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Summary

This study is an update to our previous report entitled “The Principality of An-
dorra: A Comparative Macroeconomic Analysis” It examines the frajectory of
the Andorran economy from 2019 to 2023, comparing it with the economic
performance of nine other European nations: four small states—San Marino,
Monaco, Liechtenstein, and the Isle of Man; three medium-sized countries—
Iceland, Malta, and Luxembourg; and two larger nations—Spain and France.

In absolute terms, Andorra has managed to navigate the challenges posed by
the COVID-19 pandemic, the subsequent lockdowns and reopenings, and the
geopolitical conflicts of the five-year period from 2019 to 2023 with relative
success. During this period, the real Gross Domestic Product (GDP) of Andorra
grew by 8.1 percentage points, while the resident population and employment
increased by 9.8 and 9.0 percentage points. These increases in population
and employment outpaced the growth of real GDP, real GDP per capita and
real GDP per employee, measured in constant euros, which have not yet fully
returned to their pre-pandemic levels recorded at the end of 2019. Specifically,
the real GDP per capita index was 98.2, and the real GDP per employee index
was at 98.8 by the end of 2023. The value of both indices was 100 at the end
of 2019.

The performance of Andorran public administrations between 2019 and 2023
has been reasonable, with the country recording a public deficit only in the
years 2020 and 2021, out of the five years under consideration. Furthermore,
by the end of 2023, Andorra’s public debt had increased by just 0.6 percenta-
ge points relative to nominal GDP.

Finally, Andorra’s foreign sector continued to demonstrate remarkable streng-
th, with the current account balance maintaining a substantial surplus throu-
ghout the five-year period analyzed. Moreover, according to data from the
International Monetary Fund, Andorra’s net international investment position
(NIIP) improved from 307.5 percent of GDP in 2019 to 339.9 percent in 2022,
the latest year for which data is available.

We extend our gratitude fo the association Empresa Familiar Andorrana
for funding this study, and fo Creand Credit Andarra for ifs excellent work in

preparing this report for publicaftion. We also offer our sincere thanks fo Joan
Tomas for his valuable suggestions and patience.
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Foreword

Five years have passed since the last macroeconomic study and, in spite of glo-
bal and local changes, Andorra’s productivity remains stagnant. This fact raises
a fundamental question: why, despite the increase in income per capita and per
employee, have we not seen a significant improvement in economic efficiency?
The additional economic activities that have been created do not fully explain
this growth, prompting an analysis of other factors, such as the increase in po-
pulation and the composition of the country’s productive fabric.

The Andorran economy is characterized by a strong dependence on the State,
which heavily subsidizes key sectors such as health, education, infrastructure,
and security. This means that population growth, far from being a simple positi-
ve indicator, entails an increase in public obligations that can strain the State’s
finances if this growth fails to translate into higher productivity.

This study provides a comprehensive macroeconomic analysis of Andorra over
the period from 2019 to 2023, with a dual objective: First, it identifies the stren-
gths and weaknesses of the Andorran economy, comparing it with a sample of
benchmark countries. Second, it helps us understand why GDP growth has not
led to an improvement in productivity.

To this end, we have selected a set of countries that share key characteristics
with Andorra, such as San Marino, Liechtenstein, Monaco, and the Isle of Man,
as well as medium-sized countries such as Malta, Iceland, and Luxembourg. We
complete the analysis with a study of the economic influence of our immediate
neighbors, Spain and France, which play a fundamental role in the Andorran
economic ecosystem.

The period analyzed covers decisive years, including 2020, marked by the CO-
VID-19 crisis, and the subsequent economic recovery, which was characterized
by high inflation and uneven growth across sectors. This global context has had
a major impact on Andorra, yet the resilience of its economic model has allowed
for a faster recovery compared to other economies.

The analysis focuses on crifical variables such as Gross Domestic Product
(GDP), income per capita, income per employee, and productivity by economic
sector. Despite GDP growth, the reality is that this increase has not translated
into a commensurate improvement in quality of life for Andorran citizens. The
growth in population and the scarce diversification of economic activities are
factors that explain this imbalance.
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In terms of fiscal sustainability, Andorra has maintained a responsible mana-
gement, with public debt remaining below 40% of GDP. However, pressure on
public resources is mounting, especially in sectors such as pensions and the su-
pply of affordable housing, which represent strategic challenges for the future.

This study also examines the current account balance and the performance of
the trade sector, two pillars of the Andorran economy. While these indicators
remain strong, a strategic reassessment is necessary to determine how to gene-
rate more added value, reduce dependence on tourism, and foster innovation.

In this context, the scenario posed by the Association Agreement with the Eu-
ropean Union would intfroduce a new reality for Andorra, while maintaining the
same ongoing need to enhance competitiveness. Integration into a larger com-
mon market will require strategic vision, innovation, and greater openness to
new opportunities. Andorra must proactively anticipate, strengthen, and conso-
lidate its position to successfully address the challenges and leverage the ad-
vantages of this potential new phase.

In short, this paper seeks not only to describe Andorra’s economic reality, but
also to encourage critical reflection on the economic and social policies needed
to ensure sustainable and inclusive growth in the coming years.

We would like to thank Creand Creédit Andorra for its continued support and wi-
llingness to once again facilitate the printed edition of this study, building on the
collaboration initiated in 2023. We consider this project to be of great value, as
it provides a useful resource for data-driven decision-making.

Daniel Armengol Bosch
President of Empresa Familiar Andorrana
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1. EXECUTIVE SUMMARY

1. Executive Summary

This study is an update to our previous report entitled “The Principality of An-
dorra: A Comparative Macroeconomic Analysis” It examines the frajectory of
the Andorran economy from 2019 to 2023, comparing it with the economic
performance of nine other European nations: four small states—San Marino,
Monaco, Liechtenstein, and the Isle of Man; three medium-sized countries—
Iceland, Malta, and Luxembourg; and two larger nations—Spain and France.

In absolute terms, Andorra has managed to navigate the challenges posed
by the COVID-19 pandemic, the subsequent lockdowns and reopenings, and
the geopolitical conflicts of the five-year period from 2019 to 2023 with rela-
five success. During this period, its GDP grew by 8.1 percentage points, while
the resident population and employment increased by 9.8 and 9.0 percentage
points. These increases in population and employment outpaced the growth
of real GDP, real GDP per capita and real GDP per employee, measured in
constant euros, which have not yet fully returned to their pre-pandemic levels
recorded at the end of 2019. Specifically, the real GDP per capita index was
98.2, and the real GDP per employee index was at 98.8 by the end of 2023.
The value of both indices was 100 at the end of 2019.!

The performance of Andorran public administrations has been reasonable,
as evidenced by the fact that by the end of 2023, Andorra’s public debt had
increased by just 0.6 percentage points of its nominal GDP. With regard to
Andorra’s foreign sector, it has continued to demonstrate remarkable streng-
th. The current account balance maintained a substantial surplus throughout
the five-year period that we have analyzed, and according to data from the
International Monetary Fund, Andorra’s net international investment position
improved from 307.5 percent of GDP in 2019 to 339.9 percent in 2022, the
most recent year for which data is available.

Compared to the other countries in the sample, Andorra’s economic perfor-
mance has been less favorable. In terms of real GDP per capita, Andorra ranked
last among the ten countries analyzed. This result is largely due to Andorra ex-
periencing the highest resident population growth in the sample. In terms of real
GDP per employee, Andorra placed seventh among the ten countries in the
sample, but it ranked last among the five smallest countries. This result re-
flects the fact that employment growth has been the highest in Andorra, while
average labor productivity is lower than in the other countries in the sample.

1. Measured in current euros, the GDP per capita in Andorra in 2019 was €36,347, and in 2023 it was €41,134, according
to data from the Andorran Department of Statistics. The differences between real GDP per capita and nominal GDP per

capita are due to inflation.

88



THE PRINCIPALITY OF ANDORRA IN 2019-2023: A COMPARATIVE MACROECONOMIC ANALYSIS

Regarding the composition of Andorran GDP, the latest disaggregated data from
2022 indicate that the three sectors that contributed most to Andorran GDP were
an expanded definition of trade (including wholesale and retail trade, logistics, and
hospitality), real estate activities, and public services. That year, trade including
logistics and hospitality accounted for 27.5 percent of Andorra’s GDP, real estate
activities including construction accounted for 24.1 percent, and public services
accounted for 13.8 percent. Together, these three sectors accounted for 57.0 per-
cent of Andorra’s GDP. These figures confirm that Andorran business activities
remain highly competitive, while real estate activities and public services—both
non-tradable activities and therefore sheltered from international competition—
continue to play an important role in Andorra’s economic structure.

The more competitive a sector or group of sectors is, the greater the concentra-
tion of economic activity in those sectors. For example, San Marino and Liech-
tenstein have the most competitive manufacturing sectors among the countries
in the sample, but they are also the countries with the highest concentration of
economic activity, as manufacturing dominates their economies. Compared to the
other countries in the sample, Andorra ranked fourth in terms of economic con-
centration, although it is more diversified than San Marino, Liechtenstein, and
Monaco.

With regard to Andorra’s public sector, its consolidated general government re-
corded deficits only in 2020 and 2021, two of the five years under consideration.
Moreover, as previously mentioned, by the end of 2023, Andorran public debt ex-
pressed as a proportion of GDP had risen by just 0.6 percentage points compared
to the end of 2019. Between 2019 and 2023, there was a modest reallocation of
public resources towards the social protection and health sectors, whose shares
increased by 1.29 and 0.32 percentage points of GDP respectively during that
period. When comparing the performance of the Andorran public sector with that
of the other countries in the sample, we conclude that it has been exemplary.
Between 2019 and 2023, Andorra ranked third in terms of the lowest increase in
public debt relative to GDP—or fourth if Monaco is included (its constitution pro-
hibits public debt issuance).

The performance of the Andorran foreign sector between 2019 and 2023 has
been exceptional. The frade balance remained positive every year of that period.
The current account balance has also been consistently positive each year, nearly
returning to its pre-COVID level by 2023. Finally, Andorra’s net international in-
vestment position (NIIP) remains the strongest of all the countries in the sample.
In 2022, it reached 340 percent of GDP, marking an increase of 33 percentage
points compared to 2019.
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1. EXECUTIVE SUMMARY

From a macroeconomic perspective, competitiveness refers to the ease of
doing business and the absence of legal obstacles that hinder or prevent it. By
the end of 2023, the Andorran economy was highly competitive in attracting
cross-border visitors and selling goods and services to foreigners within the
country itself. However, it was uncompetitive in domestic manufacturing for
export abroad. These competitive advantages and disadvantages can be partly
attributed to Andorra’s geography and to the scarcity of natural resources. For
example, in 2023, Andorra imported 80 percent of its electricity, although 70
percent of that energy came from renewable sources. While Andorra’s energy
dependence represents a competitive disadvantage that needs to be addres-
sed, the high degree of decarbonization of its economy is a competitive advan-
tage that could be leveraged. In addition, Andorra’s tax rates are stillamong the
lowest in Europe and, as long as this remains unchanged, it will continue to serve
as another strong competitive advantage and a powerful incentive for companies
and individuals to establish themselves in the country. Looking ahead, Andorra
could capitalize on the opportunities offered by virtual businesses to overco-
me its geographical constraints and diversify its economic activity.

The Association Agreement with the European Union puts Andorrans at a
crossroads. The decision to enter into the agreement and open the economy
will fundamentally reshape Andorra’s future, just as the decision not to do so
and to retain full sovereignty without restrictions will also have its consequen-
ces. In any case, this or any other agreement with the European Union seems
desirable to foster good neighborly relations for a country like Andorra that
specializes in trade and tourism. Accepting the rules of the game of the Euro-
pean Union will introduce competitive pressure for Andorran businesses and
households, but the expansion of their market access will also generate many
opportunities for them. If Andorra were to join the European Union, its mar-
ket would extend beyond a domestic market of some 85,000 residents and
about 9 million visitors to an integrated market of 464 million consumers as of
January 2024.

In the last section of this study, we analyze how the 21 countries that joined
the European Union between 1973 and 2013 have fared, and we reach the
following conclusions: First, the European Union is a bloc of affluent countries
that prioritize stability over growth. Member states are more concerned with
preserving their welfare levels than with increasing them. Second, the data su-
ggest that demographic policies have played a more significant role than eco-
nomic and frade policies in shaping GDP per capita trends in these countries.
In other words, the growth rate of Andorra’s GDP per capita in the coming years
is likely to depend more on its demographic policies than on whether it signs the
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THE PRINCIPALITY OF ANDORRA IN 2019-2023: A COMPARATIVE MACROECONOMIC ANALYSIS

Association Agreement with the European Union. Finally, the experience of the
21 countries in this sample suggests that Andorra’s Association Agreement
with the European Union should not in itself be used as justification for Ando-
rra to increase the size of its public sector. The substantial growth of Andorra’s
public sector occurred between 2006 and 2016, but in the eight years leading
up to 2023, its size has remained stable relative to GDP.
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2.INTRODUCTION

2. Introduction

This study is an update to our previous report entitled “The Principality of An-
dorra: A Comparative Macroeconomic Analysis” It examines the frajectory of
the Andorran economy from 2019 to 2023, comparing it with the economic
performance of nine other European nations: four small states—San Marino,
Monaco, Liechtenstein, and the Isle of Man; three medium-sized countries—
Iceland, Malta, and Luxembourg; and two larger nations—Spain and France.

By the end of 2019, the global economic outlook was relatively subdued. Most
counftries had recovered from the Great Recession, and the International Mon-
etary Fund (IMF) in its World Economic Outlook of October 2019 forecasted
global economic growth of 3.0 percent for that year and of 3.4 percent for
2020. Meanwhile, macroeconomists were discussing whether the expansion-
ary phase of the business cycle in the United States was nearing its end.

But in the spring of 2020, COVID-19 took the world by surprise, first triggering
widespread lockdowns and fravel bans, followed by gradual reopenings. The
pandemic and its aftermath caused global Gross Domestic Product (GDP) to
contract by 2.8 percent in 2020, the steepest decline since the end of World
War Il. In contrast, 2021 was the year of monetary and fiscal interventions in
an attempt to rescue the global economy, fueling the rebound in GDP and the
surge in inflation. That year, world GDP grew by an extraordinary 6.2 percent
and, in December, the year-on-year Consumer Price Index (CPI) stood at 7.0
percent in the United States and 5.0 percent in the Eurozone.

The IMF’s October 2021 World Economic Outlook titled “Recovery During a
Pandemic: Health Concerns, Supply Disruptions, and Price Pressures” project-
ed global GDP growth of 4.9 percent in 2022. That Christmas, the Omicron
variant of COVID-19 proved to be far less virulent than feared, and analysts
anticipated another year of strong economic recovery. But it was not to be. By
late February, amidst post-pandemic fatigue and hopes of a recovery, Russian
tanks crossed the border, invading Ukraine. Once again, the forecasts were
up-ended. That year, global GDP grew by 3.5 percent—1.4 below the IMF’s
projection—and the inflation rate in December was 6.5 percent in the United
States and 9.2 percent in the Eurozone, after peaking at 9.1 and 10.6 percent
earlier that year.

We finally come to 2023, the last year covered in this study. In October 2022,
the IMF projected global GDP growth of 2.7 percent for 2023, yet this forecast
proved inaccurate once more—this time on the upside. Global GDP grew by
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3.3 percent that year—0.5 percentage points higher than projected—and the
December year-on-year inflation rate was 3.4 percent in the United States and
2.9 percent in the Eurozone. Both global GDP growth rates and inflation were
gradually returning to their historical averages.

Figure 1: Evolution of real GDP per capita, real GDP per employee, and inflation (2020-2023)
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2.INTRODUCTION

And the winner is... Monaco!

Figure 1 shows the average growth rates of the Consumer Price Index (CPI), GDP
per capita, and GDP per employee between 2019 and 2023.

The x-axis of Panel A displays the 2019-23 average growth rate of GDP per ca-
pita, and the x-axis of Panel B plots the average growth rate of GDP per emplo-
yee. We have chosen these two variables because, as we argue in Section 3, the
small countries in the sample follow very different policies regarding the hiring of
cross-border workers. These various policies often result in significant differences
between GDP per capita and GDP per employee. The y-axes in both panels repre-
sents the average CPI growth rate.

As illustrated by the two panels of Figure 1, Monaco is the country in which both
GDP per capita and GDP per employee experienced the highest growth, despite
also suffering the sharpest contraction in 2020, as discussed in Sectfion 4. San
Marino is the second most industrialized country in the sample, as we detail in
Section 5, and it ranked second both in GDP per capita and in GDP per employee.

Figure 1 also highlights that Andorra ranked last in average growth of GDP per
capita, sixth in average growth of GDP per employee, and a close fourth behind
San Marino in inflation rate.

To summarize these findings, Table 1 presents the main macroeconomic variables
for Andorra in 2019 and 2023 and their rates of change. On the following pages,

we provide a detailed analysis of these data and results.

Table 1: Andorra in figures (2019 and 2023)

Population, Employment, and GDP 2019 2023 A%
Population (people) 77,543 85,101 9.7
Employment (people) 48,119 52,467 9.0
Nominal GDP (millions of €) 2,818 3,501 24.2
Real GDP (millions of 2010 €) 2,674 2,891 8.1
Nominal GDP per capita (€) 36,347 41134 13.2
Nominal GDP per employee (€) 58,572 66,720 13.9
Real GDP per capita (2010 €) 34,490 33,972 -1.5
Real GDP per employee (2010 €) 55,580 55,102 -0.9
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millions of € %GDP
Public Sector 2019 2023 A% 2019 2023 A%
Income 1,075 1,331 23.8 38.2 38.0 -0.3
Expenses 1,010 1,256 24.3 35.8 35.9 0.1
Public Balance 65 75 15.9 2.3 2.2 -6.7
Public Debt 997 1,241 245 35.4 35.5 0.2
millions of € % GDP
Foreign Sector 2019 2023 A% 2019 2023 A%
Current Account Balance 508 597 17.6 18.0 17.0 -5.3
Goods and Services Balance 271 302 1.7 9.6 8.6 -10.1
Exports of Goods and Services 2,086 2,812 34.8 74.0 80.3 8.6
Imports of Goods and Services 1,815 2,510 38.3 64.4 1.7 1.3
Net Primary Income 274 344 25.3 9.7 9.8 1.2
Net Secondary Income -37 -49 31.6 -1.3 -1.4 79
Capital Account 0 0 - 0 0 -
Financial Account 496 597 20.3 17.6 17.0 -3.1
Errors and Omissions -12 0 - -0.4 0 -
Gross International Reserves 0 338 - 0 9.7 -

Source: Andorran Department of Statistics and IMF. Due fo rounding, there may be slight differences.
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3. BACKGROUND

3.Background

3.1. Sample Countries

In this study, we compare the Andorran economy with those of seven other small
European countries: San Marino, Monaco, Liechtenstein, the Isle of Man, Ice-
land, Malta, and Luxembourg, as well as two large economies: France and Spain.

3.1.1. Country Groups

The second column of Table 2 presents the resident population of the fen sample
countries in 2023. Based on this variable, we can classify these ten countries into
three groups. Five countries have fewer than 100,000 residents, and we refer to
these as the small countries of the sample. These small couniries are San Ma-
rino (SMR), Monaco (MCOQ), Liechtenstein (LIE), Andorra (AND), and the Isle of
Man (ISL). Three countries have a population of around 500,000 residents and
are referred to as the medium-sized countries of the sample. These are Iceland
(ISL), Malta (MLT), and Luxembourg (LUX). Finally, our sample contains two large
countries, which are Spain (ESP), with 48 million residents as of 2023, and France
(FRA), with 66 million residents according to data from that same year.

Table 2: Population and Size (2023)

Residents Size (km?3) Population density

SMR 33,642 61 550
MCcO 38,367 2 19,184
LIE 39,975 160 249
AND 85,101 468 182
IMN 84,536 572 148
ISL 388,000 103,000 4
MLT 542,000 316 1,715
LUX 661,000 2,586 255
ESP 47,810,000 506,030 94
FRA 65,907,000 551,695 119

Source: IMF, World Bank, ADS, Monaco Statistics, and Liechtenstein Statistics.
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Within the group of small countries, which is of particular interest because it
includes Andorra, we identify two subgroups: San Marino, Monaco, and Liech-
tenstein, which in 2023 had fewer than 40,000 residents; and Andorra and the
Isle of Man, which had around 85,000 residents that same year.

3.1.2. Country Size

The third column of Table 2 presents the size of these countries, measured
in square kilometers, and the fourth column shows the population density,
measured in residents per square kilometer. Monaco is just 2 square kilome-
ters and is by far the smallest state in the sample. Monaco’s small size means
that, with about 19,000 residents per square kilometer, it is also the most
densely populated state in the sample by a significant margin.

San Marino, Liechtenstein, and Malta are smaller in size than Andorra, while
all other countries in the sample are larger. However, in terms of population
density, Andorra has the second lowest density among the five small coun-
fries in the sample, with 182 residents per square kilometer. Only the Isle
of Man has a lower population density than Andorra, with 148 residents per
square kilometer, making it the least densely populated country in the sma-
[l-country group.

3.1.3. Geography

Among the countiries in the sample, the Isle of Man, Iceland, and Malta are
islands, while Andorra is by far the most mountainous country. Andorra’s ru-
gged terrain limits the space available for urban and industrial development
and poses challenges for trade relations, including the exchange of goods
and services, cross-border movements of workers, and fourism.

With the exception of the island countries of the sample—the Isle of Man,
Iceland, and Malta—the small countries enjoy a more advantageous location
than Andorra in terms of their proximity to urban centers. Being closer to
large cities facilitates trade, improves access to labor markets, and creates
economies of scale and synergies in economic sectors that benefit from ac-
cess to large markets.
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3. BACKGROUND

Table 3: Geography

Countries Nearest cities (distance, population)
SMR Rimini (15 km, 150 k habitants), Cesena (50 km, 100 k)
MCO Nice (20 km, 1 M), Marseille (220 km, 1.8 M)
LIE St. Gallen (60 km, 170 k), Zurich (110 km, 1.6 M)
AND Barcelona (200 km, 5.6 M), Toulouse (190 km, 780 k)
IMN Belfast (4 hours by ferry, 650 k), Liverpool (4 hours by ferry, 1.6 M)
LUX Trier (40 km, 160 k), Metz (60 km, 225 k)

Source: Authors’ own work.

Table 3 shows the distance from the small countries in the sample to the nea-
rest major cities, alongside the population of those cities. Specifically, we
looked at the approximate distance by road to the two cities closest to each of
our sample countries. The population reported in this table is the population of
the wider metropolitan areas of the corresponding cities. Monaco is the small
country with the most advantageous location, situated just 20 km from Nice,
whose metropolitan area has a population of 1 million. In contrast, Andorra is
the most geographically isolated small continental country in the sample, lo-
cated 200 km from Barcelona and 180 km from Toulouse, whose metropolitan
areas amount to 5.6 million and 0.78 million residents respectively.

Given Andorra’s relatively disadvantaged position compared to the other small
countries in the sample, investment in improving its transportation links with
major neighboring cities could significantly contribute to accelerating its eco-
nomic development. Improving rail connections with Barcelona and Lleida and
expanding the capacity of the Andorra-La Seu airport are two examples of
such investments.

3.2. The Analysis Period

In our previous research in this series, we studied the period from 1970 to 2019.
In this report, we extend that analysis by focusing on the years 2019 to 2023.
In cases where data for 2023 are unavailable, we use the most recent available
data or extrapolations. In some instances, we also refer back to the year 2000
to provide a more comprehensive view of long-term trends. The database that
we have constructed for this study is available to readers upon request.
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3.3. The Data

As with all macroeconomic studies, the availability and quality of data are de-
cisive for the quality of the analysis and the accuracy of its conclusions. Ma-
croeconomic accounting involves relatively high fixed costs and relatively low
variable costs. For this reason, many small countries devote few resources to
collecting macroeconomic statistics. As a result, in some cases, the quality of
available macroeconomic data is limited.

When a country joins the International Monetary Fund (IMF) and the World

Bank, it is required to comply with the statistics standards of these institutions
and receives technical assistance to meet these requirements.

Table 4: Data Sources

Joined the IMF Department of Statistics
FRA December 27, 1945 https://www.insee.fr/en/accueil
LUX December 27, 1945 https://statistiques.public.lu/
ISL December 27,1945 https://statice.is
ESP September 15, 1958 https:/www.ine.es
MLT September 11, 1968 https://nso.gov.mt
SMR September 23, 1992 https://www.statistica.sm/pub1/StatisticaSM/en/

https://www.estadistica.ad/portal/apps/sites/#/
estadistica-ca/

October 16, 2020

LIE October 21, 2024 https://www.statistikportal.li/de
IMN ) https://www.gov.im/about-the-government/
departments/cabinet-office/statistics-isle-of-man/
MCO - https://www.monacostatistics.mc

Source: Authors’ own work.

In this study, our primary data sources are the IMF and the World Bank for
countries that are members of these institutions, and local statistics depari-
ments for those that are not. In the case of Andorra, when both data sources
were available, we have given priority to data from its Statistics Department. In
the third column of Table 4, we present the internet addresses of the statistics
departments of the sample countries.
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3. BACKGROUND

The second column of Table 4 presents the date on which the countries of
the sample joined the IMF. At year-end 2024, all the countries in the sample,
except the Isle of Man and Monaco, were IMF members. The first countries
to join the IMF were France, Luxembourg, and Iceland, which were among its
founding members. Andorra joined on October 16, 2020, while Liechtenstein
became the most recent sample country to become an IMF member, joining on
October 21, 2024. As of December 2024, neither the Isle of Man nor Monaco
had applied to join the IMF.
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4. Residents, Employees, and Cross-Border Workers

41. Andorra

In 2023, Andorra had a population of 85,501 residents and 52,467 employees, of whom
1,800 were cross-border workers. In percentage terms, 61.7 percent of Andorra’s resi-
dents were employed, and 3.5 percent of employees were cross-border workers. In the
following section we compare these ratios for Andorra with those of the other countries
in the sample and conclude that the proportion of cross-border workers in Andorra is
much more similar to that of the island countries in the sample—Iceland, Malta, and the
Isle of Man—than to that of the small and medium-sized mainland countries—Monaco,
San Marino, Liechtenstein, and Luxembourg.

4.2, International comparisons

Panel A of Table 5 presents data on residents, employees, and cross-border workers in
the sample countries. The countries are ordered by the share of cross-border workers in

the labor force from highest to lowest (see the second to last column of Table 5).

Table 5: Residents, Employment, and Cross-Border Workers

Cross-Border Cross-Border Workers/

Residents Workers Workers Workers/Workers | Residents
(%) (%)
Mco 38,367 63,479 52,280 82.4 165.5
LIE 39,975 43,709 24,153 55.3 109.3
LUX 661,000 511,536 225,368 441 77.4
SMR 34,000 23,524 8,015 3441 69.2
AND 85,101 52,467 1,800 3.5 61.7
FRA 65,907,000 28,589,000 345,000 1.2 43.4
ESP 47,810,000 21,390,000 87,500 0.4 447
ISL 388,000 2,197 - - 56.6
MLT 542,000 305,218 - - 56.3
IMN 84,536 36,555 - - 43.2

Panel A: Residents, Employees, and Cross-Border Workers in 2023.
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2019 2020 2021 2022 2023 A (23-19)
MCO 80.80 80.36 81.08 81.77 82.36 1.56
LIE 55.93 55.82 56.22 56.81 - -0.07
LUX 42.97 4317 43.60 43.98 44.07 1.10
SMR - 30.92 32.32 30.47 32.65 1.73
AND 3.42 3.63 3.58 3.40 3.41 -0.01
FRA 1.28 1.24 1.20 1.20 1.21 -0.07
ESP 0.38 0.38 0.38 0.49 0.43 0.05

Panel B: Cross-Border Workers as a Share of Total Employment (%).

Sources: IMF, World Bank, and local statistics departments.

4.2 1. Residents and Employees

The last column of Panel A of Table 5 shows the employee-to-resident ratio for every
country in the sample. Monaco and Liechtenstein have more employees than residents,
while all the other countries in the sample have far fewer employees than residents.

The ratios vary widely from one country to another. In Monaco, the employee-to-re-
sident ratio is an astonishing 166 percent, and in the Isle of Man, the country with the
lowest ratio in the sample, it is barely a quarter of that number (43 percent). Among the
five small countries in the sample, Andorra ranks second to last with an employee-to-re-
sident ratio of 62 percent.

Interestingly, in 2023, Monaco had 21 percent more employees than Andorra, despite
Andorra having 222 percent more residents than Monaco. The opposite trend is ob-
served in the Isle of Man: it ranks as the fifth smallest country in the sample by number
of residents, but it is the second smallest by number of employees. Moreover, in 2023,
less than half of the Isle of Man’s residents were employed. That year, the Isle of Man
had approximately the same number of residents as Andorra, but around 16,000 fewer
workers.

4.2.2. Employees and Cross-Border Workers
The small European countries are diminutive in terms of both the number of resi-

dents and in their size, yet they adopt very different strategies regarding the share of
cross-border workers in their labor forces.
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The fifth column of Panel A of Table 5 presents the share of cross-border wor-
kers to employees. In 2023 those figures ranged from 82 percent in Mona-
co, where most residents are wealthy and do not work, to just 0.4 percent in
Spain. Liechtenstein (55 percent), Luxembourg (44 percent), and San Marino
(34 percent) also have high cross-border worker participation, although none
approached the level of Monaco. In contrast, in Andorra, only 3.4 percent of
the labor force consisted of cross-border workers. In France and Spain, the
share of cross-border workers in the labor force was around one percent, while
in Iceland, Malta, and the Isle of Man, that share was effectively zero, given
their island geography.

To analyze the evolution of cross-border worker shares between 2019 and
2023, Panel B of Table 5 presents the relevant data. Across all countries in
the sample, the shares of cross-border workers have remained relatively sta-
ble between 2019 and 2023. In Andorra, these figures have shown little fo no
change, while in the other countries of the sample, fluctuations have never
exceeded two percentage points (see the last column of Table 5).

We conclude that the countries in the sample have each followed very diffe-
rent strategies for granting residence and employment permits, and these
strategies have remained unchanged during the period under consideration.

The different strategies for granting residency and permits for cross-border
workers pursued by small European countries can serve as a model for Andorra.
Given Andorra’s mountainous tferrain, high cost of housing, and the financial
burden of expanding the Andorran labor force with resident workers, Andorra
could make it easier for a larger share of its workforce to reside in cross-border
areas, as part of a coordinated policy with neighboring countries. Cross-border
workers could then commute to their jobs in Andorra via an improved mass
fransit system. This approach would enable Andorra’s GDP to grow without
adding pressure to the Andorran welfare state and making it more expensive.
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5. Real GDP, Employment, GDP Per Capita, and Real GDP
Per Employee

In every country, some residents participate in the labor force, while others do not—
for example, minors and retirees do not work in any country. However, every worker
employed by a local firm contributes to the production of Gross Domestic Product
(GDP), regardless of their place of residence, whether local or cross-border.

As discussed in the previous section, the countries in our sample adopt very diffe-
rent strategies regarding the share of cross-border workers in the labor force. These
differences create distortions in GDP per capita, making this indicator an imprecise
measure of aggregate labor productivity. To account for these distortions, caused
by the differing proportions of resident and cross-border workers across the sample
countries, this section analyzes the dynamics of both real GDP per capita and real
GDP per employee.

The data source for International Monetary Fund (IMF) member countries (i.e., every
country in our sample except Monaco, Liechtenstein, and the Isle of Man) is the
World Economic Outlook database published by the IMF in April 2024. Data for Mo-
naco and the Isle of Man come from their statistics departments, and from Trading
Economics in the case of Liechtenstein (see www.tradingeconomics.com).

Real GDP data for Monaco for 2023 and the Isle of Man for 2022 and 2023 were
unavailable at the time this study went to press. To ensure completeness in our
analysis, we have assumed that in 2023, Monaco’s real GDP grew at the same rate
as in 2019, in line with observed trends in the other countries in our sample. For the
Isle of Man, we have used the real GDP growth rate estimated by its government for
that year (1.5 percent).

5.1. Andorra

Figure 2 presents the evolution of GDP, population, employment, GDP per capi-
ta, and GDP per employee in Andorra, according to data from the Andorran De-
partment of Statistics (ADS). Panels A, B, and C show the trends in GDP, GDP per
capita and GDP per employee between 2010 and 2023. These time series start in
2010 because that was the base year used in 2024 by Andorra’s national accounts.
Therefore, as Panel A illustrates, the value of nominal GDP and real GDP in 2010
were identical, both amounting to 2,602 million euros. In 2019, Andorran nomi-
nal GDP amounted to 2,818 million (in current euros) increasing to 3,501 million in
2023. However, in 2019, Andorran real GDP amounted to 2,674 million (measured
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in constant 2010 euros), rising to 2,891 million euros in 2023. Therefore, between
2019 and 2023, Andorran nominal GDP, measured in current euros, grew by 24.2
percent, and real GDP, measured in constant 2010 euros, grew by 8.1 percent. The
change in the GDP Deflator— the macroeconomic measure of the inflation rate—
was approximately the difference of these two rates, i.e., around 16.1 percent.

Panel B of Figure 2 illustrates the evolution of GDP per capita between 2010 and
2023. In 2019, Andorra’s nominal GDP per capita was 36,347 (in current euros)
and, in 2023, it was 41,134 (in current euros). On the other hand, in 2019, Andorra’s
real GDP per capita measured in constant 2010 euros was 34,490, and 33,972
in 2023. Therefore, between 2019 and 2023, Andorra’s nominal GDP per capita
increased by 13.2 percent and its real GDP per capita decreased by 1.50 percent.

The divergent trends between the aggregate variables and the per capita indica-
tors are due to the evolution of the population. Between 2019 and 2023, the esti-
mated population in Andorra grew by 9.7 percent from 77,543 residents to 85,101.
This means that population growth outpaced real GDP by 1.6 percentage points,
so real GDP per capita also decreased by approximately this amount.

Panel C of Figure 2 shows the evolution of GDP per employee between 2010 and
2023.1n 2019, nominal GDP per Andorran employee was 58,572 (in current euros)
and 66,720 (in current euros) in 2023. On the other hand, in 2019, real GDP per
Andorran employee measured in constant 2010 euros was 55,580 and 55,102 in
2023. Therefore, between 2019 and 2023, nominal GDP per employee grew by
13.9 percent and real GDP per employee decreased by 0.86 percent.

Analyzing the evolution of real GDP per employee in Andorra since 2010, we find
that, between 2010 and 2016, real GDP per employee remained relatively stable.
In 2010, it stood at 56,734 (in constant 2010 euros), reaching its historical peak at
59,049 (in constant 2010 euros) in 2016.2 Between 2016 and 2019 it declined to
alow of 55,580 (in constant 2010 euros) . This was followed by the COVID-19 con-
traction and the post-pandemic recovery, with GDP per employee reaching 55,102
(in constant 2010 euros) in 2023.

As previously mentioned, GDP per capita serves as an estimate of the average
welfare of Andorrans, while GDP per employee is a measure of average aggrega-
te productivity. Between 2019 and 2023, both declined somewhat: GDP per capita
decreased by 1.50 percent; and GDP per employee fell by 0.86 percent.

2.In 2010, nominal GDP and real GDP are the same because 2010 is the base year of Andorra’s national accounts.
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Panel D of Figure 2 illustrates the evolution of population, employment, real GDP,
and nominal GDP growth rates between 2019 and 2023. Andorra’s population
grew over this period, with a cumulative growth rate of 9.7 percent. In contrast,
employment declined in 2020 and 2021, and its cumulative growth rate was 9.0
percent. Although these percentages are similar, in absolute terms, the number of
residents increased by 7,558 individuals and the number of employees by 4,348
individuals, indicating that 3,210 of the new residents are not employed. Both real
GDP and nominal GDP decreased in 2020, but grew in the other four years of the
period.

Finally, Panel E of Figure 2 shows the growth rates of GDP per capita and GDP
per employee measured in current euros and in constant 2010 euros. In 2019, the
growth rates of these four indicators recorded positive growth, while in 2020, they
all decreased due to COVID-19 lockdowns and restrictions. In 2021, only real GDP
per employee declined. In 2022, all four variables experienced growth, butin 2023,
real GDP per capita and per employee declined once again. If the 2023 data are
confirmed, this trend could serve as a warning sign of one of Andorra’s potential
macroeconomic challenges: the decline in aggregate labor productivity and the
average welfare of Andorrans. To address this issue, Andorra may need to consider
corrective measures, such as training its workers, especially in new technologies,
to increase their added value.

Figure 2: The evolution of GDP, Population, and Employment in Andorra
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5.2. International Comparisons

5.2.1. Real GDP

Panel A of Figure 3 illustrates the varying impact of the COVID-19 crisis on real
GDP in the various countries of the sample. Luxembourg was the country with
the mildest contraction due to the swift response of its authorities, the high
weight of the financial and technology sector in its economy, and its decision
to repatriate its residents that were abroad to keep its borders open. In con-
trast, Monaco, Spain, and Andorra were the hardest hit by mobility restrictions
and border closures.

The recoveries following the 2020 contraction have also been very different.
Monaco experienced the fastest recovery by far, followed by Malta, San Mari-
no, and Liechtenstein. The strong rebound in the latter two can be attributed
to the high share of their industrial sectors in GDP. On the other hand, the
slowest economies to recover have been France, Spain, and the Isle of Man.

Andorra has also recovered relatively quickly, its economy improving from ei-
ghth place in the sample in 2021 to sixth place in 2023. Liechtenstein’s real
GDP performance has also been surprising—after growing by 17.2 percent in
2021, its economy has seen little growth since.
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5.2.2. Population

Panel B of Figure 3 plots the evolution of the resident population during the pe-
riod from 2019 to 2023 in the sample countries.

This figure reveals four distinct groups of countries that have followed very di-
fferent demographic strategies. Andorra, Malta, Iceland, and Luxembourg have
experienced an increase in their resident populations by between 8 and 10 per-
cent in the four years under review from the end of 2019 to the end of 2023. A
second group of counftries, namely Liechtenstein, Spain, and France, also saw
population growth, although at more moderate rates (between one and three
percent). Finally, San Marino, Monaco, and the Isle of Man maintained relatively
stable populations. Between 2019 and 2023, the Isle of Man’s population in-
creased by 0.7 percent, while San Marino’s population declined by 0.5 percent.

It is particularly notable that the country in the sample recording the highest
population growth was Andorra. Moreover, between 2019 and 2023, Andorra’s
resident population grew considerably more than in the other small countries
of our sample—6.6 percentage points more than in Liechtenstein, and 10.2 per-
centage points more than in San Marino. These differences point to the need to
reflect on an immigration model that is better aligned with the couniry’s socioe-
conomic objectives.

Figure 3: The evolution of Real GDP, Population, and Employment (2019-2023)
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5.2.3. Employment

Panel C of Figure 3 illustrates the evolution of employment during the period
from 2019 to 2023. Employment trends have varied significantly across the
various countries of the sample and, as discussed in the previous section, have
also diverged from the evolution of the resident population. Several factors
contribute to these differences, including each country’s approach to tempo-
rary layoffs, the extent to which in-person work is required by the compositions
of their GDPs, and the share of self-employed workers and cross-border wor-
kers.

Between 2019 and 2023, employment grew by more than three percentage
points in every country in our sample. Malta experienced the most substan-
tial job creation during those four years from the end of 2019 to the end of
2023, with almost 17 percentage points of cumulative growth in employment.
Luxembourg, Monaco, and Andorra followed as the next highest job creators.
In contrast, the Isle of Man, France, and Liechtenstein recorded the lowest
employment growth.

The variability of employment between the countries in the sample has been
substantially higher than the variability of the population. This result is due to the
intensive use of cross-border workers in Monaco, Liechtenstein, Luxembourg,
and San Marino. Specifically, the range in job creation growth rates has been
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approximately 5 percentage points higher than the range of population growth
rates, and about 10 percentage points lower than the range of real GDP growth
rates.

Every country in the sample, except Luxembourg, experienced significant job
losses in 2020. However, two years later, by 2022, all of them had recovered,
surpassing their 2019 employment levels. Andorra recorded the second-lar-
gest employment decline in 2020 and was the only country that continued
losing jobs in 2021. In contrast, in 2022 and 2023, with the return of winter
tourism, Andorra experienced a remarkable recovery of its labor market. In
those two years, Andorra’s employment rate grew by 10.2 and 4.0 percentage
points.

5.2.4. Real GDP per Capita

Panel D of Figure 3 shows the evolution of real GDP per capita during the pe-
riod from 2019 to 2023. A country’s real GDP represents the value of goods
and services produced within its territory, adjusted for inflation. When divided
by population, it yields real GDP per capita, an estimate of the average stan-
dard of living of a country’s residents.

Monaco was by far the country in the sample that experienced the highest GDP
per capita growth during the period under consideration. It was 25 percent hi-
gher in 2023 than in 2019. This result is due to Monaco’s real GDP growing
the most combined with its stable population. In contrast, Luxembourg and
Andorra were the sample countries that recorded the weakest GDP per capita
growth, for different reasons—moderate GDP increases alongside significant
population growth. As a result, Andorra and Luxembourg were the only two
countries in the sample where GDP per capita in 2023 remained below 2019
levels.

Once again, San Marino and Liechtenstein rank at the top of the GDP per capi-
ta table. Their industrial strength and disciplined demographic policies explain
this result and highlight the advantages for Andorra of having a more diversi-
fied GDP composition and a more restrictive immigration policy.

5.2.5. Real GDP per Employee

Finally, Panel E of Figure 3 records the evolution of real GDP per employee du-
ring the period from 2019 to 2023. While GDP per capita serves as an estimate
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of the standard of living of residents in an economy, GDP per employee measu-
res the aggregate productivity of its labor force. As previously discussed, the
differences between these two indicators arise because not every resident is
employed, and not every employee is a resident.

By 2023, only Monaco, Liechtenstein, San Marino, Iceland, and (just barely)
Malta had surpassed their 2019 GDP per employee levels. In all other countries
in the sample, including Andorra, GDP per employee had not yet fully recove-
red by 2023. The COVID-19 crisis had a particularly severe impact on services
related to mobility and in-person work. Moreover, the sanctions imposed on
Russia following its invasion of Ukraine, along with the energy transition, ne-
gatively affected energy-intensive industries. The data suggest that in many
of our sample countries, the post-COVID recovery has been driven by job crea-
tion in low-productivity sectors, particularly in services.

In Monaco, the return of tourism, and especially of luxury tourism, explains the
remarkable growth of real GDP per employee, which increased 15 percentage
points. This occurred despite Monaco having recorded the steepest decline in
this indicator in 2020 among all countries in the sample.

Liechtenstein and San Marino also recorded a remarkable recovery in 2021,
fueled by the strength of their industrial sectors. However, they have subse-
quently stagnated at a level about 5 percentage points higher than the level
recorded in 2019. This stagnation is partly due to the sluggish performance of
German industry and the fact that these two countries benefit less from inter-
national tourism.

In 2023, Andorra’s GDP per employee index stood at 98.8, ranking it seventh
in our sample for that indicator. The Andorran index was 1.2 percentage points
higher than the French index, 2.2 percentage points higher than the Luxem-
bourg index, and 3.1 percentage points higher than the Spanish index. These
results indicate that the recovery in Andorra has been particularly impacted by
the challenges previously discussed. Nevertheless, GDP per employee in An-
dorra has grown 0.6 percentage points more than its GDP per capita. This dis-
crepancy is due to faster population growth compared to employment growth,
as mentioned earlier. Specifically, 3,210 new Andorran residents—accounting
for 43 percent of the total increase in population—are not part of the labor
force.

It is important to consider the consequences of a policy based on the conti-
nuous population growth in Andorra, both in terms of the number of immigrants
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entering the labor market and new non-employed residents. This immigration
policy presents challenges for the quality of life of residents in a country with
substantial restraints on internal mobility and public resources (health, edu-
cation, and infrastructure), which were originally designed for a population of
about 70,000 residents. Moreover, this immigration has severely limited the
growth of GDP per capita.
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6. Sectoral Composition of GDP

6.1. Andorra

The Andorran Department of Statistics provides reasonably detailed information
on the evolution of economic activity, classifying Andorran companies into 13 sec-
tors. The primary sector includes companies engaged in agriculture, forestry, and
fishing. Industrial companies are organized info three sub-sectors: construction;
manufacturing; and water, gas, and electricity. Service enterprises are organized
in nine subsectors: real estate activities; professional, scientific, technical, and
administrative activities; public administration, defense, education, public heal-
th, and social work activities; arts, entertainment and recreation, including the
activities of households and extraterritorial entities; wholesale and retail trade, in-
cluding vehicle repair; finance and insurance; hotels and restaurants; information
and communications; and logistics, tfransportation, and warehousing activities.

6.1.1. The main sectors in 2000, 2019, and 2023

Panels A, B and C of Figure 4 illustrate the sectoral composition of Andorran GDP,
showing the sectors that contributed the most to GDP in the years 2000, 2019
and 2023. In 2000, the Andorran economy was dominated by financial and insu-
rance companies, which accounted for 24.5 percent of Andorra’s GDP. The next
largest sectors were trade, which contributed 19.3 percent, and construction, ac-
counting for 10.7 percent. Together, these three sectors contributed 54.5 percent
of Andorra’s GDP. The next 25.4 percent was accounted for by public services
(9.3 percent), hotels and restaurants (8.2 percent), and real estate activities (7.9
percent). The remaining 20.1 percent was distributed among the remaining sec-
tors.

By 2019 the composition of Andorran GDP had changed substantially. This was
due in part to the lifting of banking secrecy in January 2017. That year, trade be-
came the largest sector contributing to Andorran GDP, with 16.6 percent, despite
a decline of almost 3.0 percentage points since 2000. The second largest con-
tributor to GDP in 2019 was real estate activities, accounting for 14.6 percent.
Public services became the third-largest sector, contributing 14.2 percent. These
three sectors together made up 45.5 percent of Andorran GDP. Between 2000
and 2019, the concentration of activity in Andorra had declined. The financial and
insurance sector shrank to less than half its previous share, and there was a subs-
tantial increase in real estate activities and public services.
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Figure 4: The economic sectors in Andorra in 2000, 2019, and 2023
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Between 2019 and 2023, the composition of Andorra’s GDP continued to change,
although to a lesser extent than between 2000 and 2019. Finance regained its do-
minant position, increasing its share by 1.7 percentage points, followed closely by
trade. The construction sector share grew by 6 percentage points, ranking it third
in 2023. The most notable change among the major sectors was the decline in the
share of hospitality, while both finance and construction increased their shares.
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6.1.2. Changes in sector shares

To quantify the changes, Panels D and E of Figure 4 plot the variation in sector
shares between 2000 and 2023 and between 2019 and 2023, expressed in per-
centage points. These data confirm the increases in the shares of real estate ac-
tivities, public services, and professional activities between 2000 and 2023, and
those of finance, construction, and real estate activities between 2019 and 2023.
During the first period, finance saw the most significant decline, largely due to the
lifting of banking secrecy. In the second period, hospitality recorded the sharpest
decline.

If we combine the shares of real estate activities and construction, in 2000 their
joint share was 18.6 percent, ranking third after finance and trade. However, in
2019 and 2023, with joint shares of 22.0 and 21.9 percent, real estate and cons-
fruction activities ranked first by some margin.

6.1.3. The construction sector

Finally, to provide perspective on the evolution of the construction sector in
Andorra, Panel F of Figure 4 shows the number of new building permits, me-
asured in thousands of square meters. This chart shows three clearly defined
stages. First, a construction boom that starts in 1997, when 125,550 square
meters of new construction were authorized. This boom peaked in 2004, when
605,751 square meters were authorized. The sector then collapsed, experien-
cing a decade-long decline until 2014, when just 19,982 square meters of new
construction were authorized. Between 2015 and 2019, the construction sec-
tor experienced another boom, with a tenfold increase in the number of permits
approved, amounting to 236,943 square meters. Finally, the COVID-19 con-
traction in 2020 was followed by a recovery in 2021 and 2022, when 236,977
square meters were authorized. This number was marginally higher than the
number of square meters authorized in 2019.

The average for the period from 2000 to 2022 was 169,009 square meters. In
2022, authorizations surpassed this average by 40.2 percent, adding approxima-
tely 2,000 new homes to the market. For many, the construction sector dynamic
raises concerns about its long-term sustainability. The buildable area in Andorra
is finite and the sector’s continued growth requires the harmonization of the urban
planning model, the demographic model, and the sector’s expansion model. To
achieve this, Andorra may need to reconsider its demographic model and review
its foreign investment regimes.
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6.2. International Comparisons

6.2.1. GDP sectors in the sample countries
Figure 5 illustrates the sectoral composition of GDP in the sample countries, hi-

ghlighting the shares of agriculture, industry, construction, and services, expres-
sed as percentages of total GDP.

Figure 5: GDP sectors in the sample countries (% of GDP)
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A common characteristic among the small countries in the sample is a very small
agricultural sector, contributing less than 1 percent to GDP in 2023. For that
year, only Iceland’s primary sector accounted for more than 4 percent due to
the importance of its fishing industry, which is included in this branch of activity.

In Andorra, the relative weight of the primary sector has remained stable sin-
ce 2000, at around 0.5 percent of GDP. In contrast, in other sample countries,
agricultural production has declined considerably over the same period. For
example, in Liechtenstein, the primary sector contributed 3.3 percent of GDP in
2000, but by 2023, its share had fallen to just 0.2 percent.

Similarly, between 2000 and 2023, the share of industry in GDP has also de-
creased across all countries in the sample. For example, in Luxembourg, indus-
try fell from 12.5 to 5.7 percent; in Malta, it declined from 15.3 to 9.1 percent;
and in San Marino, it dropped from 41.1 to 36.6 percent. However, San Marino
has experienced the strongest industrial growth since the pandemic (increasing
3.4 percentage points between 2019 and 2023). In contrast, Andorra recorded
the sharpest decline in industry share during that period (decreasing 1.7 percen-
tage points).

Based on the share of industry in their GDPs in 2023, we can classify the coun-
tries of our sample into three groups. Liechtenstein and San Marino stand out
by far as the most industrialized economies of the sample, with industrial pro-
duction contributing around 40 percent of their GDPs. These two countries are
followed by Spain, Iceland, France, and Malta, which make up the group of mo-
derately industrialized countries, with industry accounting for between 10 and
15 percent of GDP. Finally, Luxembourg, Andorra, Monaco, and the Isle of Man
form the least industrialized group in the sample. For these countries, industry
represents less than 6 percent of GDP. If Andorra aims to diversify its productive
structure, it should promote industrial activity by attracting high-value-added
segments of industrial value chains, such as research, design, and development
centers.

Regarding the share of construction in GDP in 2023, the sample countries can
be categorized into two groups. In Monaco, Andorra, and Iceland, construction
confributed more than 8 percent to GDP during that year. For the remaining
countries in our sample, the share of construction ranged from 3.7 percent in
Liechtenstein to 6.1 percent in the Isle of Man.

Finally, the data in Figure 5 confirm that the economies of all sample countries
are dominated by services. However, in 2023, the share of services in GDP va-
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ried considerably, ranging from 54.2 percent in Liechtenstein fo 91.1 percent in
the Isle of Man.

In this regard, the countries in the sample can be classified into three further
groups. In the first group, made up of the Isle of Man, Luxembourg, Monaco,
Andorra, and Malta, services contribute more than 85 percent to GDP. In the
second group of countries, France, Spain, and Iceland, services contribute be-
tween 72 and 78 percent to GDP. In the third group of countries, San Marino
and Liechtenstein, the relative sizes of their service sectors are smaller (54 and
60 percent of GDP) because they have the most industrialized economies in the
sample.

6.2.2. The sectors in the sample countries

Table 6 presents the three sectors that have contributed the most to the GDP
of each sample country in 2022. Logically, these sectors were also the three
most competitive sectors in their respective countries. In the table, trade inclu-
des hospitality, financial activities include insurance, and real estate activities
include construction.

Table 6: Shares of the Top 3 sectors in 2022

1st 2nd 3rd | 1st+2nd+3rd
Real estate*
SMR | Manufacturing Trade* Public 36.3 15.9 12.4 64.6
LIE Manufacturing | Professionals Finance* 36.8 16.2 1.5 64.5
MCO Trade* Professionals Finance* 252 | 20.9 17.6 63.7
ESP Trade* Public Real estate* 24.5 17.5 161 58.1
FRA Public Real estate* | Manufacturing | 21.2 20.2 14.9 56.3
IMN Finance* E-gaming Professionals | 26.6 15.7 9.2 51.5
MLT Trade* Professionals Public 18.5 16.8 15.6 50.9
LUX Finance* Real estate* | Professionals | 23.5 13.4 8.6 45.5
ISL Real estate* Trade* Manufacturing | 18.1 1341 10.4 41.6

NOTE: Trade * includes hospitality and catering. Real estate* includes real estate and construction. Finance* includes insurance activities.

Source: Local statistics departments.
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The datain Table 6 differ from those in Figures 4 and 5 for three reasons. First,
because the definitions of the various sectors are different. For example, in
Table 6, the manufacturing sector in Liechtenstein includes only processing
and manufacturing activities, whereas, in Figure 5, industry encompasses the
entire industrial and manufacturing sector. Additionally, in Table 6, the defini-
tion of trade is expanded to include hospitality and logistics, and real estate
activities are expanded to include construction. Finally, the data for Andorrain
Figure 4 are for 2023 and those in Table 6 reflect 2022.

With these expanded sector definitions, Andorra ranks as the most economi-
cally concentrated country in the sample, followed closely by San Marino, Lie-
chtenstein, and Monaco. In these four countries, the three dominant sectors
account for close to two-thirds of GDP (65.4, 64.6, 64.5, and 63.7 percent res-
pectively). In contrast, Iceland is the most diversified economy in the sample,
with its top three sectors contributing between 18 and 10 percent of its GDP
individually, and a combined 41.6 percent of GDP. In this ranking, Andorra’s
top three sectors are trade expanded to include hospitality, real estate activities
including construction, and public services. In 2022 these three sectors con-
tributed approximately 28%, 24%, and 14% to Andorra’s GDP, respectively.

The expanded definition of trade is the largest contributor to the GDPs of four
of the ten countries in the sample (Andorra, Monaco, Spain, and Malta). As
previously noted, San Marino and Liechtenstein are the two most industriali-
zed economies in the sample, and their GDPs are dominated by the manufac-
turing sector. In Luxembourg and the Isle of Man, financial activities dominate.
In France, the dominant sector is public activities, and, in Iceland, the domi-
nant sector is real estate activities and construction. The prevalence of the ex-
panded definition of trade can be attributed to a lack of natural resources, tax
advantages, and the dominant role of tourism, which is a particularly relevant
sector in countries like Andorra, Malta, and Spain.

Luxembourg, the Isle of Man and, to a lesser extent, Liechtenstein have large
financial and insurance sectors. In contrast to Andorra, where in 2000, the
financial sector contributed 25 percent of gross value added, with this sha-
re falling to 13.3 percent in 2022, in these three countries, the share of the
financial sector has remained stable. The decline in the share of the financial
sector in Andorra was partly fueled by the end of banking secrecy on January
1, 2017. Despite this contraction, the financial sector in Andorra has rebounded
since the pandemic, increasing its GDP share by 1.5 percentage points to 13.3
percent, ranking as the fourth-largest sector in 2022.

123



6. SECTORAL COMPOSITION OF GDP

Finally, professional, scientific, and technical activities are a prominent sector
in Monaco, Liechtenstein, the Isle of Man, Malta, and Luxembourg. This sector
includes self-employed professionals and has been one of the fastest-growing
industries in most of these countries since 2000.

The data suggest that Andorra has two potential pathways to diversify its eco-
nomy, considering its competitive advantages and limitations: it could commit
to developing the high-tech industrial sectors, following the models of Liech-
tenstein and San Marino; or it could commit to developing virtual businesses,
emulating the Isle of Man. The era of large-scale manufacturing companies
that pay European wages has long passed.
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7. The Public Sector

71. Andorra

Figure 6 illustrates total revenues, total expenditures, public balance, public
debt and the main components of Andorran public sector spending.

In 2020, due to the COVID-19 pandemic, lockdown measures, and travel res-
frictions, Andorran public spending increased by 6.0 percent year-on-year,
public revenues decreased by 2.8 percent and nominal GDP declined by 10.2
percent. Relative to nominal GDP, public spending grew by 6.5 percentage
points and public revenues increased by 3.1 percentage points. Consequently,
the public budget balance fell by 3.4 percentage points relative to nominal
GDP and public debt rose by 11 percentage points.

As shown in Panel A of Figure 6, in 2021, public spending declined by 3.3
percentage points relative to GDP, declining again in 2022 by 4.8 points. This
was followed by a rebound of 1.5 points in 2023. Comparing 2019 to 2023,
Andorran public spending increased by just 0.6 percentage points.

Figure 6: The public sector in Andorra (% of GDP)
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Panel A: Public revenues and expenditures (% of GDP)
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Total (not
Current Goods and Investmfent Financial |m?lu_d m"f’
transfers Personnel services and capital expenses variation in
trans. P financial assets/
liabilities)
2019 17.2 81 5.0 51 0.5 35.8
2020 22.0 9.2 5.5 5.2 0.6 423
2021 20.0 8.4 5.4 4.5 0.7 39.0
2022 17.2 7.7 5.0 4.3 0.7 34.9
2023 17.9 8.0 51 4.8 0.6 36.4
2019-2023 0.67 -0.08 0.16 -0.24 0.08 0.59

Panel D: Public expenditure items (%o of GDP)

126



THE PRINCIPALITY OF ANDORRA IN 2019-2023: A COMPARATIVE MACROECONOMIC ANALYSIS

IO Security
Soma'l Health R&D. activities, and public LT Other | Total
protection education culture, ment
order
and others

2019 7.3 5.3 2.9 1.6 1.5 11 16.2 35.8
2020 9.0 6.6 3.2 1.7 1.7 11 1941 42.3
2021 8.5 6.4 2.9 1.6 1.5 1.0 1741 39.0
2022 7.8 5.6 2.4 1.8 1.4 1.0 14.9 34.9
2023 8.6 5.6 2.5 1.6 1.4 1.0 15.7 36.4
2019-
2023 1.29 0.32 -0.38 -0.00 -0.07 -0.06 -0.51 | 0.59

Panel E: Functional breakdown of public spending (% of GDP)

Source: IMF and Andorran Department of Statistics.

As illustrated in Panel B of Figure 6, Andorra’s consolidated general govern-
ment recorded budget deficits only in 2020 and 2021, and these deficits were
relatively moderate (1.1 and 1.2 percent of nominal GDP). In contrast, in 2019,
2022, and 2023, it recorded surpluses of 2.3, 4.8, and 2.2 percent of the co-
rresponding nominal GDP.

Due fo these budgetary trends and the evolution of nominal GDP, Andorran public
debt increased from 35.4 percent of nominal GDP in 2019 to 48.6 in 2022. It then
declined to 36.0 percent of nominal GDP in 2023, closing that year only 0.6 per-
centage points higher than its 2019 level (see Panel C of Figure 6).

Panels D and E of Figure 6 show the evolution of the main components of Andorran
public expenditure between 2019 and 2023, expressed as percentages of GDP. Pa-
nel D breaks down public spending into current transfers, personnel expenses, ex-
penditure on goods and services, investment expenditure and capital fransfers, and
financial expenditure. These categories are ranked by their share of GDP in 2023.
As illustrated in Figure 6, between 2019 and 2023, all of these items except public
investment and, to a minimal extent, personnel expenses, increased. However, the
changes in expenditure ratios relative to GDP have been minor, with none excee-
ding one percentage point of GDP. Current transfers saw the largest increase (0.67
percentage points), and financial expenses grew the least (0.08 percentage points).
The decrease in public investment and capital transfers was also small (-0.24 per-
centage points of GDP).
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Panel E of Figure 6 presents the functional breakdown of public spending. The
data show that between 2019 and 2023, there was a modest reallocation of public
resources toward social protection and health, which increased by 1.29 and 0.32
percentage points of GDP, respectively, during that period. In contrast, education
expenditure decreased by 0.38 percentage points and spending on Other expen-
diture categories remained virtually unchanged. The "Other public expenditures"
category was calculated residually and showed a decline of only 0.51 percentage
points.

With the expansion phase of Andorra’s public sector between 2005 and 2012 now
in the past, Andorran public sector spending remained largely stable between
2019 and 2023. If this trend continues in the future, there is no immediate reason
for concern regarding the sustainability of Andorra’s public sector. However, the
key challenge for the next phase would be the potential need for public spending to
grow faster than GDP to address the increased pressure on public services resulting
from population growth.

7.2. International Comparisons

Panel A of Figure 7 shows the public budget balances of the sample countries be-
tween 2019 and 2023. Comparing Andorra’s public balance with that of the other
countries in our sample, we conclude that the performance of the Andorran public
sector during the COVID-19 crisis was exemplary, at least in aggregate terms, and
provided the increase in population does not increase pressure on public services
beyond its contribution to GDP.

In 2019, Andorra recorded a public surplus of 2.3 percent of nominal GDP, ran-
king second only to Liechtenstein, which had a surplus of 3.8 percent. In that same
year, seven countries in the sample recorded surpluses, while only three (Iceland,
Spain, and France) recorded deficits. Unfortunately, data on the Isle of Man’s public
accounts were unavailable, so its public budget balance was estimated based on
changes in its public debt.

In 2020, the year of the lockdowns, Liechtenstein surprisingly increased its govern-
ment surplus to 7.4 percent of GDP. This surplus was primarily fueled by an increase
in tax revenue by more than CHF 300 million year-on-year, largely due to higher in-
come tax collections. Andorra retained its second position, maintaining a budget de-
ficit of 1.1 percent. The countries with the highest deficits were Spain, Malta, France,
and Iceland, with deficits that ranged from 10.3 percent for Spain (the sample coun-
try with the largest increase in public debt), to 9.0 percent for Iceland and France.
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2021 was a transition year, with Liechtenstein continuing to record the largest bud-
get surplus in the sample. Luxembourg, Monaco, and the Isle of Man also recorded
a surplus, and Andorra and five other countries recorded deficits that ranged from
8.4 percent in Iceland o 1.2 percent in Andorra.

In 2022, Andorra recorded the largest surplus of the sample, with 4.8 percent of
GDP. Liechtenstein, San Marino, the Isle of Man, Monaco, and Luxembourg also
recorded budget surpluses, while Iceland, Spain, France, and Malta continued to
record budget deficits that ranged from 5.5 percent for Malta to 4.3 percent for
Iceland.

Figure 7: The public sector: International comparisons (2019-2023)
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Source: Local statistics departments.

130



THE PRINCIPALITY OF ANDORRA IN 2019-2023: A COMPARATIVE MACROECONOMIC ANALYSIS

Panel B of Figure 7 illustrates the dynamics of public debt in the countries
of our sample between 2019 and 2023. The countries in our sample can be
classified into four categories according to their public debt levels. France and
Spain, with public debt levels close to 110 percent of GDP, have the highest
debt-to-GDP ratios. However, these countries also maintain the most develo-
ped welfare states and the highest tax rates to finance them. The public debt
levels of San Marino, Iceland, and Malta range between 50 and 70 percent of
GDP, followed by Liechtenstein and Andorra with debt-to-GDP ratios close to
36 percent. This is followed by Luxembourg, with a public debt-to-GDP ratio of
26 percent. Lastly, the country with the smallest debt is the Isle of Man, with a
debt-to-GDP ratio barely exceeding 6 percent.

Public debt data for Monaco is not included in Figure 7 because Monaco is one
of the few countries in the world with no sovereign debt. Instead, it finances
its public deficits through its Constitutional Reserve Fund. Monaco’s financial
independence and its fiscal policy based on maintaining strict budgetary discipli-
ne enhance the Principality’s atiractiveness to wealthy individuals from all over
the world.

Panel C of Figure 7 illustrates the changes in public debt-to-GDP ratios be-
tween 2023 and 2019 expressed in percentage points. Public aid programs
aimed at mitigating the effects of COVID-19 and the lockdowns expanded San
Marino’s public debt-to-GDP ratio by almost 43 percentage points between
2019 and 2023. Over the same period, France and Spain increased their debt
ratios by around 12 percentage points. In contrast, Andorra only recorded a
minimal increase of 0.6 percentage points in its debt-to-GDP ratio. Meanwhile,
Liechtenstein and Iceland slightly reduced their debt levels during this period.

7.3. Governance Indicators (WGI)

Good governance is essential for development. It helps countries to increase
economic growth, invest in human capital, and strengthen social cohesion.
The Worldwide Governance Indicators (WGI) quantify the broad patterns in
perceptions of the quality of governance over time.

The WGI are based on existing data sources produced by more than 30 think
tanks, international organizations, non-governmental organizations, and pri-
vate companies around the world. The data sources produce original primary
data using their own well-defined methodologies, report respondents’ percep-
tions on the relevant dimensions of governance, cover multiple countries, and
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are regularly updated. The data reflect the views of tens of thousands of res-
pondents and experts worldwide.

The WGI aggregate these data into the following six governance dimensions:

- Voice and accountability

- Political stability and absence of violence and terrorism.
- Government effectiveness

- Regulatory quality

- Rule of Law

- Corruption control

The WGl include data for more than 200 economies for the period 1996-2023.2

7.3.1. Governance in Andorra

In 2019, Andorra’s governance indicator stood at 1.85. By 2023, it had decli-
ned by 20 percent to 1.48. Panel A of Figure 8 shows the evolution of the six
components of the indicator for Andorra. The data reveal that the deterioration
of Andorra’s WGls in recent years is primarily driven by the declining effective-
ness of its government. Specifically, in 2019, Andorra was ranked as the first
country in the sample with the most effective government, tied with Monaco.
By 2023, it had dropped to fifth place in the sample, according to an index that
collects perceptions and opinions on the quality of public services, the quality
of the civil service and its degree of independence from political pressures,
the quality of policy formulation and implementation, and the credibility of the
government’s commitment to the policies that it announces.

7.3.2. Governance in the sample countries

Panels B and C of Figure 8 show the WGls during the 2019-2023 period for
every country in the sample, excluding the Isle of Man, as the World Bank does
not publish governance data for that territory. Panel C presents the dynamics
of the indicator using an index whose value in 2019 is 100.

3. See https://wwwworldbank.org/en/publication/worldwide-governance-indicators
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Figure 8: Governance in Andorra and in the sample countries (2019-2023)
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According to the WGI, governance improved in Luxembourg, Monaco, and
Iceland, while it worsened in every other country in our sample between 2019
and 2023. Malta was by far the country where governance deteriorated the
most, followed by San Marino, Spain, and Andorra.

Among the small and medium-sized countries in our sample, only San Mari-
no and Malta experienced a greater decline in their WGI scores than Andorra
since 2019. In Malta, all WGI components deteriorated during that period. The
most significant declines were observed in citizen perception of government
effectiveness, as well as the indicator assessing the regulatory quality and rule
of law. In San Marino, despite a substantial improvement in regulatory quality
since 2019, by 2023, the government effectiveness and rule of law indicators
had suffered substantial declines. In contrast, Luxembourg recorded sustai-
ned improvement in government effectiveness, regulatory quality, and voice
and accountability, strengthening its position with respect to its standing in
2019. Liechtenstein’s WGI improvements were primarily driven by positive de-
velopments in regulatory quality, rule of law, and accountability.
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8. The Foreign Sector

8.1. Andorra

Table 7 presents the main items of Andorra’s Balance of Payments, measured
in millions of current euros and as a percentage of GDP between 2019 and
2023. Figure 9 shows Andorra’s balance of goods, balance of services, trade
balance, current account balance, and net international investment position

for the same period.

Table 7: Andorra’s balance of payments

mm, €
2019 2020 2021 2022 2023
Current account 507.6 393 395.2 553.8 596.8
Balance of goods and services 270.5 100.3 229.3 281.3 302.2
Exports of goods 116.1 178.3 149.5 188.6 200.2
Imports of goods 1,316.5 1,070.2 1,271.5 | 1,694.5 | 1,838.2
Exports of services 1,969.6 1,464.2 1,892 | 2,409.4 | 2,61241
Imports of services 498.8 4421 540.6 622.3 671.9
Primary income 274.4 330.6 213 318 343.7
Secondary income -37.3 -37.9 -471 -45.4 -491
Capital account 0.3 0.2 0.3 -0.5 0.0
Financial account 496.0 441.9 385.3 5751 596.8
Direct investment -286.1 -122.3 -291.9 -5131 -
Portfolio investment 70.5 -204.6 515.3 1,340.8 -
Financial derivatives 0.0 0 -14.2 -39.3 -
Other investments 711.6 726.9 80 -413.4 -
Reserve assets 0.0 41.9 96.2 200 -
Errors and omissions -11.8 48.7 -10.2 21.7 -
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2019 2020 2021 2022 2023
Current account 18.0 15.5 141 17.3 17.3
Balance of goods and services 9.6 4.0 8.2 8.8 8.8
Exports of goods 41 5.9 5.3 5.9 5.8
Imports of goods 46.7 42.3 45.2 52.8 53.4
Exports of services 69.9 57.8 67.3 751 75.8
Imports of services 177 17.5 19.2 19.4 19.5
Primary income 9.7 131 7.6 9.9 10.0
Secondary income -1.3 -1.5 -1.7 -1.4 -1.4
Capital account 0.0 0.0 0.0 0.0 0.0
Financial account 17.5 17.5 13.7 17.9 17.3
Direct investment -10.2 -4.8 -10.4 -16.0 -
Portfolio investment 2.5 -8.1 18.3 41.8 -
Financial derivatives 0.0 0.0 -0.5 -1.2 -
Other investments 25.2 28.7 2.8 12.9 -
Reserve assets 0.0 1.7 3.4 6.2 -
Errors and omissions -0.4 1.9 -0.4 0.7 0.0

Source: International Monetary Fund

During the 2019-2023 period, Andorra’s foreign sector continued to demons-
trate remarkable strength. The trade balance has remained positive every year
during that period. With the exception of 2020, when the trade surplus fell to
4 percent of GDP, it remained around 9 percent of GDP for every other year
throughout the period. The tourism sector has played a central role in genera-
ting Andorra’s trade surplus. The number of visitors in 2023 exceeded those
recorded before the pandemic by approximately 1.2 million (9.4 million visitors
in 2023 and 8.2 million in 2019) and the average expenditure per tourist in-
creased to around €175 per day in 2023.4

The current account balance also remained positive every year in the 2019-23
period, and by 2023, it had almost returned to its pre-COVID level. Specifically,
in 2019, the Andorran current account surplus was an outstanding 18.0 per-
cent of GDP. By 2023, the surplus had almost returned to that value, at 17.3
percent.

4. Almost two-thirds of these are day visitors from Spain and France who do not stay in Andorra overnight.
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In the period under review, the openness of Andorra to the global economy intensi-
fied. In 2019, Andorran exports accounted for 74.0 percent of GDP, and, by 2023,
the share of exports had increased to 81.6 percent. During this period, imports
also increased from 64.4 percent of GDP in 2019 to 72.9 percent in 2023. Howe-
ver, the trade balance consistently recorded a surplus, as previously discussed.

Regarding the income balance, the contribution of primary income was positive
every year of the period, remaining close to 10 percent of GDP. On the other hand,
the contribution of secondary income was consistently negative at around -1.5
percent of GDP. We conjecture that the returns on investments of Andorran resi-
dents abroad are the main explanation for the performance of primary income and
that remittances sent by immigrants account for the negative balance of secon-
dary income.® Finally, according to the International Monetary Fund, Andorra’s
international reserves grew by about 220 million euros between 2021 and 2022,
and stagnated between 2022 and 2023.

Table 8: Andorra’s trade in goods

Exports of goods mm, €

2019 2020 2021 | 2022 | 2023

Automobiles, tractors, motorbikes, bicycles 16.0 19.6 32.8 35.8 48.6
Electrical machinery, equipment, and materials 30.0 26.8 281 46.4 481
Art objects 1.9 31.6 1.4 201.3 47.2

Optical instruments and equipment 10.8 12.5 14.3 16.0 18.9
Pearls, precious stones, and precious metals 6.6 5.4 9.2 7.6 9.8
Watches 3.5 2.0 2.7 3.4 8.9
Paper, cardboard, and cellulose-based products 4.6 6.5 7.7 7.9 8.4
Boilers, machinery, and mechanical appliances 8.8 8.5 6.6 10.0 7.7
Apparel and accessories 5.3 5.3 5.4 5.0 5.6
Footwear 2.6 2.7 3.2 3.0 3.6
Perfume and cosmetics products 3.5 3.3 4.7 41 3.2
Other 20.0 19.2 24.6 271 26.5

Total 113.8 143.5 140.9 | 3675 | 236.4

5. Primary income is labor income, investment by non-residents, taxes on production and imports, and subsidies.
Secondary income includes remittances from immigrants, direct taxes, social contributions and benefits, transfers
from insurance operations, and international aid, among others.
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Exports of goods % GDP
2019 2020 2021 | 2022 | 2023
Automobiles, tractors, motorbikes, bicycles 0.6 0.8 1.2 1.1 1.4
Electrical machinery, equipment, and materials 11 11 1.0 1.4 1.4
Art objects 0.1 1.2 0.1 6.3 1.4
Optical instruments and equipment 0.4 0.5 0.5 0.5 0.5
Pearls, precious stones, and precious metals 0.2 0.2 0.3 0.2 0.3
Watches 0.1 0.1 01 0.1 0.3
Paper, cardboard, and cellulose-based products 0.2 0.3 0.3 0.2 0.2
Boilers, machinery, and mechanical appliances 0.3 0.3 0.2 0.3 0.2
Apparel and accessories 0.2 0.2 0.2 0.2 0.2
Footwear 041 041 041 0.1 01
Perfume and cosmetics products 041 041 0.2 041 041
Other 0.7 0.8 0.9 0.8 0.8
Total 4.0 5.7 5.0 1.4 6.9
Exports of goods %o Total
2019 | 2020 | 2021 | 2022 | 2023
Automobiles, tractors, motorbikes, bicycles 14.0 13.7 23.3 9.8 20.6
Electrical machinery, equipment, and materials 26.4 18.7 19.9 12.6 20.3
Art objects 1.6 22.0 1.0 54.8 20.0
Optical instruments and equipment 9.5 8.7 1041 4.4 8.0
Pearls, precious stones, and precious metals 5.8 3.8 6.6 241 41
Watches 3.1 1.4 1.9 0.9 3.7
Paper, cardboard, and cellulose-based products 41 4.6 5.5 21 3.6
Boilers, machinery, and mechanical appliances 7.8 5.9 4.7 2.7 3.3
Apparel and accessories 4.7 3.7 3.9 14 2.4
Footwear 2.3 1.9 2.3 0.8 1.5
Perfume and cosmetics products 3.1 2.3 3.4 1.1 1.4
Other 17.6 13.4 17.4 7.4 1.2
Total 100.0 | 100.0 | 100.0 | 100.0 | 100.0
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Imports of goods mm, €
2019 2020 2021 | 2022 | 2023
Automobiles, tractors, motorbikes, bicycles 177.8 151.4 215.8 | 225.9 | 286.4
Mineral fuels, oils, and waxes 1.7 72.0 106.3 | 212.2 | 160.4
Electrical machinery, equipment, and materials | 90.6 72.5 83.2 | 120.0 | 130.5
Perfume and cosmetics products 102.5 64.3 781 103.5 | 115.8
Beverages, spirits, and vinegar 81.6 62.2 70.9 96.6 101.9
Apparel and accessories 92.7 65.8 75.6 | 100.3 | 10141
Boilers, machinery, and mechanical appliances | 70.3 64.5 67.4 99.0 941
Furniture, medical and surgical furniture, other 32.3 251 31.6 477 479
Pharmaceutical products 32.0 32.5 37.2 39.4 42.8
Meat and other 30.8 26.9 29.2 37.3 41.5
Other 555.8 | 672.3 | 527.8 | 691.2 | 723.3
Total 1,3779 | 1,309.5 | 1,3231 | 1,7731 | 1,845.7
Imports of goods % GDP
2019 | 2020 | 2021 | 2022 | 2023
Automobiles, tractors, motorbikes, bicycles 6.3 6.0 77 7.0 8.3
Mineral fuels, oils, and waxes 4.0 2.8 3.8 6.6 4.7
Electrical machinery, equipment, and materials 3.2 2.9 3.0 3.7 3.8
Perfume and cosmetics products 3.6 2.5 2.8 3.2 3.4
Beverages, spirits, and vinegar 2.9 2.5 2.5 3.0 3.0
Apparel and accessories 3.3 2.6 2.7 3.1 2.9
Boilers, machinery, and mechanical appliances 2.5 2.5 2.4 3.1 2.7
Furniture, medical and surgical furniture, other 1.1 1.0 1.1 1.5 1.4
Pharmaceutical products 11 1.3 1.3 1.2 1.2
Meat and other 11 11 1.0 1.2 1.2
Other 19.7 26.6 18.8 21.5 21.0
Total 48.9 51.7 471 55.2 53.5
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Imports of goods % Total

2019 2020 2021 | 2022 | 2023

Automobiles, tractors, motorbikes, bicycles 12.9 11.6 16.3 12.7 15.5
Mineral fuels, oils, and waxes 8.1 55 8.0 12.0 8.7
Electrical machinery, equipment, and materials 6.6 5.5 6.3 6.8 71
Perfume and cosmetics products 7.4 4.9 5.9 5.8 6.3
Beverages, spirits, and vinegar 5.9 4.7 5.4 5.4 5.5
Apparel and accessories 6.7 5.0 5.7 5.7 5.5
Boilers, machinery, and mechanical appliances 51 4.9 51 5.6 51
Furniture, medical and surgical furniture, other 2.3 1.9 2.4 2.7 2.6
Pharmaceutical products 2.3 2.5 2.8 2.2 2.3

Meat and other 2.2 21 2.2 21 2.2

Other 40.3 51.3 39.9 39.0 39.2

Total 100.0 100.0 100.0 | 100.0 | 100.0

Source: Andorran Department of Statistics.

Andorra’s net international investment position (NIIP) reflects a favorable creditor
position with respect to the rest of the world. In 2022, Andorra’s NIIP stood at 340
percent of GDP, 33 percentage points higher than in 2019, when it was 307 percent.
The solvency of the Andorran NIIP was mainly due to net portfolio investments, i.e.,
financial assets, stocks, bonds, and other foreign financial instruments owned by
Andorrans minus any Andorran financial instruments owned by foreign investors.

8.1.1. Andorra’s trade in goods

Andorra’s geographic and demographic constraints—such as its limited land area,
the scarcity of its natural resources, its service-oriented economic structure and
labor market, and its high export costs—make the Andorran economy highly reliant
on imports of goods. As a result, Andorra runs a high trade deficit in goods.

Specifically, in 2023, Andorra’s goods exports accounted for only 5.8 percent of
GDP, although this figure was 1.7 percentage points higher than in 2019. In 2023,
Andorran exports of goods were highly concentrated, with 90 percent of total ex-
ports originating from just 11 branches of activity. The goods that Andorran com-
panies exported the most in 2023 were vehicles (48.6 million euros), electrical
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machines and equipment (48.1 million), art objects (47.2 million) and optical instru-
ments and equipment (18.9 million)

Between 2019 and 2023, excluding art objects, the top consistently exported
goods were vehicles, electrical machines, equipment, and materials and optical ins-
fruments and equipment . The export of art objects presents two key challenges.
Firstly, these exports are very volatile. In 2022, Andorra exported 201 million euros
worth of art objects, while in 2019, this figure was just 1.9 million euros. Secondly,
many of these art objects are not produced in Andorra and should be considered
heritage items and accounted for in the financial balance instead.

In 2023, Andorra’s imports of goods accounted for 53.4 percent of GDP, 47.6 per-
centage points more than ifs exports of goods. Similar to exports, in 2023, the
vehicle sector was the leading import sector with more than 15.5 percent of total
imports. This was followed by fuels (8.7 percent of the total) and electrical machi-
nery, equipment, and materials (7.1 percent of the total). The high volume of both
exports and imports of vehicles and electrical machinery and equipment suggest
that Andorran companies purchase parts for assembly and finished goods for resa-
le to non-residents.

However, the surplus in the balance of services more than offsets the deficit in
the balance of goods, resulting in a substantial overall trade surplus (Panels B
and C of Figure 9).

Figure 9: Andorran foreign sector accounting (% GDP)
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8.2. International Comparisons

Table 9: International trade and NIIPs of the sample countries (% GDP)

Trade of goods (% of GDP)

SMR MCO LIE ISL MLT LUX ESP FRA
2019 9.8 - - -0.9 -11.7 2.3 -2.4 -1.9
2020 12.0 - - -0.6 -9.2 1.8 -21 -2.6
2021 12.9 - - -1.2 -12.6 1.3 -0.8 -2.7
2022 14.2 - - -1.6 -18.3 0.1 -1.6 -4.1

Trade of services (% of GDP)

SMR | MCO LIE IsL MLT LUX ESP FRA
2019 1.5 - - 1.9 26.8 30.3 5.2 1.0
2020 1.4 - - 0.3 26.0 30.9 5.0 0.8
2021 4.6 - - 0.6 26.8 33.5 2.3 1.5
2022 3.8 - - 1.4 29.2 28.3 3.2 2.3

Trade balance (% of GDP)

SMR MCO LIE ISL MLT LUX ESP FRA
2019 1.3 -20.7 32.0 1.0 151 32.6 2.8 -0.9
2020 13.4 -8.7 221 -0.3 16.8 32.7 2.9 -1.8
2021 17.5 -9.5 27.0 -0.6 14.2 34.8 1.5 -1.2
2022 18.0 -9.3 273 -0.2 10.9 28.4 1.6 -1.8

Financial account (% of GDP)

SMR MCO LIE ISL MLT LUX ESP FRA
2019 7.0 - - 1.5 1.2 1.6 2.7 0.0
2020 7.8 - - 1.3 -2.0 2.7 21 -2.3
2021 1.4 - - 0.2 4.2 8.6 0.8 01
2022 8.3 - - -0.6 -0.4 51 1.9 -1.5

Panel A: Foreign sector accounts (% of GDP)
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Table 9 illustrates data on international trade and on the net international in-
vestment positions (NIIPs) of the sample countries between 2019 and 2022, the
latest year for which data is available.

In the group of small countries in the sample, Monaco was the only one to report
a deficit in its trade balance in 2022. However, its trade deficit has improved sig-
nificantly, decreasing from 20.7 percent of GDP in 2019 to 9.3 percent in 2022.
San Marino successfully improved its balance of trade by boosting its exports
of goods. The country’s service exports also increased, although on a smaller
scale.

In contrast, the trade balance of Liechtenstein, Malta, and Luxembourg deterio-
rated during this period. In Liechtenstein, where industrial production accounts
for more than 40 percent of the country’s GDP, the share of exports fell by 5.1
percentage points, from 53.2 percent of GDP in 2019 to 48.1 percent in 2022.
Meanwhile, Liechtenstein’s imports remained stable over that period.

In Malta, net exports of services increased slightly, but not enough to offset the
deterioration of its tfrade in goods deficit, which stood at -18.3 percent of GDP in
2022. Finally, in the case of Luxembourg, its sectoral structure helped to minimi-
ze the economic impact of the pandemic and even boosted the services sector
activity in 2021. However, in 2022, it recorded a decrease in its tfrade balance of
more than 5 percentage points, despite ending that year with a trade surplus of
28.3 percent of GDP.
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Between 2019 and 2022, the financial accounts of San Marino and Andorra—
the only two small countries in the sample for which complete balance of pay-
ments data is available (as both are members of the International Monetary
Fund)—either remained stable or improved slightly. Andorra stands out by far as
the country in the sample where this balance of payments item represents the
largest share of GDP (17.3 percent in 2023). This is significantly higher than the
8.1 percent reported in San Marino or the 5.1 percent reported in Luxembourg.

As illustrated in Panel B of Table 9, among the small countries in the sample,
Luxembourg and Liechtenstein were the countries with the largest trade surplu-
ses, with 28.4 and 27.3 percent of GDP respectively. Monaco was the country
with the largest trade deficit, at 9.3 percent of GDP. San Marino, one of the two
most industrialized economies in the sample (along with Liechtenstein), recor-
ded a trade surplus of 18.0 percent of GDP. Andorra’s trade surplus stood at 8.8
percent, making it the smallest surplus among the group of small countries in
the sample.

Panel C of Table 9 shows that, among the countries in the sample for which data
were available, all had positive net international investment positions, except for
France and Spain. In that group of countries, Andorra had the most solvent NIIP,
which amounted to 340 percent of GDP in 2023. San Marino ranked second,
with an NIIP of 281 percent of GDP, nearly 90 percentage points lower than
Andorra’s.
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9. Competitiveness

From a macroeconomic perspective, competitiveness refers to the ease of
doing business and the absence of legal obstacles that hinder companies’ abi-
lity to compete effectively. From a microeconomic point of view, competitive-
ness refers to the ability of companies to maintain or increase their profits and
market shares in a dynamic and changing environment.

By the end of 2024, the Andorran economy was highly competitive in attracting
cross-border visitors and selling goods and services to them within the country.
However, it was not competitive in domestic manufacturing for export abroad.
This section examines the key factors that explain these results.

9.1. Geography

Andorra’s high-altitude mountains and valleys have positioned it as a global
hotspot for winter snow tourism and summer mountain tourism. As a result
of these competitive advantages, Andorra received almost 9.4 million visitors
in 2023, including both tourists and day visitors. This extraordinary volume
of visitors is more than 110 times the Andorran resident population, probably
making it the country with the highest number of visitors per capita in the world.
However, Andorra’s competitive advantage presents certain drawbacks.

Figure 10 illustrates the passengers and operations at Andorra-La Seu Air-
port.In 2019, 3,941 passengers landed at that airport, and it carried out 3,957
operations. The ratio between passengers and operations was just 1.004. By
2023, the number of passengers had grown by 137 percent to 9,380, and the
number of operations had increased by 18 percent to 4,653. That year, the
passenger-to-operations ratio had doubled to 2.02. This shift in trend can be
explained by the introduction of scheduled flights to Madrid starting in Decem-
ber 2021 and to Palma de Mallorca in 2024.5

When comparing Andorra-La Seu Airport’s figures with the 9.4 million visitors
arriving in Andorra in 2023, the disparity is striking. We conclude that the air-
port remains a marginal component in the Andorran transport network, although
it is making substantial progress. The expansion of this infrastructure with more
routes and increased flight frequencies should support the development of hi-
gher value-added activities and attract visitors with greater purchasing power.

6. Although not included in Figure 10, in 2024, Andorra-La Seu Airport received 16,186 passengers and carried out
5,396 operations.
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Figure 10: Traffic at Andorra-La Seu Airport

Total passengers Total operations | Passengers (%o var.) | Operations (%o var.)
2018 5,082 4,669
2019 3,941 3,957 -22.5 -15.2
2020 3,140 5,325 -20.3 34.6
2021 5,145 6,846 63.9 28.6
2022 11,238 5,686 118.4 -16.9
2023 9,380 4,653 -16.5 -18.2

Source: Airports of Catalonia.
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To overcome these limitations, Andorra should invest in broader infrastruc-
ture projects, including the airport, but also in rail links and in improving the
road network. This would reduce transport costs and facilitate the movement
of people and of goods. Another critical concern is climate change, which
presents a threat to winter tourism, as the snow line is expected to rise in
altitude in the coming decades. Andorra should try to mitigate these effects,
on the one hand by investing in research and development of artificial snow
production technologies, and on the other, by exploring alternatives beyond
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9.2. Natural Resources

Andorra is not endowed with an abundance of natural resources, making
energy availability and generation costs increasingly critical in the era of
digitalization and automation. According to Forces Eléctriques d’Andorra
(FEDA), in 2023, Andorran households and businesses consumed 556 GWh
of electricity and 80 percent of that electricity was imported. However, in the
same year, 69.4 percent of the electricity consumed in Andorra came from
renewable sources, broken down as follows: 35.7 percent from wind; 25.5
percent from hydro; 7.5 percent from solar; and the remaining 0.7 percent
from other renewable sources. In addition to the existing renewable ener-
gy production, the future Maia Wind Farm will increase domestic renewable
energy production and improve Andorra’s energy independence.

Andorra’s electricity mix—characterized by high import dependence and a
strong renewable share—poses both a competitive challenge and a compe-
titive advantage. The advantage is that Andorra could become one of the
most sustainable countries in the world and could promote itself as such. The
challenge is that, if Andorra decides to develop digital industries in the futu-
re, investing in reducing its energy dependence and increasing its electricity
generation capacity should be a priority.

9.3. Taxation

Table 10 illustrates the main tax rates of the five small countries in the sam-
ple, France, and Spain. In 2023, Monaco was still by far the country with
the lowest direct taxes. Revenues from indirect taxes and the casino were
still sufficient to finance its public sector spending, which contributed to
maintaining Monaco’s status as a preferred residence of choice for many
high-net-worth individuals and high-income earners.

While not as extreme as Monaco, tax rates in Andorra are also very low. For
example, Andorra’s income and wealth tax rates also attract high-income and
high-wealth individuals, and the country is especially attractive for people
with high incomes from digital businesses that can be easily offshored.

However, despite Andorra’s low corporate tax rates, they have not been a
sufficient incentive to attract manufacturing industries to the country. This
suggests that Andorra’s geographical constraints are too severe to be com-
pensated by a reduction in corporate tax rates.
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If Andorra seeks to diversify the composition of its Gross Domestic Product
by increasing the contribution of industry, it will need to redesign its industrial
policy by offering additional incentives bringing industrial activities to the te-
rritory.

The low indirect taxes and excise duties on alcohol, tobacco, and fuel make
Andorra particularly competitive in the trade of these products for cross-bor-
der customers who come to Andorra to shop and refuel. Maintaining this
competitive advantage should be another priority for Andorran policymakers.

Table 10: Tax rates in 2023

Personal Income Tax Corporate Tax Value Added Tax
MCO 0% 0%? 0-5-20%
0-1-2.5-4-5-9.5%

LIE 2.5-22.4% 12.5% 2.5-3.7-7.7%
IMN 10-22% 0-10-15-20% 10-20%
SMR 9-35% 22% 2-6-17%°
ESP 19-47% 25% 0-4-5-10-21%
FRA 0-45% 25% 2.1-5.5-10-20%

(1) Except for French nationals, even after acquiring residency in Monaco.
(2) Except for companies that generate more than 25% of their total revenues outside Monaco.
(3) The VAT rate in San Marino is 0%. The rates shown in this cell are those for import tariffs.

Source: Authors’ own work.

9.4. Digitalization

The Isle of Man faces competitive constraints similar to those in Andorra due
to its location and insularity. To overcome these limitations, the Isle of Man
has strategically developed the online gaming sector, which was previously
negligible and, by 2023, accounted for approximately 16 percent of GDP.
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In the virtual economy, production is entirely digital, so as long as a country
has enough electricity to power the equipment and databases, geographical
limitations become irrelevant. Given these characteristics, virtual businesses
offer a major opportunity that Andorra could harness. In Spain, the Andalusia
Technology Park in Campanillas (Malaga) or the Paterna Technology Park
(Valencia) could serve as examples to emulate.
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10. The Association Agreement with the European Union

The Association Agreement with the European Union puts Andorrans at a
crossroads. The decision to enter into the agreement and open the economy
will fundamentally reshape Andorra’s future, just as the decision not to do so
will also have its consequences. Accepting the rules of the game of the Euro-
pean Union will infroduce competitive pressure for Andorran businesses and
households. However, it will also generate many opportunities that will drama-
tically expand their accessible market from a protected domestic market of
85,000 residents and 9 million visitors, to an integrated market of 464 million
consumers as of January 2024.7

10.1. The European Internal Market

The European Internal Market is a group of 30 European countries that are
members of the European Economic Area (EEA)—the 27 member countries of
the European Union, Norway, Iceland, and Liechtenstein. People, goods, servi-
ces and capital can move freely across this market’s member states. If Andorra
joins this group of countries, the key benefits it will gain include access to a
market that had some 464 million potential customers in 2024, as previously
mentioned. This access will facilitate trade, enable the mobility of Andorran
citizens and companies, and give them access to European programs. In ex-
change, Andorran companies will face increased competition from European
companies and Andorran households will have to compete with European hou-
seholds.

The areas excluded from the agreement are taxation, foreign policy, border
control, and sectors such as health, education, and culture. In addition, Ando-
rra will not contribute to the European Union budget, nor will it have political
rights within the Union.

10.2. Characteristics of the Agreement

The Association Agreement with the European Union allows Andorra to parti-
cipate in the European Internal Market, which is characterized by four funda-
mental freedoms: free movement of persons; free movement of goods; free
movement of services; and free movement of capital. At the same time, it ena-

7. The European Single Market consists of the European Union (EU) and the European Economic Area (EEA), which
includes Norway, Iceland, and Liechtenstein. The EEA and Switzerland together form the European Free Trade Associa-

tion, which in 2024 encompassed 464 million consumers.
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bles Andorra to retain its own specific characteristics in matters such as taxa-
tion and border control.

The main objective of the agreement is to diversify the Andorran economy
beyond its traditional sectors and to stimulate new sectors such as high va-
lue-added industry and research.

For the agreement to be effective, Andorra will adopt European legislation on
the free movement of goods, services, people, and capital, competition, so-
cial rights, consumer protection, environmental policies, and transport regula-
tions, among other areas.

10.3. How have the countries that have joined the European Economic
Area fared?

Figure 11 examines some of the economic consequences of European Union
Membership for a group of countries that meet two conditions: (a) they were
not part of the original group of countries that signed the Treaty of Rome; and
(b) they joined the European Union before 2013, ensuring at least ten years
has passed since their integration as of 2024. The first two columns of Panel
A of Figure 11 list these countries and the years of their accession to the Eu-
ropean Union.

In today’s rapidly changing world, determining the variables that explain the
growth of an economy’s GDP per capita is complex. A rigorous assessment
would require a detailed econometric analysis that falls well beyond the scope
and objectives of this study.

This section examines three questions: (i) what is the relationship between the
average rate of growth of GDP per capita and the average rate of growth of
population in the countries that joined the European Union before 20147?; (ii)
has integration into the European Union contributed to faster GDP per capita
growth?; and (iii) has integration contributed to faster growth in the public
expenditure-to-GDP ratio?

It is essential to recognize that the individual circumstances of each country
in the years leading up to their accession were very different. Spain, Portugal,
and Greece were fransitioning from long-standing military dictatorships, whe-
reas the Balfic states and the Central European countries were emerging from
the Soviet Union or from behind the Iron Curtain.
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Moreover, the reunification of Germany, the dotcom crisis in 2001, and the
Great Recession of 2008 followed by the Eurozone Crisis in 2012 affected the
new EU members in markedly different ways. All these circumstances com-
plicate our analysis and further qualify the precision of any answers to the
questions above.

Further complicating the analysis is the fact that the European Union has evol-
ved substantially since its creation. The initial group of countries that formed
a customs union, eliminating internal tariffs and adopting a common external
tariff, has expanded and transformed into a monetary union. This monetary
union has been reinforced by a still-incomplete banking union. In addition,
the European Union has established a mechanism for limiting deficits and pu-
blic debt, introduced the first elements of a fiscal union, the Next Generation
Funds, which are pure transfers, and the capacity to issue joint debt.

10.3.1. The evolution of real GDP per capita and population after acces-
sion

Panel A of Figure 11 illustrates the changes in real GDP per capita and popu-
lation in the sample countries. Among these 21 countries, Cyprus is the only
one where real GDP per capita has decreased. This is partly because Cyprus
is, by far, the country in the sample where the population has increased the
most—by 15.5 percentage points. The second-largest population increase was
recorded in Ireland, with 13.8 percentage points, followed by Malta, with 6.3
percentage points.

The negative slope of the regression line suggests that, in recent years, Euro-
pean economies have faced a trade-off between population growth and GDP
per capita growth. The data indicate that the countries where GDP per capi-
ta has grown the most are also the economies in which the population has
declined. This pattern is evident in 8 of the 21 countries in this sample. One
example is Lithuania, which experienced the largest increase in GDP per capi-
ta—rising by 55 percentage points in 10 years—while also recording the stee-
pest population decline, with a contraction of 13 percentage points over the
same period. This demographic contraction, which is similar to those recorded
in the other Baltic countries, is largely attributable to the free movement of
people following their accession to the European Union.

These findings suggest that demographic policies have played a more decisive
role than economic and trade policies in shaping GDP per capita growth. In other
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words, the rate of growth of Andorra’s GDP per capita in the coming years is li-
kely to depend more on the demographic policies it adopts in the future than on
whether it signs the Association Agreement with the European Union.

Figure 11: The consequences of integration into the European Union

Finland (FIN)

Portugal (PRT)

Accession RGDPPC Population
Lithuania (LTU) 2004 55.3 -13.2
Croatia (HRV) 2013 46.9 -9.5
Slovakia (SVK) 2004 45.6 0.9
Poland (POL) 2004 45.6 -0.4

Latvia (LVA) 2004 40.9 -11.9
Romania (ROU) 2007 35.1 -6.2
Sweden (SWE) 1995 32.7 2.3

Malta (MLT) 2004 31.9 8.3

Spain (ESP) 1986 291 3.4

Estonia (EST) 2004 28.7 -3.5

Ireland (IRL) 1973 27.6 13.8

Bulgaria (BGR) 2007 25.6 6.2

Austria (AUT) 1995 22.2 3.5
Czech Rep (CZE) 2004 20.5 3.2
Denmark (DNK) 1973 15.3 1.8
Hungary (HUN) 2004 13.3 -2.4
Slovenia (SVN) 2004 10.2 3.3
Greece (GRC) 1981 5.7 1.2
Cyprus (CYP) 2004 77 15.5
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Panel A: The evolution of RGDPPC and Population 10 years after accession

24

Pre (10 years before accession): Post (10 years after accession):
%o average annual change

%o average annual change

DIFF

AUT 2.1 1.8 -0.3
CYP 25 -0.7 -3.2
GRC 2.8 0.5 -2.3
CZE 3.0 1.8 -1.2
IRL 3.6 2.3 -1.3
HUN 3.6 1.2 -2.4
SVN 3.8 1.0 -2.8
DNK 4.0 1.3 -2.7
SVK 4.2 3.6 -0.8
MLT 4.3 2.6 -1.7
POL 4.6 3.5 -11
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Source: International Monetary Fund.

10.3.2. Changes in real GDP per capita before and after accession

Panel B of Figure 11 shows the change in real GDP per capita in the sample coun-
tries over the 10 years before and 10 years after their accession to the European
Union. Among the 21 countries in the sample, only five—Croatia, Finland, Porfu-
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gal, Sweden. and Spain—experienced higher GDP per capita growth in the deca-
de following their accession than in the decade prior. Interestingly, two of these
five countries, Spain and Portugal, share Andorra’s geographical position on the
Iberian Peninsula. However, it is also true that both Spain and Portugal joined the
European Union after prolonged military dictatorships and that the decade prior
to their accession was marked by the transition from dictatorship to democracy.
Low or even negative GDP growth rates characterized this period. Similarly, Swe-
den also experienced a major economic crisis in the early 1990s, just prior to its
accession to the European Union.

One interpretation of these patterns is that the European Union functions as a
bloc of affluent countries that prioritize stability over growth. These countries are
more concerned with preserving their welfare levels than with increasing them.

10.3.3. Changes in public spending after accession

Panel C of Figure 11 illustrates the changes in real GDP per capita and Public Ex-
penditure expressed as a proportion of GDP in the 21 counfries of this sample. In
this case, the slope of the regression line is negative, but the coefficient of deter-
mination is only 0.12.

As discussed above, with the exception of Cyprus, where GDP decreased in spite
of an increase in public spending after its accession to the European Union, every
other country in this sample experienced GDP per capita growth after joining the
EU. Among the 21 countries in this sample, 8 reduced their public spending as
a share of GDP, while 13 increased it. Since the data suggest widespread and
relatively homogeneous real GDP per capita growth, we believe that economic
expansion was primarily driven either by variables other than public spending, or
by country-specific structural factors.

Denmark, Spain, and Ireland recorded the largest expansions of public spending
as a share of GDP since joining the European Union. This expansion of public
spending results from strong preferences in favor of the welfare state. In con-
trast, Finland and Sweden were the countries where the size of their public sec-
tors decreased the most after accession. Both nations joined the European Union
in 1995, following a severe economic crisis, partly due to their public spending
reaching levels close to 70 percent of GDP. Their first decade in the European
Union coincided with a process of intense privatization and austerity measures
that substantially reduced the size of their welfare states.
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In any case, the experience of the 21 countries in this sample suggests that the
Association Agreement with the European Union should not in itself be used as
justification for Andorra to increase the size of its public sector. The substantial
growth of Andorra’s public sector occurred between 2006 and 2016, but in the
years since, its size has remained stable relative to GDP.
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11. Conclusions

The Andorran economy demonstrated relative resilience in navigating the cha-
llenges that have shaken the global economy between 2019 and 2023. These
challenges include the COVID-19 pandemic, lockdowns and subsequent reope-
nings, the supply chain crisis, the invasion of Ukraine, sanctions on Russia, infla-
tion and rising interest rates, tfrade tensions, and the conflict in the Middle East.

Although both real GDP per capita and real GDP per employee have yet to fully
return to their 2019 levels, the shorifall is very marginal—1.8 and 1.2 points of
their indices. Moreover, this period has also been marked by significant population
growth in Andorra, with an increase of almost 10 percent.

For a country with no monetary policy tools and reliant solely on fiscal policy to
stabilize its economy, the performance of the Andorran public sector during these
years has been remarkable. This assessment is justified by the fact that the ratio
of public debt to nominal GDP at the end of 2023 was only 0.6 percentage points
higher than its level at the end of 2019.

However, some shortcomings in the public sector have emerged, particularly in
confidence indicators and the perception of the government’s efficiency. This de-
terioration may be due to the increased pressure on public services resulting from
the growth of the Andorran population.

The Andorran trade and current account surpluses have persisted during these
five years, enabling Andorran households and firms to continue accumulating
foreign assets. As a result, Andorra’s net international investment position— the
second highest in the world—has improved even further.®

Looking to the future, Andorra stands at four crossroads: the growth model, the
demographic challenge, the Association Agreement with the European Union,
and digitalization.

11.1. The growth model
First, Andorra must decide whether it will continue to leverage its traditional com-

petitive advantages or whether to pursue alternatives and diversify its economy.
Historically, the Andorran economy has been based on trade, finance, and tou-

8. According fo the International Monetary Fund, in 2022, Andorra’s net international investment position as a percen-
tage of nominal GDP (339.9 percent) was second in the world only after Hong Kong (586.8 percent) and well ahead of
Singapore (276.1 percent), Norway (264.5 percent), Taiwan (205.1 percent), and Switzerland (98.0 percent).
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rism. Traditional tfrade offers advantages including flexibility, adaptability to new
economic and technological circumstances, job creation, and the overall enhan-
cement of the quality of life in Andorra.

Between 2019 and 2023, trade maintained its share of Andorran GDP, and the
financial and insurance sector recovered almost five percentage points of its con-
tribution to the economy. However, the construction sector increased its share
by almost 6 percentage points, elevating it from being the seventh-largest sector
in 2019 to the third-largest sector in 2023. The number of construction permits
granted in 2022 (latest available data) was similar to the levels recorded in 2000.
That said, the long-term sustainability of growth in this sector is in question.

If real estate activities are combined with construction, their aggregate share in
Andorran GDP already far exceeded that of both finance and trade in 2019 and this
dominance has persisted through 2023. The fact that the second-largest sector
in the Andorran economy is highly cyclical represents a significant structural risk.
In developed economies, the construction sector typically accounts for between
5 percent and 10 percent of GDP, reflecting their advanced stage of economic
development, where major infrastructure needs have already been met. In these
countries, infrastructure spending is mostly directed toward renovation, mainte-
nance, and the development of technologically advanced construction projects.
The share of the construction sector in GDP should be moderate and balanced to
avoid structural dependencies that could limit economic diversification and slow
the growth of higher value-added sectors, such as technology, advanced manu-
facturing, and specialized services.

Airport infrastructures play a significant role in the economies of small and me-
dium-sized countries, given their focus on high value-added services and interna-
tional connectivity. In the case of the Andorra-La Seu Airport, although its current
contribution to GDP is still marginal, recent data indicate remarkable growth. This
development has the potential to consolidate an economic model geared towards
higher value-added activities, since airports filter visitors and facilitate the arrival
of individuals seeking specialized and quality services.

11.2. The demographic challenge

The stagnation of GDP per capita and GDP per employee, the scarcity of land,
and the high cost of housing pose the second challenge for Andorra. A growth
model reliant on immigrant labor exerts pressure on housing prices, strains public
services, and risks diminishing the quality of life of Andorran citizens. Is Andorra’s
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demographic model consistent with the aspirations of its citizens? Or should the
country consider alternatives, such as adopting a more sirategic immigration po-
licy focused on profiles that contribute to its economic and social development?

If Andorra were to decide to implement stricter immigration controls, how would
it address the pressures on the pension system set fo emerge as an unavoidable
and immediate consequence of the retirement of the baby boomer generation in
the coming years?®

11.3. The technological challenge

The third challenge facing Andorra is technological: Is Andorra lagging behind in
the adoption of new digital technologies? The virtualization of life and business
is unstoppable. The mountains make the Andorran economy more like those of
the small European island economies in the sample of this study, such as the Isle
of Man, Iceland, or Malta, rather than those of the small continental countries like
San Marino, Monaco, or Liechtenstein. However, unlike an island, Andorra cannot
be accessed by water and, as documented in this study, its airport is small and it
is located outside its borders, in Spain.

The expansion of high-performance fiber optic networks throughout the country
offers a unique opportunity for Andorran residents and businesses. This techno-
logical advance facilitates the creation of digital platforms aimed at the global
market in sectors such as online education, e-commerce, and other digital ser-
vices. Leveraging this infrastructure is a competitive advantage that could posi-
tion Andorra as a leader in digital innovation. In addition, this technology will help
Andorra address two of its main challenges. Firstly, it will enable Andorrans to
create added value without increasing their population and putting pressure on
infrastructure and public services. This is because digitalization allows companies
to grow and to create wealth without large increases in the use of both human and
physical resources. Secondly, it will enhance Andorra’s economic sustainability.
The consolidation of a critical mass of digital wealth creation will be a gradual pro-
cess, but its impact could be substantial in the medium and long term.

In short, the strategic use of digital connectivity boosts economic development
and creates a sustainable growth model aligned with the challenges faced by the
Andorran economy.

9. The discussion on the sustainability of the Andorran pension system requires a dedicated monographic study and we
have intentionally excluded it from our analysis.
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11.4. The Association Agreement with the European Union

The European Internal Market is not a homogeneous entity, but rather a frag-
mented economic space shaped by the unique characteristics of each member
state. It is difficult to isolate the impact of new accessions to the European
Union based exclusively on their macroeconomic variables. Nevertheless, the
Association Agreement provides Andorra with a new framework for engage-
ment with the European Union, offering potential to improve its international
recognition, while preserving, at least temporarily, certain characteristics that
are specific to the country.

It should be noted that, at the time this report went to press, the enforcement
of this agreement still depends on the definition of its nature (i.e., whether it
will be a mixed agreement) and on the outcome of a potential referendum in
the Principality of Andorra.
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