower rates, and the

Social contributions grew fOl‘ the sixth revaluation of wages above the CPI across
. t i tors.
consecutive year, at a rate of 3.9%, | ™Mot economic sectors

slower than in 2018. The second most important chapter in CASS

revenue is current transfers from the central
Government, which reached 39.7 million euros, 12.6% of the total, after growing 2.7%. Non-
financial revenue of the CASS is completed by a small contribution from other taxes and revenue,
which fell 22.2% in 2019, and investment income, which increased 1.8%, coming to represent
0.7% and 0.01% of the total, respectively.

3.2. Expenditure

Growth in non-financial expenditure settled by the CASS accelerated in 2019 (4.9% vs 4.2% in
2018), to reach the amount of 316 million euros.

The analysis by chapters shows that current The increase in current transfers Of the \@

transfers, where benefits are accounted for, . . .
totalled 267 million euros, 7.8% more than the CASS was h,gher than contributions.

previous year, a trend that raised its percentage

of the total to 84.5%. This increase is higher than the trend in contributions, explaining the
reduction in the surplus in 2019. However, note that this entry also includes the non-contributory
benefits financed by the Government through current transfers and contributory expenditure
paid by the CASS for authorised financial benefits.

The second most important entry in CASS expenditure in 2019 was capital transfers (13% of the
total), with three consecutive years of decline (-11.1% in 2019). The other expenditure, of lesser
importance, is divided between personnel costs, which increased 5.5% - more than in the central
Government - and represented 1.7% of the total, and consumption of basic goods and services,
which rose 7.1% and only represents 0.6%. Expenditure on real investment is insignificant, as is
financial expenditure, as the CASS has no debt.

3.3. General branch of the CASS

The distribution of CASS revenue and expenditure by branches shows that, in the case of the
general branch, revenue from contributions increased 4.3%, to 130.8 million euros. This rising trend
was encouraged, as in 2018, by the positive performance of the labour market, resulting in an
increase in the number of employees and self-employed, and also by the rise in average wages.

Growth in expenditure on general branch benefits was stronger than in revenue from contributions,
at 7.1%, reaching 162.3 million euros, so the gap between income and expenditure in this branch
increased. This imbalance between revenue and expenditure in the general branch is a problem
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The general branch deficit

CASS REVENUE AND EXPENDITURE BY g . .
BRANCHES. 2019 (miliions of euros) g | increasedin 2019.
O

180 -

160 | 162.3 that started in 2007 and worsened during the

140 | 1434 years of economic crisis to reach a highin 2015.

120 In 2019, the budget deficit of this branch was

122 1 33.9 million euros, 17.8% higher than in 2018,
60: This imbalance is financed by contributions
40 | from the central Government budget, under
20 the provisions of article 86.3 of Law 17/2008,
01 General branch Pension branch a situation that has repeated itself since

. 2012, after the cumulative reserves of this
@ Revenue ® Expenditure

branch were depleted in 2011. In future, the

Note: Data relating to revenue from contributions and expenditure on benefits.

prospects of a progressively aging population

Source: CASS (Andorran Social Security System).

3.4.

In

and growth in chronic diseases would indicate
that health costs will continue to rise, making
it difficult to restore financial equilibrium if the current conditions for contributions and coverage
are maintained.

Pension branch of the CASS

The rate of growth in revenue from contributions in the pension branch decelerated from 5.3% in
2018 to 3.6% in 2019. This means six consecutive years of growth and brings the total figure of
contributions to 14 3.4 million euros. In parallel, expenditure on benefits in this branch grew much
faster, by 9%, putting the total at 105 million euros, still well below contributions.

Any surplus from contributions produced in the pensions branch of the CASS is paid into the
pension reserve fund, created in 2015 for management and financial efficiency, with the sole
purpose of covering the future pensions of persons who have contributed to the CASS. At the
end of 2019, the fund’s reserves were 1,392 million euros, 12% more than in the previous year,
a variation that includes the payment from the CASS and the return obtained from management
of the fund.

201 9’ the pension reserve fund The rise in expenditure on benefits in 2019

increased 12% and approaches can partly be explained by a 7.9% increase in

e the numbers of pensions, reaching a total of
1,400 million euros.

12,033 individuals in December. In parallel, the
number of pensioners with higher contributions
and lengthier times in the system is increasing progressively, as the pension system matures.

On the other hand, the dependency ratio (active vs passive) decreased in 2019 in relation to
the previous year, to 3.65 in December 2019. Moreover, the analyses made by CASS warn that,
in future, the rate of expenditure will accelerate due to the progressive incorporation into the
pensioner group of sizeable generations with quite high pensions related to the contributions
made. So, in a central scenario, it is estimated that a shortage of resources in the pension branch
will be reached around 2024. Faced with this situation, the pressure to take measures to guarantee
the long-term viability of the system continues to increase.




O The Andorran economy:

developments in the main sectors

IX. The primary sector

The primary sector is the smallest sector of

PRIMARY SECTOR GVA

activity in the Andorran economy. It only
Variation rate in real terms

represents 0.6% of Andorran GVA and 0.4%

of employees, so changes in this sector do not 20 -

significantly influence developments in the 15 | 16.4%

economy as a whole. The trend in GVA for the .

agricultural sector was negative in the period 194 9'1/"5.27 7.6%
2013-2015, but then it changed direction and 5 54%

became positive in 2016 and 2017. In 2018, 0

the variation rate returned to slightly negative - /3.4% -0.8%%2.5%
values (-0.8%) and in 2019 this decline ) -6.0% %5 0%

deepened (-2%). -10

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

. . . . L. Source: Department of Statistics.
In line with the decline in activity, the number

of employees in the sector saw a relatively slight
decline in 2019: from 164 in 2018 to 160 in In 2019 the GVA fOl‘ the agricultural

2019, representing a variation of -2.6%. On o
r fell 2%.
the other hand, the number of establishments secto fe o

dedicated to the primary sector stayed at 49,
the same figure as the previous year. Historically speaking, the number of establishments in this
sector is at historic highs.

The entry of agricultural products into the customs union is opening up new opportunities in the
primary sector, which will be able to access new markets and benefit from European quality labels.
At the same time, this opportunity has spurred crop and livestock farmers to make investments to
improve the production process, to obtain quality seals and increase productivity, especially in the
wine and meat sectors. In line with the effort to introduce improvements in the production process,
the average monthly wages of employees in the sector have been growing for four consecutive
years. In 2019, the increase was 2.4%, putting the average wage in the primary sector at €1,599.

The average size Of crop In 2019, two new crop farms were created (one
farms f€" in Encamp and the other in Andorra la Vella),

so there is now a total of 316 farms. The parish
with most activity is still Sant Julia de Loria,
with 64 farms, while Escaldes-Engordany bottoms the list with only 28 farms. Timewise, there
has been a gradual increase in the number of farms in the last two years, while the total cultivated
area has fallen in the last three years to about 19.7 km? (Utilised Agricultural Area), meaning that
farm size has fallen slightly.

By type of crop, 61% of the total farmed area is used for pasture, 25% for hay, and 7% for tobacco.
Over the last six years, the area for fallow and market gardening has increased. On the other hand,

Chart 9.1
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the surface area used for forage, potatoes and

.

J

(1) Fruit trees, raspberries, beet and aromatic and medicinal plants / (2) Forage for grazing.
UAA: Utilised Agricultural Area.

Source: Department of Agriculture.

various crops (fruit trees, raspberries, beet FARMS AND UTILISED AGRICULTURAL N
and aromatic and medicinal plants) has fallen AREA (UAA) BY PARISH. 2019 f:
significantly. UAA () %J:;\QI
In 2019, vineyards occupied 90,042m?, 5.3% Canillo 47 4,106,990 20.8
less than in the previous year, but a similar Encamp 46 1,900,228 9.6
area to six years ago. Note that 2017 was the v 39 2919541 148
first year that the seal of quality for Andorran
wines was introduced, and the Government Lo sz 2> 3191746 16.2
grants subsidies to vineyards who subscribe Andorra la Vella 37 382,172 19
for the extra effort needed to take part in the Sant Julia de Loria 64 6,411,930 325
quality control, the first step towards obtaining Escaldes-Engordany 28 802,309 4.1
the Protected Geographical Indication (PGlI) = 316 19.714.914 100
awarded by the EU. On the other hand, the
Government, together with the producers, UAA: Utilised Agricultural Area.
started work to obtain the Andorra DO Source: Department of Agriculture.
denomination to guarantee the origin and
quality of wines produced in Andorra.
o ‘ Due to Covid-19, the 2019 tobacco
Que to the S|tu.at|or? cause.d.t.)y Covid-19 a.nd harvest was burnt, as it was
given the physical impossibility of exporting . . .
the tobacco, the 2019 harvest was destroyed lmPOSSIb’e to eXport it.
in 2020, so there are no recorded data (relating
to kg before and after regularisation). A single sale price was agreed for the tobacco, irrespective of
the quality of leaves harvested last year. The manufacturers who buy the tobacco from producers
cannot export it to France or Italy due to the Covid crisis and therefore, the whole production
had to be burnt at the Waste Treatment Centre (CTRASA). Remember, however, that in 2018
the tobacco harvest was almost 240,000 kg, 20,000 kg more than in 2017, with the increase
concentrated mainly in the parish of Encamp. The parish of Sant Julia de Loria, the largest in terms
of tobacco harvest, collected about 80,000 kg, 33% of the total.
AGRICULTURAL AREA BY TYPE OF CROP (in m?) N
2
% variation % total s
2013-2019 2019
Pasture 12,773,491 12,689,716 -0.7 61.1
Hay 5,163,754 5,146,703 -0.3 24.8
Tobacco 1,490,809 1,469,255 -1.4 7.1
Fallow 528,074 629,869 19.3 3.0
Market gardening 117,218 126,762 8.1 0.6
Potatoes 200,703 148,191 -26.2 0.7
Vines 90,305 90,042 0.3 0.4
Miscellaneous () 43,721 24,775 -43.3 0.1
Forage (@ 29,634 19,471 -34.3 0.1
Others 415,051 422,204 1.7 2.0
Total 20,852,760 20,766,987 -0.4 100
Utilised Agricultural Area (UAA) - in m? 19,909,635 19,714,914 -1.0 -



TOBACCO HARVEST BY PARISHES (Kilos) *

% var. % total

v 208
Canillo 14,561.5 15,941.1 9.5 6.6
Encamp 10,271.7 29,374.0 186.0 12.2
Ordino 31,499.7 31,670.2 0.5 13.2
La Massana 44.797.4 41,623.2 -7.1 17.4
Andorra la Vella 27,688.6 30,070.5 8.6 12.5
Sant Julia de Loria 80,510.7 79,854.7 -0.8 883
Escaldes-Engordany 10,233.6 11,362.9 11.0 4.7
Total 219,563.2 239,896.6 9.3 100

&

J

*Due to the situation caused by Covid-19 and the impossibility of exporting the tobacco, the harvest was totally destroyed this year, so there are no data for 2019.

Source: Department of Agriculture / Association of Andorran Tobacco Manufacturers (AFPTA).

Within the customs integration process that In 201 9, minimum tobacco price
Andorra signed with the EU in 2017, the

Andorran Government undertook not to
increase the price differential between the
EU and Andorra, especially with neighbouring integraﬁon process.

states. In 2019, new regulations were passed

for new minimum tobacco prices, envisaging sanctions if the current price differential with
neighbouring countries were to increase and prohibiting special offers or gifts that would enable
tobacco products to be sold below the minimum public prices approved by the Government. Also,
on 12 December 2019, approval was given for Andorrato join the World Trade Organisation (WTO)
Framework Convention on Tobacco Control (CMTC), which includes, among other measures, the
prohibition of advertising, promotion or sponsorship of tobacco and the requirement to adopt
measures against illegal trade.

Remember that the EU agreed to extend the preferential agreement on the customs integration
process for tobacco to 30 years, although from the seventh year, Andorra will have to start
to waive its current customs duties and adopt the EU acquis to arrive at zero customs duties.
In exchange for approval of the period of preferential treatment, Andorra must show that it
is diversifying the economy to reduce its economic dependence on tobacco and also that it is
fighting fraud and smuggling. The EU checks fulfilment of the agreement through a monthly report
that Andorra must send with data on quantities produced, imported, marketed and exported.
Moreover, Andorra must send a detailed annual report, and every five years there will be an audit.

As for apiaries, in 2019 there were 46, eight more than the previous year, with a total of 445
hives. 24 of the apiaries only keep bees while 22 also carry out apicultural activities.

In 2019, numbers of livestock fell 17.2% - 4,789 In 2019 the numbers Of sheep
heads were recorded, almost one thousand fell sharply

less than in 2018 - a decline that breaks the
positive trend of the previous two years. This
can basically be explained in that the category of sheep is the most important, representing half
of the livestock, and shrank 26.8% in 2019 (892 fewer heads). Goat breeding also decreased
substantially (-24.2%), but these are less important as they only represent 6% of total livestock.
So did horse breeding (-3.6%), with 11% of the total. On the other hand, the numbers of cattle,
the second largest category with 32% of the total, increased 0.8% in 2019.

regulations were approved within
the framework of the EU customs

Table 9.3

®

The Andorran economy: developments in the main sectors | IX. The primary sector



)

The Andorran economy: developments in the main sectors | X. Industry

The livestock sector wishes to promote awareness among consumers of the quality meat produced
in this country. So, a process of marketing Andorran veal was started under the quality seal and
Protected Geographical Indication (PGI), labels were made to identify butchers, restaurants and
then the packaging offering this meat to customers. The quality seal has led to more livestock
being bred in Andorra, avoiding the loss of a traditional activity and helping to preserve and clear
the natural environment.

Remember that, since the Law on organic production and quality standards for agricultural
products and food was passed in 2018, there is an organic certificate and the quality control
systems for food production have expanded. Until this year, Andorran legislation included quality
control systems for agricultural products, such as meat and wine, but this could not be applied
to others made with non-agricultural products, such as cured meats and jams. Under the new
legislation, the quality system can be applied to food production, whether agricultural or not.
To promote the quality systems and organic production, the Law sets up subsidies to offset the
increase in production costs from adapting to the requirements.

because one of the main subsectors is energy

6 5.4%

production and distribution, which has a rather
erratic component.

This growth in industrial activity was accompanied
by a rising trend in both business indicators and
the labour market and electricity consumption.
Specifically, the number of establishments in
the sector grew 3.5%, to 413, fourteen more

-3.5%

than one year earlier. Employment also grew

2010 ' 2011' 2012 12013 ' 2014 ' 2015 2016 2017 2018' 2019’

to reach 1,664 employees, 3.0% more than
the previous year. This is the most important

Source: Department of Statistics.

LIVESTOCK (adult heads) N
% var. % total E
2019 19/18 2019
Total cattle (bulls, cows) 1,502 1,514 0.8 31.6
Total horses (workhorses, studs, mares) 556 536 -3.6 11.2
Total sheep (rams, ewes) 3,327 2,435 -26.8 50.8
Total goats (bucks, does) 401 304 -24.2 6.3
Total livestock 5,786 4,789 -17.2 100
Source: Department of Agriculture.
X Industry
[}
EI 2019, the industry and manufacturing sector saw a rise of 3.4%, added to the 2% increase of the
previous year. The whole of the industry and manufacturing sector is a small part of the Andorran
economy in comparison with neighbouring
countries, only representing 5.6% of total GVA IN THE INDUSTRY AND §
GVA and 4.2% of employees. Moreover, it is MANUFACTURING SECTOR L
more volatile than other economic sectors Variation rote in real terms 5




increase since 2005. Finally, the average wages In 201 9’ the industrial and manufacturing

in the sector grew significantly for the third sector saw a positive trend
consecutive year, after a period (2010-2016) P :

in which they were practically stable on

annual average. Specifically, the average wage in 2019 was about 2,338 euros, representing a
2.5% increase on 2018, and 7.3% more than three years earlier. Finally, electricity consumption
in industry doubled in 2019 against the previous vyear, illustrating the expansionary phase
experienced by the sector.

NUMBER OF EMPLOYEES IN THE INDUSTRIAL SECTOR 3

=

% var. % total =
19/18 2019
Manufacturing industries (including extraction) 1,443 1,492 3.5 89.7
Food and beverages 234 237 1.2 14.2
Tobacco industries 246 245 -0.1 14.7
Textiles 35 34 -3.1 2.0
Clothing and leather articles - - - -
Wood and cork, basketwork and esparto 123 131 6.6 7.9
Printing, graphic arts and reproduction of recorded media 213 221 3.6 133
Chemical industries 115 128 11.2 7.7
Rubber and plastic articles 15 14 -8.8 0.8
Other non-metal mineral articles 43 44 1.7 2.6
Articles of metal, except machinery and equipment 125 134 6.4 8.0
Machinery and mechanical equipment 130 138 5.6 8.3
Office machinery and computer equipment 1 0 -100 0.0
Machinery and electrical equipment 8 8 -11 0.5
il\r:I:tc:Lcr(T)]—esr:Jtrsgical, precision, optical and clockmaking equipment and 110 111 14 6.7
Motor vehicles, trailers and semi-trailers 3 3 0.0 0.2
Furniture. other manufacturing industries 26 26 2.9 1.6
Recycling 16 20 24.7 1.2
Production and distribution of electricity, gas and water 173 172 -1.0 10.3

Total 1,616 1,664 L 3.0 100.0 )

Source: CASS (Andorran Social Security System) / Department of Statistics.

In 201 9’ the tobacco ,‘ndustry had the Oneof the mainindustriesin Andorrais tobacco.
In 2019, thi t ked by stability i
same number of employees and one | " 7777 S SECtor was marked by stabiity in

. the number of employees, an increase in the
more establishment.

number of establishments (from six to seven)
and a 5.0% increase in tobacco imports, to 30.3
million euros. The industrial branch of tobacco employed 245 employees in 2019, 14.7% of total
employment in industry, but still far from the percentage it reached at the start of the 1990s,
when it was almost one third of the total in industry. Remember that employment fell 13%
between 2013 and 2016. This sector currently represents a similar percentage to the food and
beverage industry (14.2%).

Electricity production and distribution is the fourth largest subsector, in terms of employment, after
the tobacco industry, the food and beverage industry, and printing and graphic arts, with 10.3%
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of total employees, and a negative variation Electricity production fell
of 1.0% in 2019. In 2019, national electricity 18.5% in 2019
D/ .

production (calculated in 110 kV bars) saw a

year-on-year decline of 18.5%, contrasting with

the increase of 31% in the previous year. This can be explained solely by the significant reduction
in hydroelectric power production (-25%), since solar and thermal energy production saw growth
(93% and 6%, respectively). However, only hydroelectric power has a relative importance as an
energy source (it represents 15% of total demand); thermal energy is 5% and solar only 0.3%.
The other 80% of the energy demand in Andorra is fed by imports from France (45% of the
total) and Spain (35%). Regarding electricity production plants in Andorra, the novelty in 2019 is
the hydroelectric power plant in Aixovall (under construction) and the increase in the number of
working solar installations, to 55.

On the other hand, the total energy demand in Andorra remained practically stable compared
with the previous year (also 110 kV). By sectors, energy demand increased in households, public
administration, industry, hotels and catering and ski resorts, but this increase was partially offset
by a decrease in other types of services and construction, distribution and financial services.
All these data only relate to the Andorran Electricity Company (FEDA). The combination of a
major fall in production and stable demand meant that imports of electricity in 2019, which, as
said, represent 80% of total demand, grew 5.9%. In contrast, fuel imports fell 2.2%, due to the
reduction in foreign purchases of diesel (-2.7%) and domestic heating oil (-6.2%). In contrast,
imports of unleaded petrol rose (7.9%).

lndustrial acﬁvity ,'mproved in the Unlike the quantitative indicators, the results

/. . f ituati indicate that levels of
@ second ha’f0f2019 but ,nd’cators Of OT our situation survey Indicate at levels O

L. . activity and confidence in the sector are not
achwty are still weak. as positive as in the previous year, although

they greatly improved in the second half. In
2019, industrial businesses indicated a fall in turnover of 0.5% on average, contrasting with the
2.2% increase in 2018. For its part, employment continued to record slow growth. The results
of the situation survey show that the rate of activity in industry improved slightly in the final
part of 2019, after a major slowdown in the first half of the year. In parallel, industrial production
presented levels that were slightly better and tended to stabilise, after the decline seen in the
first six months of the year. This more positive trend in activity is consistent with an increase in
the export rate of businesses throughout the second half of 2019, in which total foreign sales of
goods increased an annual 10.8%, in contrast with the 4.3% fall recorded in the previous year.

BUSINESS ACTIVITY - INDUSTRIAL SECTOR

Chart 10.2
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Balance: Difference between opposing responses (positive and negative), as a percentage.

Source: Chamber of Commerce, Industry and Services of Andorra.

The Andorran economy: developments in the main sectors | X. Industry




BUSINESSES’ OPINIONS OF DEVELOPMENTS IN INDUSTRY (% of businesses)

Jan-Jun Jul-Dec Average Jan-Jun Jul-Dec Average [Jan-Jun Jul-Dec Average

Table 10.2

1. Business activity Good 44 36 40 39 53 46 35 35 35
(reviewed half-year) Normal 44 53 49 52 40 46 44 53 49
Bad 12 11 12 9 7 8 21 12 17
Balance 32 25 29 30 46 38 14 23 19
2. Orders High 12 9 11 19 21 20 15 15 15
et sl Normal 63 64 64 57 63 60 56 61 59
Low 25 27 26 24 17 21 29 24 27
Balance -13 -18 -16 5 4 1 -14 9 12
3. Stocks of finished products  Excessive 6 10 8 & 8 6 9 4 7
(reviewed half-year) Adequate 54 57 56 58 43 51 49 47 48
Insufficient 6 1 4 3 3 3 0 7 4
No stocks 34 32 33 36 46 41 42 43 43
Balance 0 9 5 0 5 3 9 -3 3

4. Average production capacity utilisation
(in %) 68.6 70.7 69.6 73.2 72.3 72.7 70.0 68.5 69.3
(reviewed half-year)

5. Production Higher 29 40 85 88 36 35 18 29 24
(compared with same half-year gy, 56 38 47 46 47 47 44 43 44
of previous year)

Lower 15 5%) 19 21 17 19 38 28 33

Balance 14 18 16 12 19 16 20 1 -10
6. Sales prices Higher 14 11 13 15 16 16 15 & 9
(compared with previous Equal 74 82 78 79 77 78 79 91 85
half-year)

Lower 12 7 10 6 8 7 6 7

Balance 2 4 3 9 8 9 9 -4
7. Number of employees More 9 11 10 11 9 10 15 17 16
(compared with previous Same 83 85 84 79 82 81 76 77 77
half-year)

Less 8 4 6 10 9 10 8 5 7

Balance 1 7 4 1 0 1 (7 12 10 )

Source: Chamber of Commerce, Industry and Services of Andorra.

As for sales prices, these again moved within a general context of containment to encourage
sales and protect competitiveness. Finally, in the labour sphere, upward growth in the numbers of
personnel continued and was more marked in the second half of the year.

©

XI Construction and related industries

In 2019, the strong, sustained recovery in the sector of construction and related industries that
started in 2016 consolidated after a long, intense period of recession. According to the official
GDP figures published by the Government, construction GVA in 2019 saw a positive variation
of 8.6%, added to the increase of 13.8% achieved in 2018. Due to the positive trend since 2016,
construction’s share of total GVA increased to 7.3% in 2019, still far from the high of 13% it
reached in 2006.

The Andorran economy: developments in the main sectors | Xl. Construction and related industries
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Construction saw strong growth for

GVA IN THE CONSTRUCTION SECTOR 3 .
Variation rate in real terms M | the fourth consecutive year.
=
O
15 _ 13.8%
10 8.6% In 2019, the construction sector maintained a
5.4% 5.6% high rate of growth, mush higher than in other
(5) | sectors of activity. This positive trend, allowing
%0.4% it to recover part of the activity lost during
® the previous crisis, was also sustained in the
104 housing segment, still in clear expansion thanks
159 14.1% Y 6.0% to increases in refurbishments and the demand
20 117.1%  -175% for new buildings, and in public investment,
-25

T T T T T T T T T ] i i i
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 which saw a Strong increase in 2019.

Source: Department of Statistics. . . o
Employment in the sector increased 8.8%, to

3,333 employees, the most significant increase
in the whole historical series that began in 1991, although still virtually half the number of
employees reached in 2006. Due to recovering activity and the lack of trained workforce in the
sector, average wages rose for the fourth consecutive year (1.9% in 2019) and passed €2,100 per
month for the first time. On the other hand, in 2019 imports of building materials shrank 16%,
which could be explained by the fact that the increase in the previous year was comparatively high
(71%). Finally, the number of business establishments in the construction sector stayed around
810, the highest figure since 2011.

Surface area authorised fOI‘ Note also that the number of authorised projects

o ge . has recovered strongly in the last four years. In
building grows 44% in 2019.
83 ° 2019, 817 projects were authorised, added to

the 1,133 projects in 2018, figures that easily
surpass the annual average of 500 projects in the five years between 2013-2017. These major
increases are produced by the economic recovery and improvement in investor confidence, and
also from the very low construction activity during the deep crisis in the sector. Added to this is
the new Law on promoting the energy transition and climate change, which establishes that new
buildings must have virtually zero energy consumption from 2020, which could have prompted
the authorisations in 2019 to avoid application
of these new regulations. Of the 554,762 m?

authorised in 2019 (44% more than in the AUTHORISED SQUARE METRES
previous year), 75% related to new building; BY CATEGORY
18% to refurbishments and the other 7% to
demolition or extension. All three categories 420,000
400,000 |
saw two-digit growth in 2019. 350,000 J
300,000 |
The increase in the refurbishment segment 250,000
can be seen in the balance of the Renova 200,000 |
plan to improve buildings’ energy efficiency, 150,000 |
receiving 259 applications in 2019, less than 100,000
the 303 of the previous year, although the AT
cost of the actions was 9.7 million euros, 53% g 2013 | 2014 2015 | 2016 2017 | 2018 2019 |
more than the last call for applications. The
increased cost can be explained in that there ® New builds ® Refurbishments
were more applications for total reforms of ® Extensions Demolitions

buildings, which have a higher cost. Since the
Source: The Official Association of Architects of Andorra.

Renova plan was put in place in 2011, and

Chart 11.2



demand stabilising at high levels.

the sub-programmes Renova+ and Renova The balance Of the Renova p’an
Fotovoltaica from 2013, the Government has . .y
IS positive.

received 1,641 applications, and granted up
to 11.5 million euros towards actions involving
a total investment of 62.2 million euros in energy efficiency. The call for Renova 2019 grants
was adapted to Law 21/2018 on promoting the energy transition and climate change, passed in
September 2018. Remember that this new Law aims to add momentum to building improvements
and efficiency, as it includes measures such as energy certificates for buildings, which will be
mandatory in sales transactions from 2020.

In the 2019 version, the Renova plan promoted actions on the whole building, so the subsidy
increased to 35% of expenditure, with a limit of 125,000 euros (category A) and up to 25% with
a limit of 100,000 euros (category B). A new category of subsidies was also created to adapt
facades and windows and make them more sustainable, with a 20-25% grant, up to 60,000-
75,000 euros. Finally, grants will still be given to solar installations, a line that emerged in 2018
to promote the installation of equipment using solar power. The Renova 2020 plan includes an
additional bonus of 10% if the refurbished housing is added to the rental market; a grant of 15% to
improve accessibility, sustainability and industrial safety, and a grant of 5% for actions to enhance
facades, patios and roofs. The funds allocated for 2020 are 1.2 million euros for direct grants and
an entry of 12.47 million for loan guarantees.

Property sales fe” 13% due to After six consecutive years of major increases in
property demand (by 16% on annual average),

this trend halted in 2019. According to the
statistics on property transactions and on
housing and land prices, in 2019 there was a fall in the number of property transactions by 13%
in comparison with the previous year. However, the number of transactions is still at quite high
levels (1,621 sales/year), a detail that could indicate a certain stabilisation of demand and more
sustainable growth in the sector.

In all parishes except Sant Julia de Loria - where they are growing 27% - there were falls in
property sales, with the most important falls in Escaldes-Engordany (-32%), Canillo (-23%) and
Encamp (-19%). By type of building, in 2019 the volume of sales of new builds (apartments,
parking spaces and other constructions) fell, as did second-hand properties. Only single-family
houses and land showed increases against the previous year.

PROPERTY TRANSACTIONS AND AVERAGE M? PRICE OF APARTMENTS, PER PARISH

PROPERTY TRANSACTIONS M? PRICE FOR APARTMENT TRANSACTIONS (EUROS)

Absolute Relative Absolute Relative

mm variation variation (%) 2018 2019 variation variation (%)

Canillo 382 295 87 -22.8 1,851.2 1,937.7 86.5 4.7
Encamp 356 288 -68 -19.1 1,792.2 1,971.8 179.6 10.0
Ordino 135 126 -9 -6.7 2,393.8 2,328.2 -65.6 -2.7
La Massana 371 339 -32 -8.6 1,878.7 2,310.6 431.9 23.0
Andorra la Vella 291 283 -8 -2.7 2,909.5 2,956.5 47.0 1.6
Sant Julia de Loria 112 142 30 26.8 1,886.4 2,030.5 1441 7.6
Escaldes-Engordany 217 148 -69 -31.8 3,002.3 3,118.5 116.2 3.9
Total 1,864 1,621 L -243 -13.0 ) 2,186.8 2,409.3 L 222.5 10.2 )

Source: Department of Statistics.

Table 11.1
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The value of properties transferred in 2019 fell 3% compared with the previous year. The

properties that saw the steepest decline were buildings and commercial premises, while the value

of warehouses increased 221% and single-family housing 40.3%.

Finally, in 2019 the price per m? for apartment transactions increased 10.2% against the previous

year, while the average price per square metre of buildings, land and commercial premises fell.

In relation to apartments, the parishes where the price/m? rose most were La Massana (23%),

Encamp (10%) and Sant Julia de Loria (7.6%), the only one where it fell being Ordino.

In relation to the subsector of public works, the Government invested much more in 2019 than

in 2018, contrasting with the previous two years, while the Comu governments continued to

strongly push investment for the third consecutive year. The aggregate real investment of the

central and Comu governments (only chapter
6 in the budgets) shows a total of 89 million
euros, 15.5% more than the previous year. This
increase is added to the increase of 21% in
2018 and 19% in 2017.

GOVERNMENT PUBLIC WORKS. SETTLED
PUBLIC INVESTMENT * BY PROGRAMME

(categories)

Table 11.2

Description

2018 2019

2,551,899 € 1341474¢€

There was a strong rise in investment by
the central and Comu governments.

Government infrastructure

m \
(&)
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Settled investment (chapter 6) by the central
Government reached 45,173,410 euros, a
figure that represents a significant increase of
18.7% against the previous year (38,058,562
euros). If we add capital transfers to this
(chapter 7 of the budget), the total investment
effort of the Government rises to 55,033,648
euros, representing a 21% increase against the
previous year. Most of this investment relates
to the Ministry of Land Planning, specifically
44,381,212 euros, with an interannual increase
of 29% against 2018. The other 10,652,436
million euros of the Government investment
relate to the other ministries.

In the following table are details of the settled
public works of the Ministry of Land Planningin
2019 and 2018. Among the largest investment
entries are notably the increase in judicial
infrastructure for construction of the new
Justice building (10 million euros in 2019, 40%
more than that of the previous year). There
were also increases in investment in school
infrastructures (2.7 million in 2019, 91% more
than in 2018), cultural infrastructures (2.7
million in 2019, 70% more than the previous
year) and road infrastructures, both new
roads and investment in maintenance of those
that already exist. In contrast, investment
decreased in, for example, administrative

Judicial infrastructure

Infrastructures -
Fire Service building

Health and social infrastructures
Security and public order
General health administration
School infrastructures
Education

Sports and PE

Sanitation plan

Waste management

Natural heritage management
and conservation

Cultural infrastructures
General administration
CG road infrastructure
Other roads

Road maintenance

Natural hazards. Road
infrastructures

Sectoral plan. New road
infrastructures

Management of rivers and
streams

Cartography & topography
Agricultural activity

Strategic and transport projects
Road surfacing CG, CS & streets

7,219,708 € 10,092,551 €
0€ 103,804 €

0€ 753,217 €

82,929 € 0€
108,303 € 0€
1,408,917 € 2,695,786 €
870 € 3,075 €

32,146 € 238,723 €
140,235 € 293,147 €
0€ 0€

370,906 € 400,538 €

1,611,032€ 2,739,855 €
1,081,849 € 1,303,697 €
7,892,419 € 11,540,406 €

58,520 € 8,155 €
6,754,212 € 7,416,658 €

2,521,154 € 1,434,012 €

36,052€ 1,948,933 €

1,870,677 € 551,965 €

48,924 € 163,217 €
0€ 0€
582,947 € 565,359 €
0€ 786,639 €

Total

34,373,702 € 44,381,212 €

*Total settled public works relating to investment by

the Ministry of Land Planning.

Source: Ministry of Land Planning.




BUSINESS ACTIVITY - CONSTRUCTION SECTOR
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Balance: Difference in opposing responses (positive and negative) as a percentage.

Source: Chamber of Commerce, Industry and Services of Andorra.

infrastructures (-47%), road infrastructures for natural hazards (-43%) and management of rivers
and streams (-70%).

On the other hand, settled real investment by the Comu governments rose 12.4%, from 39.2
million euros in 2018 to 44.0 million euros in 20194, the highest investment figure since 2007.
Comu investment has been growing at high rates for three years. In fact, since the low in
investment in 2012 (6.8 million), consecutive increases have occurred - except in 2016 - which
have led the volume of investment in 2019 to approach pre-crisis figures. By parish, the highest
investment expenditure was in Andorra la Vella, with 13.1 million euros, followed by Encamp with
10.4 million euros. With much lower figures are Canillo (7.6 million according to the 2019 budget)
Escaldes-Engordany (5.0 million), La Massana (4.2 million), Ordino (2.4 million) and Sant Julia de
Loria (1.5 million). The most notable increase in investment in 2019 was Encamp (180%) and at a
much lower rate, Sant Julia de Loria (37.9%), Ordino (29.8%), and La Massana (19.1%). On the other
hand, investment shrank in Andorra la Vella (-31.6%) and Escaldes-Engordany (-39%).

Business activity rebounds and achieves CONTRACTED WORKS - CONSTRUCTION
the most positive result of all sectors. SECTOR (half-year July-December 2019)
Type of works

Our situation surveys confirm that the
construction sector continued to achieve a ol ets
notable rate of expansion in 2019, if lower

. . . Non-
than in 2018, consistent with the gradual R
achievement of more normal levels of activity.
Construction companies that took part in this e
survey indicated an average increase in turnover
of 4.9%, a rate that, although significant, is well Total
below the average for the last two years (8.2%), I U
in line with the trend in GDP. In parallel, the 0 10 20 30 40 50 60 70
volume of executed works has continued to % businesses
recover, although in the second half this was elow @Normal @ High

slower than in the previous two half-years.
Source: Chamber of Commerce, Industry and Services of Andorra.

4 On the completion date for publication of the 2019 Report, the settled accounts for 2019 of the Comu of Canillo were not available
so the data relate to their 2019 budget.

Chart 11.3
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The volume of contracted works also showed dynamic behaviour, heading gradually towards more
acceptable levels after the minimums of recent years.

By types of works, housing construction is still the main driver of activity, while contracts on non-
residential building continue to fall.

In the opinion of the construction companies, unit contract prices continued to rise and, in the
labour market, employment continued to increase at a high rate in both halves of 2019.

BUSINESSES’ OPINIONS OF DEVELOPMENTS IN THE CONSTRUCTION SECTOR

(% of businesses)

2017 2018 2019

Jan-Jun Jul-Dec Average Jan-Jun Jul-Dec Average|Jan-dun Jul-Dec Average

1. Business activity Good 24 34 29 49 68 59 63 62 63
(reviewed half-year) Normal 63 66 65 46 32 39 32 38 35
Bad 13 0 7 5 0 3 5 0 3
Balance 11 34 23 44 68 56 58 62 60
2. Volume of executed works Higher 27 54 41 54 64 59 46 42 44
(compared with same half-year  gqya| 49 32 41 31 29 30 41 40 41
of previous year) Lower 24 15 20 15 7 11 14 18 16
Balance 3 39 21 39 57 48 32 24 28
3. Contract unit prices Higher 2 0 1 27 16 22 29 18 24
(compared with previous Equal 87 95 91 71 82 77 68 80 74
half-year) Lower 11 5 8 2 2 2 3 3 3
Balance -9 -5 7 25 14 20 26 15 21
4. Number of employees More 18 15 17 15 23 19 34 28 31
(compared with previous Same 69 73 71 71 65 68 53 73 63
CIRTEN Lower 13 12 13 15 12 14 13 0 7
Balance 5 3 4 0 11 6 21 28 25 )

Source: Chamber of Commerce, Industry and Services of Andorra.

Table 11.3

XI I Services
[ ]

The service sector is the core of the Andorran In 201 9 the rate ofgrowth in the

economy, concentrating 86.5% of global GVA .
Y ne e _ services sector accelerated to 1.9%.
and 87.0% of total employees. The major

importance of this sector means that any

development largely determines the behaviour of Andorran GDP. The sector had six consecutive
years of positive variation rates between 2014-2019, with an average annual growth rate of 1.8%.
Moreover, according to the Department of Statistics, growth in the service sector accelerated in
2019, with real GVA rising to 1.9%, more than the 1.3% of the previous year.

The service sector is still the driving force of the Andorran economy, within a context of gradual
improvements in real estate activities and business services, and also a gentle recovery in the
tourism sector, which was relayed to the branches of hotels, catering, transport and commerce.




SERVICE SECTOR GVA ¥ GVA OF THE SERVICE SECTOR BY S
Variation rate in real terms = BRANCHES OF ACTIVITY =
5 Interannual variation rate (%) 5
g 2.8% 2 0% 3.0% 6-
2 | 4 |
1] 0.5% 2
.2 1’4 0l
o |-07% S
3 | -2.0%
4 -4 |
-5 | -6
:g L :5'6%v e * 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Source: Department of Statistics. * %?g;mgg%eh Zggefoiz]rijﬁitfar?(?ﬁstranSport'
® Financial, real estate, professional and technical
The outcome for 2019 was favourable for the ® Public administration, education, health, social
] ) ] and personal services
three major subsectors, this year with very
similar variation rates, all close to 2%. The source: Department of Stafistcs.
subsector of Commerce, hotels and catering,
transport, information and communications The total number Of establishments
saw an increase of 1.9%, very similar to . .
2018. In contrast, the subsector of Public in the service sectorgrew toreacha
administration, education, health, social and new historic high-
personal services slowed, going from growing
3.6% in 2018 to 1.6% in 2019. Finally, the subsector Financial, real estate, professional and
technical activities saw the greatest improvement, growing 2% in 2019, after falling 0.6% in the
previous year.
In 2019, there were 8,291 business establishments in the service sector, 4.7% more than the
previous year and the highest figure in the historical series. By subsectors, a strong increase in
real estate activities and business services was seen (almost 10% more), concentrating 32% of
the total service sector. The other most important activity is commerce, in which the number of
NUMBER OF BUSINESS ESTABLISHMENTS IN THE SERVICE SECTOR g
o
% var. % total E
wre_ 2o
Commerce and motor vehicle repairs (etc.) 2,795 2,911 2,969 2.0 35.8
Hotels & catering 952 1,037 1,051 1.4 12.7
Transport, storage & communications 413 433 427 -1.4 5.2
Financial system 179 178 181 1.7 2.2
Real estate & rental activities; business services 1,189 2,397 2,631 9.8 31.7
Public administration, defence & mandatory social security - - - - -
Education 60 131 141 7.6 1.7
Health & veterinary activities, social services 106 214 224 4.7 2.7
S(:,Zirnf;csi:v?g:ltles and community services; 439 612 665 87 80
Others 0 8 2 =883 0.0
Total L 6,133 ) 7,916 8,291 g 4.7 100 )

Note: Number of establishments registered with the Registry of Commerce and Industry.

Source: Ministry of the Presidency, Economy and Business.

)
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establishments increased 2.0% in 2019, to represent 36%. The third most important subsector
in terms of businesses is hotels and catering, with 13% of establishments, seeing a 1.4% increase

against the previous year.

If we compare the current number of business establishments in the service sector with the

number there was before the crisis, in 2007, we can see a significant increase in the business
network, especially from 2013, so the figure in 2019 is 35% higher than in 2007. Apart from the
improvement in the economic environment, one important factor that favoured this growth was

the Foreign Investment Law that came into force in 2012.

In 2019, the number of employees in the service sector rose to 34,498, divided as follows

between the four main subsectors: 26% work in commerce; 17% in real estate and business

services; 15% in hotels and catering, and 13%
in public administration. Globally, these four
branches concentrate 70% of total employees
in the service sector. In 2019, the total number
of employees in the sector grew 1.4%, slightly
less than the 2.9% recorded in the previous

Employment grows in the health sector

and transport and communications
sector, but falls in the financial sector.

year. The most important increases in 2019 were seen in real estate and business services

(5.1%), health activities and social services (3.9%) and the subsector of transport, storage and

communications (3.8%). In contrast, employment fell 5.1% in the financial sector.

NUMBER OF EMPLOYEES IN THE SERVICE SECTOR (annual average)

% var. % total
19/18 2019

Commerce and motor vehicle repairs (etc.) 8,851 8,944 1.1 25.9
Hotels & catering 5,092 5111 0.4 14.8
Transport, storage & communications 1,280 1,328 3.8 3.8
Financial system 1,873 1,777 -5.1 5.2
Real estate & rental activities; business services 5,452 5,727 5.1 16.6
Public administration, defence & mandatory social security 4,444 4,452 0.2 12.9
Education 599 596 -0.5 1.7
Health & veterinary activities, social services 2,076 2,157 3.9 6.3
Other social activities & community services; personal services 3,005 3,091 2.9 9.0
Households employing domestic staff 1,118 1,102 -14 3.2
Extraterritorial bodies 13 13 0.0 0.0
Domestic work for the community 204 202 -1.3 0.6
Total 34,006 34498 14 100 )

Source: CASS (Andorran Social Security System) / Department of Statistics.

Wages increased in all branches of
the service sector, except finance and
transport and communications.

In 2019, monthly wages for the whole of the
service sector increased 0.5%, to an average
of €2,143, a slower increase than the 2.4% of
the previous year. All subsectors of services
saw increases below 3% except the subsector

of recreational and sports activities and personal services, where the average wages grew more

than 3%, and except for the falls seen in the financial sector (-6.2%) and in the branch of transport

and communications (-1.2%).

Table 12.2



Box 12.1
RECYCLING URBAN WASTE

In 2019, more than 135,500 tonnes of waste was
generated in Andorra. 30% was treated inside the
country and 70% was exported for final management
outside the country. This includes all waste generated
in the country, such as household waste (municipal
waste and similar waste from commerce, industry
and institutions, including selective collection) and
all waste exported directly by waste managers at
recovery and/or disposal plants.

In the last review of the National Waste Plan (PNR)
for the period 2017-2020, the recycling target set
for 2020 is 50% (including preparation for reuse), in
keeping with the criteria of Directive 2008/98/EC on
waste. Selective collection is well-established today in
this country which means that, for the main recyclable
portions that are collected selectively (paper and
cardboard, glass and packaging), the global recycling
result obtained in 2019 was 48%. This value is slightly
lower than in the previous year, due to a decrease in
selective collection of paper and cardboard. However,
the value is close to the target set for 2020.

Specifically, in 2019 a total of 55,883 tonnes of urban
waste was managed, 3.1% less than the previous year,
of which 19,245 tonnes were recycled, while 35,631
were recovered for energy, the process that minimises
the volume of waste through combustion. The rest
went for preparation for reuse or disposal.

As for recycling, light packaging increased 2.4% and
glass 1.2%, whereas paper and cardboard fell 15.9%.
This fall in paper and cardboard collection is related to
an international problem in the paper and cardboard
market, owing, on the one hand, to Asian countries

1. Commerce

closing the doors to recycling material and, on the
other hand, a steep fall in the price of that material.
Moreover, note that at the end of October 2017,
the organic part from major producers, such as large
supermarkets, hotels, restaurants and schools, was
incorporated into the selective collection circuit.
This allowed for the amount of selective collection
of organic matter to increase and the target of 1,000
tonnes per year to still be reached.

As for energy recovery, household waste and any
similar to urban waste is burnt at the Treatment
Centre (CTR), so part of the energy can be recovered
as electricity through combustion. In 2019, 40,853
tonnes of waste generated in Andorra were recovered,
very similar to the previous year. This recovery injected
16,260 MWh of electricity into the national FEDA
network. To this waste should be added the 9,130
tonnes of pre-treated urban solid waste from Cerdanya
(Spain), under the Government authorisation to import
a maximum of 10,000 tonnes per year, representing
18.4% of the total waste burnt by the CTR. The
energy production from incineration of this waste
was 5,287 MWh.

Equally, entry into force of the Regulations to reduce
plastic bag consumption in November 2017 enabled a
saving of almost 600,000 plastic bags at department
stores and large supermarkets, representing a 22%
drop in consumption compared with 2018. On 3
July 2019, international Plastic Bag Free Day, the
Government distributed 40,000 reusable net bags for
fruit and vegetables among large supermarkets and
department stores declared special producers.

Commerce is one of the pillars of the Andorran economy, despite losing ground against other

sectors in recent years, such as real estate and business services. The commercial sector
represents 16.9% of GVA (2018) and 22.6% of employment (2019), less than in 2005, when it
was 26.7%. This structural change is due to the recent economic crisis and the transformation of

patterns of consumption affecting traditional commerce.

The retail sector is facing a process of transformation of its business model due to changes in the

patterns of demand and consumer habits and, in particular, strong competition from growing online

The Andorran economy: developments in the main sectors | Xll. Services
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sales. These factors are having a direct, negative impact on commercial activity, also aggravated by
deregulation of the sales season in Spain and by generous discounts to be found online throughout
the year. These factors make the retail trade, unlike other sectors, more resistant than expected to
escaping stagnation and addressing growth in activity, even marginally.

However, the commercial sector is slowly adapting to this structural change, as shown by the
available sectoral indicators for 2019, which are slightly better than in the previous year, despite
being very modest. Employment in the retail sector grew a tentative 0.2%, to 5,373 employees,
but this is still better than the 0.6% decline seen in 2018. The average wage reached about
€1,735, 2.6% more than the previous year, but still one of the lowest wages in the services sector.
In contrast, electricity consumption in the sector of commercial distribution saw a downturn of
2.8% (solely FEDA data). Finally, the number of retail establishments increased 1.6%, to 1,368
(22 more than in 2018). One of the reference indicators for analysing the trend in commerce is

imports of goods, because most products sold

In 2019 the number Of employees and in Andorran commerce are imported. All in all,
b

. . . national imports grew a moderate 0.7% in 2018,
commercial establishments increased. | ~° ~° )
in line with the modest growth in the sector.

The results of our situation survey confirm that retail trade, despite showing slight signs of
improvement in the final stretch of 2019, continued to present a very modest trade balance.
Equally, it is important to note that the main indicators of activity and confidence in the sector
confirm the tendency for the situation to stabilise, after a long period of significant falls in sales. So,
retailer’s assessments of business activity in the second half of the year were the most optimistic
of the last three years. Moreover, in 2019, retailers signalled a year-on-year average decline in
turnover per establishment of 0.7%, much smaller than the -3.4% recorded in 2018, accompanied
by a more positive trend in employment in the sector.

Note that many commercial establishments in Pas de la Casa suffered from the negative impact
of the closure and restrictions of roads to France over a period of 18 days, due to both snow and
the landslide in April. For this reason, the detailed results of Pas de la Casa indicate an average fall
in turnover per establishment of 17.4%, a much higher rate of decline than the country as a whole.

From a sectoral point of view, a slight recovery in activity can be seen in most branches. On the
positive side are notably the branches of household equipment, hygiene and health, and food,
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with comparatively better results than in other In the second ha’f Of 201 9’ the decline

. For thei t, kets and . i i
commerce. For their part, supermarkets an in sales stopped, especially in the

department stores and the branch of clothing .
branch of clothing and footwear.

and footwear were clearly alienated from this
more favourable trend, although the branch of
clothing and footwear appeared less pessimistic in the second half of the year.

Turnover also saw a less negative dynamic for the whole of the commercial sector than in the
previous year, basically through the improvement seen in the second half. Year on year, the only
branch that saw a slight increase in turnover levels was household goods, largely favoured by
the impetus from the construction sector. On the other hand, the worst results were seen in the
branches of vehicles and accessories, and clothing and footwear, but in a specific way, and in
supermarkets and departments stores, where approximately 3 of every 4 businesses indicated
lower turnover than one year earlier.

BUSINESSES’” OPINIONS OF DEVELOPMENTS IN THE RETAIL TRADE (% of businesses)
1. Business activity 2017 2018 2019
(Reviewed half-year) Jan-Jun Jul-Dec Average Jan-Jun Jul-Dec Average |Jan-Jun Jul-Dec Average
Total retail Good 25 28 27 22 24 23 23 32 28
trade Normal 52 53 53 45 51 48 48 49 49
Bad 23 20 22 88 26 30 29 19 24
Balance 2 8 5 -11 -2 -7 -6 13 4
Food Good 26 29 28 9 18 14 24 39 32
Normal 51 53 52 58 56 57 52 39 46
Bad 23 18 21 33 26 30 24 22 23
Balance 3 11 7 -24 -8 -16 0 17 9
Clothing Good 12 9 11 6 19 13 6 31 19
& footwear Normal 65 53 59 34 34 34 53 38 46
Bad 24 38 31 59 47 53 41 31 36
Balance -12 -29 -21 -53 -28 -41 -35 0 -18
Household Good 31 88 32 28 29 29 31 88 32
equipment Normal 56 44 50 53 62 58 53 64 59
Bad 14 22 18 19 9 14 17 8 10
Balance 17 11 14 9 20 15 14 30 22
Health & Hygiene Good 26 26 26 32 30 31 31 39 35
Normal 48 57 53 45 57 51 46 42 44
Bad 26 17 22 23 13 18 23 19 21
Balance 0 9 5 9 17 13 8 20 14
Electronics Good 7 14 11 21 15 18 26 29 28
Normal 57 71 64 29 62 46 32 59 46
Bad 36 14 25 50 23 37 42 12 27
Balance =29 0 =15 =29 -8 =19 -16 17 1
Vehicles & Good 28 39 34 27 21 24 19 24 22
accessories Normal 48 46 47 50 52 51 52 52 52
Bad 24 14 19 23 28 26 30 24 27
Balance 4 25 15 4 -7 -2 -11 0 -6
Other trade Good 28 29 29 26 26 26 28 30 29
Normal 46 56 51 43 47 45 44 52 48
Bad 26 15 21 31 27 29 28 18 23
Balance 2 14 8 -5 =l =5 0 12 6
Supermarkets & Good 25 40 &3 30 25 28 0 25 13
department stores Normal 58 40 49 40 38 39 44 38 41
Bad 17 20 19 30 38 34 56 38 47
Balance 8 20 14 0 -13 -7 \_ -56 -13 -35

Source: Chamber of Commerce, Industry and Services of Andorra.

Table 12.3
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SALES FIGURES COMPARED WITH THE SAME PERIOD IN THE PREVIOUS YEAR - RETAIL TRADE
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Source: Chamber of Commerce, Industry and Services of Andorra.

Finally, the number of employees in the sector followed a gently rising trend, and sales prices
were very stable in most stores, due to the pressure from competition to apply discounts and
promotions to encourage sales, which undermined turnover.

The commercial sector has been organising events to promote the commercial sector for many
years, such as the Andorra Shopping Festival and Black Friday, with positive results. For example,
the Andorra Shopping Festival, held on 8-17 November 2019, is intended to bring in more visitors
in the winter pre-season and enhance the commercial offer in town, with street events, children’s
activities, concerts, expo art Minnie, the festival of experiences and cuisine, among other activities.
The number of visitors between 1-30 November reached 536,972, almost 32,500 more than in
the same period of 2018. There was an increase in both Spanish visitors (about 23,000 more) and
French (about 9,000 more), showing that this project is becoming established and has a greater
impact on Andorra’s economy.

Commerce is facing major structural changes The quality seal fOl"

in consumers’ behaviour on a global scale, .
. , commerce Is set up.
requiring an overhaul of strategy in the sector.

On the one hand, a change has been detected

in the behaviour of the consumer who, with the same budget, values the experience (sleeping
in a hotel or going to a restaurant) much more than buying products. There is also rapid growth
in e-commerce and, in parallel, the consumer expects constant promotions, which reduces the
business margins of the sector. Derestriction of the sales period in Spain and the increase in online
purchases on large platforms like Amazon are two examples. To this are added other factors more
specific to Andorra that need improvement, such as the lack of prestige brands, the mix of cheap
and luxury shops, the need to improve the image of some shops and insufficient staff training in
the commercial sector, among others.

To meet all these challenges, the Government prepared a Strategic Plan for shopping tourism,
presented in 2016 and already underway, which could be reformulated in the future. In 2019,
some of the proposed measures materialised, such as the creation of a joint brand for the central
shopping area that includes the trade associations of Avinguda Meritxell, Avinguda Carlemany and
its side streets, and Fener Boulevard, under the name The Shopping Mile, to relaunch the central
shopping hub of Andorra la Vella and Escaldes-Engordany. Moreover, in 2019 the Principality of
Andorra joined the Single Euro Payments Area (SEPA), after passing the necessary legislation,
allowing for the promotion of e-commerce in Andorra.




Box 12.2

ONLINE PURCHASES IN ANDORRA. COMPARISON WITH THE EU

The statistics on the installation and use of information
and communications technology (ICT) in homes in
Andorrain 2019, made by the Department of Statistics
for the second time, dedicates one of the blocks to
analysing online purchases. Specifically, the survey
analyses the characteristics of the last online purchase
in the case of people who have used the internet at
some time. The first result is that 59.7% (53.0% in
2017) made a purchase at some time, while 40.3%
(47.0% in 2017) never have. Although the percentage
of population that has bought online at some time has
increased in comparison with 2017, Andorra is still
below the European average.

To be able to compare these figures with those of
the European Union, the responses were filtered
according to those who have used the internet in the
last year (not those who have used it at some time).
In this case, the data are much lower in Andorra:
42.6% of those surveyed made a purchase in the
last 3 months, compared with 60% of people in the
EU-28. Equally, 46.4% of residents in Andorra made
their last online purchase more than one year ago or
never, whereas that average in EU countries is 28%.
Note that in the international comparison, Andorra

LAST ONLINE PURCHASE, BY PEOPLE
WHO HAVE USED THE INTERNET IN

THE LAST YEAR (in %)

60 _ 60.0
50 46.4
42.6 2
40 |
30 28.0
20 |
12.0
10 | 11.0
0
In the last More than three  More than one year
3 months months but less than ago or never
one year ago
® Andorra @ EU-28

stands out especially in internet access and use by the
population, as it is the second country to most use
the mobile to connect to the internet. However, in
contrast, the Andorran data present lower values than
the European average for use of e-commerce and use
of e-administration.

As for the nationality of the vendors where the
purchases were made, 24.1% are national vendors,
quite a low percentage, followed by Spanish vendors
(20.3%), French (6.5%) and Portuguese (1.1%). The
others are from other parts of the world or unknown
origin.

If we compare the goods and services purchased in
the last year in Andorra and the EU, lower figures
are obtained for Andorra, especially in purchases of
physical goods (clothing and footwear, household
goods, books, etc.). In contrast, when comparing travel
or hotels, the percentages are quite similar.

As for the value of online purchases made by Andorrans
in the last three months, it can be seen that 21.4%
of the population spent less than €50; 28.4%, €50-
€99;30.9%,€100-€499; 8.5%, €500-€999, and 3.4%,
€1,000 or more. The other 7.5% do not know how
much they spent. This distribution of the purchase
value is very similar to the European average. On the
other hand, the statistics show that 64.8% of buyers in
the last year had no problem buying online, the same
proportion as the average for the EU, but a notable
problem is the fact the foreign retailers do not operate
in Andorra, an obstacle pinpointed by 15.4% of those
surveyed.

Finally, the most common reasons why people do
not buy online are that they prefer to buy in person
(75.9%), for privacy or security reasons (16.1%), lack of
knowledge (13.7%) and because someone else made
the purchase for them (8.7%).

Source: Department of Statistics.
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BUSINESSES’ OPINIONS OF DEVELOPMENTS IN THE RETAIL TRADE (% of businesses)

2. Sales figures 2017 2018 2019

(reviewed half-year compared with

same half-year of previous year) Jan-dun Jul-Dec Average Jan-Jun Jul-Dec Average |Jan-dun Jul-Dec Average
Total retail Higher 28 28 28 17 24 21 19 28 24
trade Similar 34 34 34 35 32 34 88 36 35
Lower 38 38 38 48 44 46 48 36 42
Balance -10 -10 -10 il -20 -26 =29 -8 =19
Food Higher 29 26 28 17 24 21 10 31 21
Similar 39 35 37 27 34 31 41 39 40
Lower 32 39 36 57 42 50 48 31 40
Balance -3 -13 -8 -40 -18 -29 -38 0 -19
Clothing Higher 19 16 18 0 20 10 16 38 27
& footwear Similar 38 25 32 25 13 19 16 22 19
Lower 44 59 52 75 67 71 68 41 55
Balance -25 -43 -34 -75 -47 -61 -52 -3 -28
Household Higher 40 22 31 19 18 19 31 31 Bl
equipment Similar 34 31 33 42 52 47 50 46 48
Lower 26 47 37 39 30 35 19 23 21
Balance 14 -25 -6 -20 -12 -16 12 8 10
Health & Hygiene Higher 25 35 30 45 24 35 13 28 21
Similar 45 30 38 14 52 B3] 43 44 44
Lower 30 35 88 41 24 88 43 28 36
Balance -5 0 -3 4 0 2 -30 0 -15
Electronics Higher 17 14 16 7 15 11 21 33 27
Similar 25 36 31 36 39 38 26 33 30
Lower 58 50 54 57 46 52 53 88 43
Balance -41 -36 -39 -50 -31 -41 -32 0 -16
Vehicles & Higher 18 46 32 15 24 20 15 19 17
accessories Similar 36 25 31 39 28 34 27 30 29
Lower 46 29 38 46 48 47 58 52 55
Balance -28 17 -6 -31 -24 -28 -43 -33 -38
Other trade Higher 30 27 29 18 31 25 22 24 23
Similar 31 46 39 45 22 34 31 40 36
Lower 39 27 33 37 47 42 47 37 42
Balance -9 0 -5 -19 -16 -18 -25 -13 -19
Supermarkets & Higher 42 40 41 20 25 23 0 25 13
department stores Similar 25 30 28 30 38 34 22 0 11
Lower B8] 30 32 50 38 44 78 75 77
Balance 9 10 10 -30 =13 -22  (_-78 -50 -64

Source: Chamber of Commerce, Industry and Services of Andorra.

Another measure that was initiated in 2019 is the creation of a quality label for the commerce
sector. This project is being managed by the Cambra de Comerc, Industria i Serveis and offers a
business improvement plan through which commercial establishments can obtain a quality seal
with the title of Excellent Commerce Certificate. The project has a budget from the Government
of €60,000 and 60 stores are expected to benefit from it.

2. The financial system

The financial system, consisting mainly of the banking and insurance sectors, represents 11.9% of
Andorran GVA, according to 2018 data. It is the most important sector of the economy in terms
of GVA, while in terms of employment it represents 4.5% of total employees. The main business
areas of the financial sector are private banking and asset management, insurance and commercial
banking, both for individuals and businesses.

Table 12.4



The core of the Andorran financial system consists of a total of five groups: Andbank, MoraBanc,
Credit Andorra, BancSabadell d’Andorra and Vall Banc.

According to official GDP data published by the Government, Financial, real estate, professional
and technical activities saw a 2.0% increase in GVA in 2019, after two years of negative growth.

The Andorran financial system is tackling the final part of adapting to international standards,
especially in terms of banking regulations deriving from the Monetary Agreement, although
adaptation to fiscal transparency and international mutual assistance in criminal matters and
to combat money laundering and terrorism financing is constant. The balance is quite positive
because Andorran banking has managed to transform the challenge into an opportunity to
internationalise its banking model and approach digital transformation and its capacity to deal
with competitors through wholly digital banking.

In this clearly complex context of transformation and standardisation, the financial sector has
shown some size adjustment. The number of employees for the whole of the financial sector has
fallen 5.1% to 1,777 workers. In 2019, average wages for this sector, which are the highest of all
the sectors in the Andorran economy, were also adjusted, -6.2% in comparison with the previous
year. This decline can be largely explained by early retirements of workers with higher-than-
average remuneration. As for the network of businesses and establishments, on 31 December
there were 181 establishments, three more than the previous year, while the number of bank
branches fell from 40 to 39.

If we consider just the five Andorran banks, in 2019 the number of employees throughout the
Andorran banking system was 2,563, and approximately 53% of them worked in Andorra, i.e.
1,359 employees.

The Andorran banks ended 2019 with improvements in the main indicators, such as profits, assets
under management, lending, profitability and the solvency ratio. On 31 December, the whole
Andorran banking system reached a total of 49,713 million euros in assets under management,
a figure that represents an increase of 11% compared with 2018, and which has doubled in the

last decade. Equally, Andorran banks saw major

In 201 9, the pl"OfltS ofAndorran banks growth in aggregate profits, up 12.4% against

. : th i . to 112 mill . Th
grew and their solvency ratio and © Previotls year, to 252 miflion edros. 1he

profitability improved.

banks have managed to transform the business,
to restore growth in profits on a consolidated
basis, despite the economic situation of low
interest rates, the continual adaptation to international banking standards which include
requirements for further provisions, and the major technological investments made in recent years.

Another important detail that demonstrates the soundness of the Andorran banking system is
the return on equity (ROE), at 7.70%, higher than the last year (7.31%) and much higher than
the average of the European banks (5.8% according to data from the Central European Bank
for the third quarter of 2019). The data show, moreover, that the Andorran banking system has
maintained good levels of capitalisation, with high liquidity and solvency ratios. The CET1 solvency
ratio (phase-in) - calculated for comparative purposes - was 17.48% on 31 December 2019, also
higher than the average for European banks, which was 14.8% according to the ECB. 2019 was the
first year that the entities presented the solvency ratio under the European Basel lll criteria, after
the Law on solvency, liquidity and the prudential supervision of banking entities and investment
firms came into force in January 2019. Moreover, in 2019 all the banks in the Andorran market
maintained their international ratings, demonstrating stakeholder confidence in the sector, thanks
to continued strong results.

The Andorran economy: developments in the main sectors | Xll. Services
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AGGREGATE DATA FOR THE
ANDORRAN BANKS

Thousand euros 2018() 2019

Table 12.5

Total assets 13,969,852 14,840,696
Gross loans & discounts 5,911,097 6,094,759
Assets under management 44,925,146 49,713,197
Results 99,559 111,883
ROE 7.31% 7.70%
ROA 0.71% 0.76%
Solvenc.y rgtlo CET 1 16.64% 17.48%
(phase-in) ()

Liquidity ratio 2 227.29% 223.05%

European bank
average according

UNDER BASEL 11l CRITERIA® to EBA
Solvency ratio CET 1 (phase-in) 14.8%
Liquidity ratio 149.9%

(1) The 2018 data are solely for comparison.

(2) 2019 was the first year when Andorran banking entities presented
the solvency ratio under the Basel Ill European criteria, after Law
35/2018 on solvency, liquidity and prudential supervision of banking
entities and investment firms entered into force.

Source: Andorran Banking and the annual reports of banking institutions.

The firm commitment of the banking sector to
the national economy can be seen in the fact
that, in 2019, Andorran banks provided gross
lending of 6,095 million euros, 3.1% more than
the previous year, considering the economic
recovery and growing demand for loans.

In summary, all these results show that Andorra
is a strong, sound banking market, with an
international mission, dedicated to the digital
transformation to satisfy clients with a veritable
multichannel strategy. The banks have invested
121.3 million euros in the digital transformation
in the last five years and, on the other hand,
digital users have increased 45.7% since 2014
and users of mobile banking apps 357%.

Moneyval’s follow-up report
endorses the progress made in
combatting money laundering.

The latest report from Moneyval (the Council

of Europe body that assesses anti-money

laundering and terrorist financing measures),
published on 24 January 2020, analysing the second follow-up report presented by the Principality
of Andorra within the framework of the 5th evaluation carried out over the first two weeks
of December 2019, endorses the work done by Andorra to combat money laundering and
terrorism financing.

The report mentions the progress made, especially in relation to the new measures relating
to indicators of transparency and beneficial ownership in legal structures, the regulation and
supervision of financial institutions and designated non-financial entities.

In this way, 37 of the 40 FATF recommendations that Moneyval assesses are already considered
“‘compliant” or “largely compliant”.

The Moneyval Secretariat has instructed the Principality of Andorra to present the third follow-
up report in July 2021, with the following recommendations:

1) Recommendation 8, referring to non-profit organisations (NPQOs);

2) Recommendation 31, relating to the powers of criminal prosecution authorities and authorities
in charge of investigations;

3) Recommendation 36, referring to international instruments for mutual legal assistance.

Remember that on 12 February 2016, the Principality of Andorra and the European Union (EU)
signed an agreement for the automatic exchange of information in tax matters (AEOI), which came
into force on 1 January 2017. In fulfilment of Law 19/2016, regulating the legal framework needed
to achieve this commitment on tax information, Andorra proceeded to make the first exchange
of data in September 2018, with 2017 data. This first automatic exchange of tax information was
conducted with 41 countries, including the member states of the EU. Throughout 2017 and 2018,
the AEOI Law was amended to expand the jurisdictions with which Andorra would exchange tax
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information, so in 2019 it did this with 73 jurisdictions and in 2020 with 95. This exchange meant
that banks, collective investment schemes and insurance firms transmitted the information about
taxpayers abroad who have an account in Andorra to the tax authority which, in turn, transmitted
it automatically to the tax authority of the country in question. The data to be exchanged include
the account number, tax identification number, name, address and date of birth of taxpayers
resident abroad with an account in Andorra, any income (interest, dividends, etc.), any income
from the sale or transfer of assets and the balance of the accounts. The legislation applies to both
natural and legal persons.

On the other hand, remember that on 4 December 2018, ECOFIN agreed to consider Andorra a
cooperative country. This is a milestone because the EU removed Andorra from the list of non-
cooperative jurisdictions and considers it a fully cooperative country in tax matters.

Another historic date was 5 March 2019, when Andorra jOiHS the SEPA
the five Andorran banks became part of the .
in 2019.

SEPA, after Andorra joined on 1 March 2019.

The SEPA (Single Euro Payments Area) is the

area where citizens, businesses and other stakeholders can make and receive payments in euros,
inside and outside their national borders, with the same basic conditions, rights and obligations,
irrespective of their location. The SEPA develops instruments, standards, infrastructures and
common procedures, through a harmonised scenario that implies that, technically, there are no
differences between national and international payments, which are made with the same ease,
speed, security and efficiency. When Andorra joined, the SEPA expanded to 36 countries: the
28 EU member states, Iceland, Norway, Liechtenstein, Switzerland, Monaco, San Marino, Vatican
City and the Principality of Andorra.

As for Andorra’s sovereign rating, Fitch Ratings agency affirmed Andorra’s rating as BBB+ with a
stable outlook, in the note published on 31 January 2020. The international assessors highlighted
the advances being made in the negotiation of the Association Agreement with the EU and
compliance with international commitments on transparency and tax cooperation, also reflected
in the latest Moneyval evaluation. So, Fitch Ratings especially recognises the formal start to the
process of joining the International Monetary Fund, which should enable the development of

statistical data about the balance of payments

Standard & Poor’s afﬁrm Andorra’s and therefore improve the Principality’s ratings
BBB rating and lowers the outlook

in future reviews.
to stable due to Covid-19. For its part, Standard & Poor’s agency affirmed
Andorra’'s BBB / A-2 rating in January 2020,
maintaining the positive outlook established in July 2019. Now, in the rating published at the end
of April 2020, the agency confirmed the previous rating but lowered the outlook from positive to
stable due to the Covid-19 crisis. In its rating note, S&P expects a strong impact on the Andorran
economy due to its high dependence on neighbouring countries, especially the Spanish economy,
which is expected to suffer greatly from the impact of the pandemic. The rating agency also
highlighted that the Covid-19 crisis in Andorra and the aid offered by the Executive to mitigate its
effects will have a major impact on public debt. Nevertheless, it remarks that the good budgetary
and fiscal management carried out in the Principality of Andorra in recent years allows it to face
these challenges with some ease, that the negative effect of the decline in GDP in Andorra should
be limited to 2020, and that sustained growth would return in 2021 and 2022. Finally, the rating
agency positively rated the fact that management of the pandemic crisis in Andorra enabled the
infection curve to be overcome without collapsing the health system.




3. Tourism

According to the official GDP figures, the The number OfViSitOt‘S fell 1.1% due

hotels and catering sector represents 8.5% of
Andorran GVA (2018). However, the indirect
impact of tourism on the whole economy

to fewer same-day visitors.

is higher, as it strongly influences other sectors, such as commerce and leisure and sporting
activities, which greatly depend on visitors. This means that the favourable trend in tourism that
has been seen since 2013 was fundamental to explaining the improvement in Andorra’s economic
situation. The sustained growth in the sector over recent years was the result, on the one hand,
of the overall improvement in surrounding countries - basically Spain and France - and, on the
other hand, new tourist attractions that were promoted by both the public and private sectors to
win over an ever more demanding clientele looking for new experiences.

The 2019 annual balance for the tourism sector is quite modest because the total number of
visitors saw an annual reduction of 1.1% in 2019, after five years of increase. However, this
slightly decline is only the result of falling numbers of same-day visitors (-2.7%), as the number of
tourists increased 1.6%. All in all, the total number of visitors shrank to 8,234,993, far from the
8.5 million received by Andorra in 2010 and even further from the 11 million that visited before
the 2008 economic crisis.

So, in contrast with 2018, there was a decline in
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Spanish tourists increased moderately. Source: Department of Statistics

By nationalities, there was a general decrease in visitors from both France (-2.3%) and Spain
(-1.0%), which can be explained by the decline in same-day visitors from both countries. In
contrast, there was an increase in the numbers of visitors of other nationalities, even though this
group is only a small proportion (9% of total visitors). Spain is still the main country of origin of
visitors, with 50% of the total, followed by France, representing 41%.

As for tourists, the trend was positive but moderate in the case of the French (1.0%) and the
Spanish (1.5%). Spanish tourists are still easily the majority, representing 71% of the total, while
the French are 16%, and other nationalities the other 13%. In contrast, in the case of same-day
visitors, the French are the majority (56%). The French market is characterised by a remarkably
high level of seasonality, with a predominance of same-day visitors who visit in the summer,
especially August. In contrast, the behaviour of Spanish visitors is clearly different as there is a
notably high influx in August, but at levels that are comparable to other times of the year, such as
the skiing months and, secondly, Easter Week.
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TOTAL VISITORS BY NATIONALITY
% var. % total
[ 2018 | 19/18 2019
Total visitors Spanish 4,162,138 4,119,342 -1.0 50.0
French 3,452,034 3,372,712 -2.3 41.0
Others 714,082 742,939 4.0 9.0
Tourists Spanish 2,165,663 2,197,828 1.5 711
French 485,237 490,050 1.0 15.9
Others 391,470 402,166 2.7 13.0
Same-day visitors Spanish 1,996,475 1,921,514 -3.8 &7.8
French 2,966,797 2,882,662 -2.8 56.0
Others 322,612 340,773 5.6 6.6
TOTAL VISITORS 8,328,254 8,234,993 | -11 100 )

Table 12.7

Source: Department of Statistics.

Altogether, this resulted in a certain stability in the total number of overnight stays, of nearly 8.9
million, breaking the rising trend of the last four years. However, stabilisation occurred at the
maximum figure achieved since statistics have been available. The average overnight stay was still
2.9 days, in line with the average for the last decade. The only increases in overnight stays were
in hotel accommodation, which increased 3.3% in 2019, and in own or rental accommodation
(11.2%). In contrast, the other accommodation categories suffered generalised declines, for
example aparthotels - a category that has also included holiday apartments since 2017 - where
they fell 4.1%, and campsites, which saw -9.2%. Despite this reduction, aparthotels are the
second most important type of establishment for overnight stays (16% of the total), after hotels
(concentrating 64%).

The slow, upward trend in tourism is corroborated by other indicators for the hotels and catering
sector. Specifically, the number of employees in the sector grew only 0.4%, to 5,111, whereas it
had grown an average of 3.2% in the previous

Growth in emp’oyees in hotels four years. On the other hand, wages continued

. . to rise strongly (2.7% in 2019), in a context of
and catering slowed in 2019. | Bly (@.7% 5 §
global economic growth. The number of hotel

establishments also grew, 1.4%, to reach a total
of 1,051, the highest figure in the whole available series (14 establishments more than in 2018).
In line with this growth, electricity consumption increased 3.5% in the case of hotels and catering,
and 28% in ski resorts (FEDA data only).

The number of passes sold and days that ski resorts are open are good indicators for calculating
activity linked to skiing during the winter months. The 2019-2020 season had particularly good
weather and snow conditions. It was expected to reach record figures but early closure on 14
March due to the coronavirus crisis, 30 days before the expected date, left the figure for sales of
passes (or ski days) for the 2019-2020 season

at 2,227,568, 8.6% less than the previous year. The 2019-2020 Skl sedason was good
The forced interruption lost them the key but had been proceeding at a record
pace until interrupted by Covid-19.

period of Easter Week. Specifically, ski resorts
were open a maximum of 119 days, while the
season lasted 144 days in 2018. Now, the ratio
of passes sold per open day increased against 2018, showing that the season was good, with a
great influx at Christmas and in January and February. There was also an increase in turnover in
restaurants and adventure and other activities.




The ski resorts continued their strong pace
of investment to improve equipment and
installations. Investment in 2019 was 16 million
euros, lower than the 25.1 million euros in the
previous year - when the 14,000 m? skiable
platform was built in the sector of Soldeu, with
an underground carpark of 450 spaces, and the
new Tristaina cable-car was put into operation
at Ordino Arcalis resort - although this is
comparable to the figure of two years ago.

Among the novelties presented by the resorts
in the 2019-2020 season was notably the
integration of Ordino Arcalis resort into the
Grandvalira brand, so all passes for Grandvalira
resort were valid for Ordino Arcalis. As for
Ordino Arcalis resort itself, there are three
factors that helped to increase the average
influx per day: the opening of a new slope at La
Coma, El Clot; improved accesses to the resort,
and the communication of snow conditions
via social networks. For its part, Grandvalira -
the largest ski resort in the Pyrenees and the
south of Europe - made a major investment
effort of 13 million euros, mainly assigned to
creating new infrastructures, such as the new
Peretol sector and the Avet carpark under the

PASSES/DAY SOLD BY SEASON

Ski days Interannual
(Passes/day sold) variation (%)

Season
2000 - 2001 2,255,650 =
2001 - 2002 2,482,000 10.0
2002 - 2003 2,458,000 -1.0
2003 - 2004 2,519,333 2.5
2004 - 2005 2,554,000 14
2005 - 2006 2,528,000 -1.0
2006 - 2007 1,892,990 -25.1
2007 - 2008 2,282,000 20.6
2008 - 2009 2,342,427 2.6
2009 - 2010 2,331,105 -0.5
2010 - 2011 2,214,342 -5.0
2011 - 2012 1,994,028 -9.9
2012 - 2013 2,181,533 9.4
2013 - 2014 2,356,664 8.0
2014 - 2015 2,344,876 -0.5
2015 - 2016 2,447,112 4.4
2016 - 2017 2,480,000 1.3
2017 - 2018 2,514,049 1.4
2018 - 2019 2,438,148 -3.0
2019 - 2020* 2,227,568 -8.6

(*) Early closure of ski resorts on 14 March due to Covid-19,
meaning 30 less operating days.
Note: estimated as 20 days use per pass for seasonal passes.

skiable platform at Soldeu. The platform and

carpark met the need to adapt the arrival from :
Source: Ski Andorra.
Avet slope, to be ready to host the finals of the
FIS Alpine Ski World Cup for the first time in
March 2019. This event positioned Grandvalira on the highest international level and portrayed
the best image of Andorra and the snow sector. Finally, Vallnord-Pal Arinsal continued to make
investments to improve comfort, catering options and the standard of its installations. Proof
of its efforts is that it hosted seven sporting events, including the Comapedrosa Andorra Ski

Mountaineering World Cup, on 24-26 January, attended by more than 13,000 people.

As for the spa, Caldea, 2019 was the 25" year
since the thermal baths opened in 1994. Over . .
o anniversary with good results.
this time, Caldea has been constantly under
development: Inut, Club Caldea, Likids and
shows are some of the novelties presented in recent years. This innovative spirit has enabled it
to reach a quarter century by offering value to its markets, both successful and contemporary.
Throughout 2019, various anniversary events have taken place, the most significant being an
event in March for all the shareholders (more than 2,000). Moreover, in 2019 Caldea presented
two new features: the panoramic pool in the spa (Caldea Innova) and expanded Club Caldea

facilities (club members’ area).

In 2019, Caldea passed the threshold of 400,000 customers for the third consecutive year.
Specifically, there were 400,808 visits to the centre, comparable to before the crisis. The seasonal
flows in Andorran tourism make it hard to significantly increase the number of yearly customers.
However, the growth factor that has enabled it to increase turnover in ticket sales year on year

In 2019, Caldea celebrated its 25th

Table 12.8

@

The Andorran economy: developments in the main sectors | Xll. Services



The Andorran economy: developments in the main sectors | Xll. Services

is the progressive improvement in the price of the average ticket (from €31.98 per person in
2017 to €33.48 in 2019). As a result, in the last six years, income from Caldea cumulatively
increased almost 40%, from 11.3 million in 2014 to 15.8 million in 2019. The growth in turnover
in recent years was combined with contained operating costs so Caldea ended 2019 with a net
profit of €650,000, 165% more than two years ago (€245,000 in 2017). In 2020, despite starting
with good results, the arrival of the pandemic suddenly interrupted normal business at Caldea.
The company has set out a three-stage plan: the pre-crisis stage, from January to mid-March;
hibernation until the end of May, and the final stage of resumed activity, from June until the end
of the year.

In contrast, in 2019 the Ice Palace presented less positive results than in previous years. Operating
income grew slowly by 0.8%, while expenditure increased at a rate of 7.3% and current subsidies
stayed at €370,000. Investment rose to €97,620. All in all this resulted in a negative result in 2019
of €53,353, contrasting with the positive results of the last two years.

Naturlandia, the ecological theme park of Camp de la Rabassa, received 12.5% more visitors in
2019 than the previous year (161,367 visitors). 50% of visitors choose the day pass and the other
50% buy a single ticket for Tobotronc, the animal park or another activity. The opening season
of Camp de La Rabassa in winter 2019-2020 was 105 days, fewer days than the previous year
because the season had to close 31 days earlier than expected due to the coronavirus crisis.
During this season, 38,129 visitors were recorded, with an average increase in spending of 18%
compared with the previous winter.

The show Rebel by Cirque de Soleil was held between 29 June and 28 July 2019 and closed with
a positive balance. Income from the show was 1.2 million euros (2% more than the previous year),
of which 1.1 million come directly from ticket sales and the rest from sponsors and merchandise.
59% of the tickets were paid, compared with

33% in 2013. If we add the fact that most of The show Rebel by C,‘rque de Soleil

the spectators come from outside Andorra
(basically Spanish, 78% of the total) and that
62% of spectators come again, it is clear that
the project is consolidated. The increase in

brings 20.6 million into the economy.

income in 2019, with Rebel (2%) was not as high NUMBER OF BEDS IN TOURIST E
as in the previous years (26% in 2018 and 16% ACCOMMODATION BY TYPE é
in 2017) but this is logical, as the percentage

of tickets sold in relation to total capacity is %var. % total
ever higher. Equally, the economic impact of [ 208 | 2019 R 2019
the show goes beyond ticket sales, considering Hotels 27,663 27,046 22 83.7
spectators’ spending on their trip to Andorra Hostals / residencies 334 331 -0.9 1.0
(purchases, restaurants, excursions, Caldea, etc.). Pensions 219 248 | 13.2 0.8

In global terms, it is estimated that the net Aparthotels 2,663 2,690 1.0 8.3
economic impact was nearly 20.6 million euros Tourist apartments 2024 1981 | -21 61
and 20.4% of the tourists who visited Andorra Total 32,903 32,296 | -1.8 100 )

in July came with the main goal of seeing

the Cirque de Soleil show. Due to Covid-19,
the show was not held in 2019 and has been
postponed to 2021.

Source: Department of Tourism / Department of Statistics.

Regarding the project to build a casino in Andorra to increase Andorra’s attractiveness to tourists,
the Andorran gambling regulator (CRAJ) decided to refuse JOCS SA the licence to install and
operate a casino because it believes there are still significant differences between the initial
project that the company presented, for which it was awarded the tender, and the final proposal.




TOURIST ACCOMMODATION SUPPLY BY PARISHES

[ 208 | 2019 % var. 19/18 % total 2019

o
=
N
~
9
e
=

Estab. Beds Estab. Beds Estab. Beds Estab. Beds
Canillo 47 6,996 47 7,008 0.0 0.2 20.4 21.7
Encamp 51 5,938 49 5,652 =39 -4.8 213 17.5
Ordino 29 2,143 25 1,852 AL 511816 10.9 5.7
La Massana 38 5,419 36 5,165 -5.3 -4.7 15.7 16.0
Andorra la Vella 88 5,961 88} 6,138 0.0 3.0 14.3 19.0
Sant Julia de Loria 8 766 8 771 0.0 0.7 B 2.4
Escaldes-Engordany 33 5,680 32 5,710 -3.0 0.5 13.9 17.7
Total 239 32,903 230 32,296 (_ -3.8 -1.8 ) (_ 100 100 )

Note: Data on 31 December of relevant year.

Source: Department of Tourism / Department of Statistics.

The increase in tourism demand was not accompanied by an increase in the accommodation
supply. On the contrary, the number of tourist accommodations went from 239 to 230, and the
number of beds fell 1.8% to 32,296 total beds.

The accommodation supply Of the tourist accommodation supply, 167 are
increased slightly in Compa”-son hotels, 21 aparthotels, 10 hostals/residencies, 6

. . pensions and 26 holiday apartments. On the
with the previous year.

other hand, there are also 48 establishments in
the other tourist accommodation category (28
mountain huts, 8 campsites, 1 summer camp, 1 camping area, 2 hostels, 6 rural houses, 2 rural
huts) and 81 companies managing housing used for tourism (EGHUT), with 12,757 beds (a figure
that put this niche in the tourism supply well above the other types, except hotels).

In 2019, there was a reduction of six hotel establishments (five with two stars and one with four
stars), one aparthotel building and two holiday apartment buildings. In total, there are 230 tourist
accommodations, nine less than one year

before. The number of hotel beds also fell, while In 201 9, the number Of hotel
the average number of hotel beds remained establishments fell bYSiX, ﬁve Of

practically the same. However, 84% of the .
them with two stars.

total supply of beds by establishment type are
concentrated in hotels (27,046 in 2019). The
number of beds in aparthotels came close to

2700 . . TREND IN THE NUMBER OF BEDS
, ,and beds in holiday apartments close to BY CATEGORY OF TOURIST
2,000. In the other types of accommodation, ACCOMMODATION

beds in housing used for tourism predominate,

Chart 12.6

18,000
12,757 in 2019 (-6.9% in relation to 2018). 16,000
Remember that the Government passed new 14,000
regulations in January 2019 to promote the 12,000 11,011 11,214 11,119 11,049
number of apartments available on the rental 12’222
market, consisting in first place of a register of 6'000

. ' 4,520 4,210 4,195
empty apartments, and secondly, applying a 4,000 ’ ) 3,686
tax on those dwellings, expected to come into 2,000 2,028 2,028 ) i
force on 31 December 2021. 04 w w
2016 2017 2018 2019

o ) 01" &2 @3 4*  @5*
Considering the accommodation supply (beds)

per parish a high concentration can be seen in Source: Department of Tourism / Department of Statistics.
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BUSINESS ACTIVITY - HOTEL SECTOR
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Source: Chamber of Commerce, Industry and Services of Andorra.

parishes considered to be at the “foot of the slopes” (Encamp 18%, Canillo 22% and La Massana
16%), and also in the central parishes (Andorra la Vella 19% and Escaldes-Engordany 18%). In
Sant Julia de Loria (2%) and Ordino (6%), despite having important infrastructures, the distance
between the town centres and the infrastructures reduces the “foot of the slopes” effect. In 2019,
the greatest increase in the number of beds in relative terms was in Andorra la Vella (by only
3%), while it fell significantly in Ordino (-14%), and to a lesser extent in Encamp and La Massana
(close to -5% in both cases). In the other parishes, there were insignificant variations. As for the
number of establishments, the most notable variations were the reduction by four establishments

@ in Ordino, and two establishments in both Encamp and La Massana.

The number Of5* beds increases, As for categories of tourist accommodation,
targeﬁng tourism with higher 54% of beds offered are in higher categories

. (4* and 5%). Specifically, in the last year, the
purchasmg power.

number of beds in 5* categories increased
2.9% against the previous year. The number of
beds in lower categories (1* and 2*) fell 12%, following the trend of recent years, to represent only
11% of total beds. The number of 3* and 4* beds also fell slightly, but are the most numerous.
So, in 2019, as in the previous year, only the number of 5* beds rose, indicating clearly that the

LEVEL OF OCCUPANCY IN COMPARISON WITH THE SAME PERIOD
OF THE PREVIOUS YEAR - HOTEL SECTOR

Chart 12.7
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sector has targeted quality to attract customers with higher purchasing power. On the other hand,
clients with more basic accommodation requirements also find an acceptable, broad supply of
other types of accommodation, such as aparthotels and holiday apartments.

Based on hoteliers’ responses to our situation surveys, in 2019 the sector saw a slight upturn
in activity compared with the previous year, favoured by the positive behaviour of entries of
tourists and the increase in overnight hotel stays. Specifically, hotels indicated a year-on-year
increase in turnover of 1.6% on average - compared with the 2.2% downturn in 2018. Note,
however, that the survey only refers to businesses in the hotel sector and that, as has been said,
the increase in overnight stays in 2019 was concentrated in that sector. Therefore, the good
results in the survey are not necessarily applicable to other categories of accommodation or
tourist services.

From the geographical aspect, the favourable trend in business activity was generalised. It was
seen in both the central nuclei of Andorra la Vella and Escaldes-Engordany, which are less seasonal

BUSINESSES’ OPINIONS OF DEVELOPMENTS IN THE HOTEL SECTOR

(% of businesses)

2017 208 ] 2019

Jan-dun Jul-Dec Average Jan-Jun Jul-Dec Average|Jan-Jun Jul-Dec Average
1. Business activity Good 45 65 55 48 26 37 40 36 38
liesifzsee Ll zet Normal 50 31 41 45 64 55 | 4 55 51
Bad 5 4 5 7 11 9 14 9 12
Balance 40 61 51 41 15 28 26 27 27
2. Average distribution  Catalonia 40 42 41 31 42 37 36 40 38
of clients (%) Rest of Spain 24 23 24 24 25 25 22 25 24
(reviewed half-year)
France 19 19 19 24 22 23 22 19 21
Others 18 16 17 21 12 17 20 16 18
3. Level of reservations High 16 27 22 12 113} 13 &) 11 9
(reviewed half-year) Adequate for period 67 58 63 70 52 61 50 66 58
Low 16 13 15 16 35 26 38 21 30
Reservations not taken 0 2 1 2 0 1 6 2 4
Balance 0 14 7 -4 -22 -13 -32 -10 -21
4. Average level of Higher 31 49 40 25 26 26 16 il 24
CEAENST Equal 55 30 43 43 35 39 44 40 42
(compared with same
half-year in previous Lower 14 21 18 33 39 36 40 29 35
year) Balance 17 28 23 -8 -13 -11 -24 2 -11
5. Prices paid Higher 40 38 39 43 23 33 18 11 15
by clients Equal 47 29 38 50 36 43 61 64 63
(compared with
previous half-year) Lower 14 33 24 7 40 24 20 25 23
Balance 26 5 16 36 -17 10 -2 -14 -8
6. Number of employees More 14 15 15 10 13 12 11 19 15
GompElEt e g 81 78 80 86 66 76 78 77 78
half-year in previous
year) Less 5 7 6 5 21 13 11 5 8
Balance 9 8 9 5 -8 -2 (0 14 7

Source: Chamber of Commerce, Industry and Services of Andorra.

Table 12.11

)

The Andorran economy: developments in the main sectors | Xll. Services



.

The Andorran economy: developments in the main sectors | Xll. Services

and more focussed on commerce, and also most of the high parishes which focus mostly on snow
tourism. In contrast, only the parish of Sant Julia de Loria stood out from the others with lower
levels of activity.

In the second ha’f Of 201 9, the level The declining average levels of employment of

. . previous half years stopped, and a more stable
Of employment ,mproved a little. trend occurred in the second half of 2019,
compared with both the previous half year and
in relation to the same months of 2018. This improvement was the result of a better-than-
expected summer season, together with a favourable balance of tourism in the last quarter of the
year. From the geographical aspect, the average level of employment only saw a year-on-year
increase in the parishes of Escaldes-Engordany, Ordino and Andorra la Vella. In contrast, the
employment trend continued to fall in the other areas (Canillo, Encamp and Sant Julia de Loria),
or was fairly stable (La Massana). On the other hand, in most hotels, employment followed a fairly
stable trend in the first half of the year and an upward trend in the second half. Finally, sales prices

followed a moderately downward trend, to gain competitiveness and encourage demand.

As for the distribution of clients per country Catalonia is the main source Of

of origin, Catalonia is still the most important . qe o
ravellers, providin %.
source of clients for Andorran hotels, with 38% travelle S, pro d 3 38%

of total clients on annual average, followed by
clients from the rest of Spain (24%). On the other hand, French travellers represented 21% of the
total and clients of other nationalities came to represent the other 18%.

. Transport and communications

Activity in the branch of transports and communications showed a positive trend in 2019. The
sector of transport and storage represents 2.0% of total GVA, and the sector of information
and communications 4.0% (2018 data). In terms of employment, the transport sector (including
overland and air transport and related activities, including travel agencies) represented 2.5% of
total employees, and the sector of mail and communications, only 0.8%, using 2019 data.

In 201 9’ employment increased In 2019, there were 1,328 employees in the
6.2% in transport and fell 3.2% whole sector of transport and communications,

. i . . 3.8% more than the previous year and the
in mail and communications. highest figure in the historical series. This

growth can be explained exclusively by the
transport branch, which saw a 6.2% increase in employees to a thousand, while there was another
downturn in the branch of mail and telecommunications (-3.2%), to 322 employees.

The improvement in the economic context resulted in a significant increase in the average wage
for the transport sector. In contrast, it fell 3.6% in the communications branch, still among the
highest wages per sector (about €3,300 per month).

In contrast, the number of establishments in the sector fell in 2019, from 433 in 2018 to 427 in
2019. However, this reduction can basically be attributed to the number of establishments in land
transport, due to the slowdown in foreign exchanges (imports and exports of goods).

In 2019, the number of vehicle registrations fell 1.9%, to 4,519 vehicles, the first fall after six
consecutive years of increases. Note that the new CO, emissions regulations for vehicles,
passed by the EU in 2018, had a negative impact on purchases of automobiles in most European




Box 12.3
ENGEGA PLAN 2019-2021

The second cycle of the Engega Plan 2019-2021
represented a reduction in total subsidies for
purchasing electric vehicles, after the success of the
first Engega Plan for 2016-2018, but the intention
to promote electric mobility and improve the energy
efficiency and safety of Andorran vehicles continues.

Specifically, for 2019, there were the following
grants:

— 1. Grants to purchase electric vehicles: €6.000
for a pure electric vehicle with extended autonomy;
€3,000 for a plug-in hybrid vehicle; €1,000 for a
pure electric motorcycle, and €9,000 for a pure
electric van or truck. The maximum grant is 35% of
the vehicle value.

— 2. Scrappage of a vehicle associated with the
purchase of an electric vehicle or energy-efficient
vehicle: The amount of the grants is the same as
in 2018: €750 for car scrappage and €1,250 for
scrappage of a van or truck.

In total, 96 grants were authorised in the 2019 Engega
programme (for the amount of €385,250), fewer than
the 195 grants in the 2018 Engega programme (for
a total of €882,750). Note that the initial budget
available in 2019 was €750,000, so the level of
execution was only 51%, much lower than the 88%
in 2018, the 93% in 2017 and the 99% in 2016 (the
programme start year).

So, the demand for grants is falling. To stop this trend,
both the Government and sales points have proposed
returning to the maximum grant levels and even
increasing them.

countries, entering into force in Andorra in
2019. So, the effect was noted in registrations
in 2019, especially cars.

Specifically, grants for 2020 are:

— 1. Grants to purchase electric vehicles: €8.000
for a pure electric vehicle with extended autonomy;
€4,000 for a plug-in hybrid vehicle; €1,250 for a
pure electric motorcycle, and €13,000 for a pure
electric van or truck. The maximum grant is still
35% of the vehicle value.

— 2. Scrappage of a vehicle associated with the
purchase of an electric vehicle or energy-efficient
vehicle: €1000 for car scrappage and €1,500 for
scrappage of a van or truck (at least 15 years old).

Moreover, in 2020, there was a new requirement on
the maximum vehicle price for grants, according to the
type of vehicle.

Finally, sales points also increased subsidies for
purchasing electric motorcycles and vehicle scrappage,
whether cars or vans and trucks. For the purchase of
a four-wheeled vehicle, the incentive is €1,000 and
for a motorcycle, €250. For scrappage of a vehicle
associated with the purchase of an energy-efficient
vehicle, the incentive in both cases is €1,000.

Note than the new 2019-2021 Engega Plan initially
had a fund of €750,000 for 2019, €1,000,000 for
2020 and €1,000,000 for 2021. However, due to
the Covid-19 crisis, the budget allowance for Engega
2020 subsidies was reduced to €500,000 (instead of
€1,000,000).

The number of vehicle registrations
fell after rising for six years.

By type of vehicles, car registrations, representing 69% of total units, fell 4.5% in 2019. The
categories related to businesses’ economic activities and investment plans are van registrations,

which shrank 0.6%; special vehicles, which also fell 3.7%, and lorries, which increased an

extraordinary 26% against the previous year. The number of motorcycle and snow bike

registrations also increased.
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VEHICLE REGISTRATIONS (units)

e 2p
Cars 2,686 3,198 3,265 3,117 -4.5 69.0
Motorcycles 718 819 751 788 4.9 17.4
Vans 244 264 332 330 -0.6 7.3
Lorries (1) 59 86 85 107 25.9 24
Special vehicles 37 45 54 52 -3.7 1.2
Mopeds 17 11 14 11 -21.4 0.2
Snow bikes 12 30 18 39 116.7 0.9
Others (2) 79 99 89 75 -15.7 1.7
Total 3,852 4,552 4,608 4,519 L -1.9 100

J

(1) Also includes buses, semi-trailers and industrial trailers. (2) Consisting of private trailers and farm tractors.

Source: Department of Transport.

phone lines continued to increase.

Despite the decline in registrations, the number of vehicles in 2019 (with ordinary plates) increased
3.1%, because the scrappage rate fell. The number of vehicles per 1,000 inhabitants (of estimated
population) grew to 1,153, counting total vehicles, and 779 counting only cars. This means that on
average there are more vehicles than residents.

In the last few years, the demand for electric and hybrid vehicles benefitted from the incentives
to purchase eco-friendly vehicles promoted by the Government (Engega Plan), which encouraged
registrations of this type of vehicle, but this trend slowed in 2019 in parallel with the reduction
in authorised grants. The first Engega Plan in

2016-2018 gave exceptionally good results. In 2019, reg,‘straﬁons ofelectric and

Investment rose to a total of 3.3 million euros
and, in the first year, registrations of electric
and plug-in hybrid vehicles took off, to 164
units, with a continuing trend in 2017 (154
registrations) and 2018 (158 registrations). However, the subsidies decreased in the new Engega
Plan 2019-2021 and this was noted in registrations. Specifically, in 2019, 53 100% electric vehicles
were registered (contrasting with the 110 in the previous year) and 77 plug-in and non-plug-in
hybrid vehicles (much fewer than the 112 in 2018). These two vehicle categories still represent a
meagre 3% of the total.

The shared electric bike scheme Cicland has been in operation since the summer of 2018, with
stations throughout Andorra and about fifty bikes available to users. The number of users has
been progressively increasing and there are already more than 350 registered users, most of
whom are seasonal but also annual and one-off.

In 2019 ﬁbre opt'ic and mobile As for the communications branch, the same
b
dynamic of the last five years continued,

with a 6.4% increase in the number of mobile
contracts, bringing the total figure to 87,909
lines, together with some stabilisation in the number of land line contracts, at 47,629 lines. On the
other hand, there are 36,358 fibre optic lines, a figure that represents an increase of 1.9% compared
with 2018, although this is the lowest variation since it was introduced. The ratio of broadband lines
per 100 inhabitants remains constant at 47 and the ratio of mobile lines for the same number of
inhabitants rose to 113, so there are more mobile lines than inhabitants in Andorra.

hybrid vehicles fell, in parallel with the
reduction in grants from the Engega Plan.

Table 12.12



Box 12.4

MAIN ACTIONS BY ANDORRA TELECOM IN 2019

Andorra Telecom ended 2019 with excellent
economic results after introducing various product
and service improvements, and implementing an
ambitious programme of digital transformation.

User experience takes priority in investment policy.
Whereas the fibre optic network had a makeover in
2017 and the mobile offer was expanded in 2018,
2019 was the year of fibre optic TV. The change of
platform, new decoders and Bluetooth commands
allow for better navigation and a broader supply
of channels with catch-up for the last seven days,
advances that were very well received by customers.
The makeover campaign began in May and practically
all users were reached within only nine months.

The response to the new high-speed internet service
was also excellent. Updating the internet network
meant that bandwidth could be increased and
packets of up to 700 Mbps marketed, a new offer
that received 2,300 clients in one year, 1,300 of
whom are residential.

Another major project is the new Online Charging
System platform, which offers more mobile phone
flexibility to meet users’ needs, set consumption caps
or market new prepay models.

Other investments were made in improving coverage
and capacity in the 4G network in the most saturated
locations or burying overhead cables. The installation
of the Internet of Things (IoT) network in the main
town centres is a chapter apart, using the LoRaWAN
technology standard and allowing the connection of
devices with up to ten years autonomy, technology
that offers many opportunities to businesses and
government.

Andorra Telecom has also promoted an adjustment
of digital terrestrial TV (DTTV) frequencies, in
anticipation of the arrival of 5G mobile technology.

From the viewpoint of diversification, the major
transaction was the sale of 37% of the company
Avatel & Wikker Telecom, SL for 32 million euros. The
share of this company, with a strong base in Malaga,
Alicante and Cadiz, was acquired in November 2017
at a cost of 16 million euros. During the two years
in which Andorra Telecom has been the operator’s
leading partner, it went from 22,000 to 100,000
clients and spread out into other Spanish provinces.

As for the annual accounts, in 2019 Andorra Telecom
achieved better results than in the previous year.
The increased turnover, added to reduced spending,
enabled it to obtain an operating profit of 24.2 million
euros, 1.9% more than the previous year and 25.2%
more than predicted. The difference between the
predicted and final income can be explained by the
good business performance, the effort to cut current
expenditure, and roaming IN, revenue from tourists
using roaming in Andorra. The negotiating strategy
with foreign operators, based on setting flat rates,
softened the fall, which was only 3.7%. The excellent
operating profit is complemented by the recovery in
the financial markets and the sale of shares in the
Spanish telecommunications operator Avatel. The net
profit was 33.6 million euros, after discounting the
4.5 million transferred to the ActuaTech foundation
to finance the digital transformation of the country.

Source: Andorra Telecom.

As for the trend in telephone traffic, national land line traffic continued to fall (-27%), but unlike

in recent years, mobile network traffic also started to fall (-0.8%). International incoming traffic

continued to decrease, following the pattern of recent years, and in 2019 there was also a

reduction in outgoing international traffic. For its part, internet telephone traffic by fibre optic

grew at remarkably high rates (120% national and 28% international), as did national internet

traffic by mobile (29%).
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Timeline of the most significant economic developments in 2019

Timeline of the most
sighificant economic
developments in 2019

b 1 January, entry into force of qualified Law 32/2018 of 6 December, on trade unions
and business organisations and qualified Law 33/2018 on industrial action.

». 11 January, entry into force of the Double Taxation Agreement (DTA) with Cyprus
(applicability date 1 January 2020).

). 16 January, the Government issues the Decree relating to the technical note on the
auditing procedure to be followed by external auditors within the framework of the
automatic exchange of tax information.

) Law 1/2019 of 17 January, on the civil service, is passed.
) Law 3/2019 of 17 January, on urgent measures relating to housing rentals, is passed.

) 19 January, the S&P rating is published: Standard & Poor’s rating agency affirms Andorra
at BBB/A-2 and maintains the stable outlook.

). The Mountaineering Ski World Cup is held.
) Law 4/2019 of 31 January, on employment, is passed.

) Law 6/2019 of 31 January is passed, amending Law 17/2008 of 3 October, on social
security. This Law regulates access to public health care and preferential access.

». 1 February, entry into force of Law 31/2018 of 6 December, on labour relations.

), 2 February, inauguration of the new shopping area of Andorra la Vella and Escaldes-
Engordany, The Shopping Mile, linking Avinguda Meritxell to Avinguda Carlemany and
the area adjoining Fener Boulevard.

) Law 9/2019 of 7 February is passed, amending Law 17/2008 of 3 October, on social
security, amending the system of contributions for the self-employed, basing it on
profits and turnover.

). 9 February, the Fitch rating is published: the international agency Fitch Ratings affirms
Andorra’s rating at BBB+ with a stable outlook.

») 11 February, the Government and the French National Institute for Circular Economy
sign an agreement to promote the circular economy.

» 12 February, FEDA and Electricité de France (EDF) sign a framework convention to
support the energy transition. This convention encompasses three agreements with
EDF and its subsidiaries, to speed up the change towards the new energy model.

) Law 17/2019 of 15 February is passed, amending Law 8/2013 of 9 May, on the
organisational requirements and operating conditions of entities operating within the
financial system, investor protection, market abuse and financial collateral arrangements.

». The 2019 National Budget is passed (Law 18/2019, of 15 February).

) Law 10/2019 of 15 February is passed, amending the Administration Code of 29 March
1989.




1 March, the Principality of Andorra joins the Single Euro Payments Area (SEPA).
5 March, the Andorran banking entities join the Single Euro Payments Area (SEPA).
11-17 March, the FIS Alpine Ski World Cup Finals are held for the first time in Andorra.

27 March, international financial reporting standards adopted by the European Union
(IFRS-EU) are approved and the Decree of 22 December 2016 is amended, to approve
the accounting framework applicable to entities operating within the Andorra financial
system and collective investment schemes under Andorran law, according to the IFRS-
EU, also adopted by Andorra (IFRS-Andorra).

17 April, the National Strategic Plan to implement the UN Agenda 2030 for sustainable
development is passed.

26 April, a 3-way collaboration agreement is signed between the Ministry of Environment,
Agriculture and Sustainability, the Andorran Official Association of Engineers and the
Andorran Official Association of Architects, to implement the Law promoting the energy
transition and on climate change.

27 April, DIRSO, the department for road management in south-west France, reports
the closure of the road access to France due to a landslide on the bank of the RN22, at
Pont de la Mina.

2 May, a Decree is passed adopting special measures to mitigate the effects of total
closure of the RN22 by the French authorities (establishing that the Envalira tunnel
would be free until access to the RN22 road between Andorra and France is restored).

8 May, a Decree is issued for urgent measures aimed at the commerce and tourism
sector of Pas de la Casa, to help mitigate the economic impacts of closure of the RN22
by the French authorities.

8 May, the Base Prospectus for the fourth public debt issue programme is approved,
with a long-term public debt issue (bonds) of 100 million euros.

10 May, Actua and the Cambra de Comerc, IndUstria i Serveis sign a joint collaborative
agreement to promote competitiveness in the Andorran business sector.

15 May, access to France by the RN22 is opened to traffic in both directions after being
closed for 18 days due to a landslide.

29-30 May, the Cambra de Comerg, IndUstria i Serveis takes part in the first Economic
Forum of the Small States, which takes place in Montenegro, organised by the Cambra of
that country. At this meeting, the chambers of commerce sign a collaborative agreement
to promote collaboration in investment, commerce and culture.

Timeline of the most significant economic developments in 2019
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The Vallnord Pal-Arinsal Mountain Bike World Cup is held.

19 July, the S&P rating is published: the rating agency Standard & Poor’s improves
Andorra’s outlook from stable to positive and affirms the BBB/A-2 rating.

2 August, the Fitch rating is published: the international ratings agency Fitch Ratings
affirms Andorra’s rating at BBB+ and the stable outlook.

14 August, the 2019 Classification of Economic Activities of Andorra (CAEA-2019) is
approved.

1 September, Andorra welcomes the Vuelta 2019, with the 9th stage of the tour
contested wholly in the Principality.

18 September, a short-term public debt issue (bonds) of 100 million euros is approved,
under the public debt issue programme of 8 May 2019.

23 September, the amended annex of the monetary agreement between the Principality
of Andorra and the European Union is published.

23 September, Andorra takes part in the UN Climate Change Conference within the
framework of the 74th General Assembly of the UN in New York (issuing a document
with measures and actions to reduce greenhouse gas emissions between now and 2030
and expectations of neutralising those emissions by 2050).

5 November, Grandvalira ENSISA officially inaugurates the ski platform and carpark at
Avet de Soldeu.

Starting from the 2019-2020 season, Ordino Arcalis skiresort is fully integrated into the
Grandvalira brand.

12 November, the OECD Global Forum recognises the improvements in transparency
and tax information exchange and raises Andorra’s rating to “largely compliant” (Peer
Review Report for Andorra, 2nd Round of Phase 2).

27 November, a long-term public debt issue (bonds) of 150 million euros is approved,
under the public debt issue programme of 8 May 2019.

Law 21/2019 of 28 November is passed, amending Law 14/2017 of 22 June, on
preventing and combatting the laundering of money or securities and terrorism financing.




Andorra affirms its commitment to implementing ambitious measures to fight climate
change during its participation in COP25.

5 December, the Moneyval plenary approves the 2nd progress report of the 5th
evaluation of Andorra.

12 December, approval for the Principality of Andorra to join the WHO Framework
Convention on tobacco control, adopted at Geneva on 23 May 2003 with entry into
force on 27 February 2005.

Law 23/2019 of 12 December, on urgent measures relating to housing rentals and to
improve purchasing power, is passed.

11 December, the 2020 Statistics Plan is passed.

Andorra Telecom closes the sale on 37.3% of the shares in the Spanish telecommunications
company Avatel & Wikiker Telecom for 32 million euros. Through this transaction,
Andorra Telecom obtains a capital gain of 16 million euros, doubling the initial capital
investment in two years.

Timeline of the most significant economic developments in 2019
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