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fiIn the past yeax the Members of the muropean Parllamen* Wa*ched eCOHQmivrff
1?id0vclopmcnts in uhe Communlty very oiese;y. ' Your Ccmmituee on :
'°ti};Exonomlo and Monetany Affairs, in partlcular, rendéred a number of
"vcry 1mportant oplnlons on pollqy. B Nb colleague, Vloe-Pr851dent ki,
 'rHaferkamp, who ask “you to aocept his apologles for belng absent S
ririiﬂhas alvays valucd highly these oontrlbutlons. : As you know,

7{{ Mr querkamp 1s 1n quhlngton ‘at thn ionent, Lukmng pdltylﬂ the énérgyé

'i5oonference.

It has become a.Welléestablished'practioe~to give you, at the beginning

of each year, an7outliné of the economic and financial situation in the
Community . Review1ng last year!s developments and discussing the
outlook for 1074 ig no easy matter this time.  Never have the clouds
lowercd so menacingly over Europe as nowe "The oi} crigis has ohanged
the framework for economic dovelopment 1nr1;he member countries and 7
also in most countries outside the Community. It came too late to
have much of an impact on the figures for 1973, but in 1974 its
effects will have serious imblications for production, employment,:
prices ard the'payments balances in the Community.
;e

*
~In his annual rcview a year ago, Mr Haferkamp gave you an outline of
~economic dcvelopments in the enlarged Community in 1973 and: in
| particular predicted thoat cconomic growth would gather additional

momentum, His prediction proved correct.

Real groes Community product rose by 5.7% which was even faster ‘than
had been forecast in January 1973. This was the highest rate of
growth since 1969. Al1l the Community countries shared in the
éxpansion; real gross national product probably rose by some 7% in
Ircland and Luxembourg, by about 6% in France, Belgium and the
United Kingdom, by 55% in Germany and Italy, and by 5% in Denmark.
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Onlyin the Nethorlands did growth remain unchanged at 4%.

'szﬁ}1973 as a whole émploymént aléq;rbseffurther in theVCommunify.

. Bven so unemployment figures in most member countries are higher than

;ffjriniéimilar‘phases=of carlier business cycles.  Supply and demand on

fithé'labour'market_aré'nbt_in balanbe;_ ~ Indeed for certain categories

' ,bf inkefs,,the siﬁﬁation has'de%eriorated; ~this is particﬁlariyrtrue
'riof,young peoplerlooking for their first jobse Nor has the drive tb
combat reginnal unemplqyment,produced satisfactory results so far.

- And it'would also be a mistake to dismiss as unimportant the fact that
towards the end of the year the labbnr market situation deteriorated

“in several member countries. '

Howéver, what is moet disturbing,rto,my mind, is that 1973 was the
sixth sucoessive year of accelerating inflation in the Community.
ConéumerAprices climbed by some 8.5%, the highest rate ever recorded.
This overall figure for the Community masks diverging trends in the

various countries: +the increase ranged from 6% in Luxenmbourg to
"1145% in Ireland.

The upourge in prices is part of » general, world-wide movement and
is by no means confined to the Community. We have to go back to the

time of the war in Korea to find a period when inflation was progressing

on such a wide frontas in 1973.

The main causes arec:



—¢he_upswing,o;;tﬁu:bus;ncﬂs;oycle POLHOLQLNF in: thr nain i

Lifindugtrlallzcd countrics; the rosult of whlch wag overutrain

—~ff1n tle goncral intornatlonal economy, e

Thg unocrbaln monetary s:tuqtlon and esp001ally tho devaluatlonf

- of o mumoer erourrenolea, thls encouraged spcculatlve qultﬁl: g

movements;

',(iii) Persistent sﬁpplyﬁdiffiCulties forgagficultﬁral éndiindﬁstriai"
'produots and'fresh:bottlenecks:emerging'duringtthe'yéar. f This*

led to sharp rises in raw matcrial prices.

(iv) As %aétofs within fhe-Community, I'would‘mention hébituation 7

' to inflation and the tendency for inflationary behav1our to
rbeoono 1ngra1ned the efforts of the various economic and
~001a1 groups to seoure klghur noney incoumes and, above.qll,

the falleoff in product1v1ty gains towards the end ofrthe.yea;;:

The trend of the Community's external balance waé'much more
unfdvopfable than previously, reflecting the deterioration in the
terms of trade of most member countries.  Most of the increase in
the Community's official gold end foreign exchange reserves (some

11 000 miilion'EUR, inclﬁding Special Draw1ng Rléhts ond the reserve
position in the International Honetary and) was achieved in the
first three months of the year, while towards the cnd of the year the

tendency was downwards,

This was the situation when the oil orisié developed at the end of the
year. Its first main effects arc a further deterioration in the
torms of trade, o fresh wave of cost and pricc increases in the
Community and pressurc on some Comaunity currencies;  this pressure
was‘felt not iny by currencies. on an independent float but also by
currcnciosrin the Community's exchange rate scheme, the "snake".

As you know, the dollar has picked,up'sharply since Nevember. On
19 Januafy;'thc French Government decided to suspend for six months
:obligatony intervention by the Banque de France on the foreign exchange
markets, thercby withdrawing from the joint float of the Buropean
currenciess
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frrf'reaoned at- tho ena of 1973, the oil«oxportlng oauntrles w;!l rccelVO verg 7:' ?:%;xﬁf”%i
'5'fﬂlarge extra revenues of the order of ¢60 OOO milllon in 1974. This w111 I T

}f;;be maﬁched by an equlvalent aeterloratlon 1n the currert ﬂccounur amd &

:f[internatlonal econrmir rela%ions. Unl&ss 0il prioeq fall below %he 1ev;l fj'ﬁ

;721059 of real income 1n the 01l~imﬁor+1nﬁ counﬁrlgsa bpeolal problbms '7,;' 

fé‘arlse here, partlcularly as %o how the deflolts nre to be flnanced and,

717quitv gonerally and aorlduwide, as’ to how the extra oil revenues are to

;";be,anQsted.r The 011~1mportlng develop:ng countries are also- faced w1tn ,,fi

7 "special diffioulties, the addltlpnal burdon,placed,on them in the form,qi~
- higher oil prices is larger than the public development aid they have been

receiving in the past few years.

" In 1974 the higher cost of oil alone will produce a detefioration of
5‘17‘5007m11116nrin the trede and services aocount With‘non—memberf
countries. 'Asrfhe Community's dependence on oil iﬁpofté from traditicnal
suppiier countries will probably continue for a long time to comec, this
additional burden may increase still further in the years ahead. The oil
crisis therefore quite generally raises the problem of the Commﬁnity’s
energy supplies. O0il prices are now higher then the break-even point for
other cnergy sources. But the substitution rrocoss calls for immediate

and sustained investment and research efforts.

It ig very hazardous at the moment to.forooast the cconomic trend for the
Community in 1974. DBut there can be no doubt that we shall be faced with

major economic and financial difficulties.

Already the tentative forecasts made lagt autumn suggested'thai'tho
economic trend would be loss buoyant in all member countries. The oil
crigis seems to have ﬁccelereted this procesé whilethe gencral uncertainty
has inoroaéod. Prudont and objeotive analysls puts the growth in real
Community produot at botween 2 and 3%
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will riot “entAll any lo ”ha Jmprovumont,'*

'f;in“fhé"cmnlb&mdnt situat1qn'recgpded in'the“pa «t Lew yaars nay be w1peu'j

undulJ hoav; o prcauotion,

‘LfOMi aﬁaxn by tho directd and,indirecﬁreffeo%s;ofrthewohl crigis,

'V°ch§ffiﬁdﬁsfridiiécé?obuﬁtrieé'wiil pfbbaﬁiy eﬁperienoe éﬁrgvéh sharpér
i;;siqﬁdown in the growth of cconomic aectivity, In Japan, for instance,
éébhémio ngWtﬁrisélikélyvtbrbe very week, and the US economy will
pfqbably be almost stationary. World trade, which In 1973 grew by 13%

in real terms, is also likely to be distrinctly less buoyant.

At thc same time throughout the Community the outlook for prices is alarming.
In no single Community ccuntry will prices increase by significantly less

than'10%,jand in some countries the rate will probably be much higher still,

‘There is a great dangeor +hat differcent economic policies will be pursued
in the .various countricse Sensitivity.to the problems of employment and-
inflationﬁjﬁoédvarios with the member country, as does dependence on oil
imports, and all.the member -countries' currencies do not rcact in the
same way to changes in the terms of trade and to destubilizing movements

of moncy and capital.

Moreover, -in the new situation therc is internationally the great risk
of a return to protectioni.. and honcc ol a disruption of the present .

system of world trade.,

Here, -I must emphasize the very high social cost and dangers which

sueh o stop backwords would entall for: our .populationss

It would menn jeopardizing the rise in living standerds which wo have
enjoyed in the past sixteen years as a result of the establishment of
the Common Market and the liberlization of world trade. .We would run
the risk of creating a climate of considerable insecurity for companics!
invegtment decisions as investments policies in the pest fow years have.

been larzely determined by the ageilability of a large market.
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;,ffconslderably inarease the danger of beggarumy-nel hbour attltuaes devbloplng

in the preeunt situatlon lega 1nve3tm&nt means more unemploymewt

Reduclng eocnomlu pollcy formulntlon to the natiéﬂcl d1mers1on woulﬂ ,,f«

"’;~ be it th&t member oounﬁrlcs ~would devalue their; curwﬁncles in ordcr o

'secure a competltlve edne on, 1nternat10nal marhets, be it that a sbrong »
': deflamlonary pollcy woqu be pursued for the same reeson. . In elther case -
1the partnor oountr1es would probably sooner or later resort to, defens1ve

measures so that in the pnd the level of emplo"ment would fall 1n all the

countr1eq conoerned.r

Today no s1n¢1e country could really afford the outley on -’ 1nveqtment and
research needed to dovelon qulckly new energy sources at costs making the
Operatlons a paylng proposition; such an effort is feasible only when

supported by a large market and a common energy policy.

Similarly, in the forthcbming international negotiation% with the oil--
produ01ng countries, the developing countries and the other industrialized
countries the Governments of the European countries can achieve satisfactory

results for their bopulations only if they act jointly,
*

* *
The - Communlty gt therfore condentrate 2ll its efforts on overcoming the
current crlsis, for it represents the greatest cha longu the Community has
yet had to face.

The danger of a breakdown of economic relations in the Commuhitv prompted
the Commission to present an energenCJ programme to the. Coun011 on 23 _
Jamiary. In this’ progranme it was pointed out that while the depongence_»
of each individual European country on external trade and other external
transactions had increased, no matching common policy had been developed
to make the whole less vulrerable to destabilizing influences from the
outside, There is a great dénger that Member States will reazort to
unilateral measurés whose consequances in economic end political terms

would be inéaloulable., This is why the Commission believes that the
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tcs to reiraln from any ourrency dGValutian deawgned to snour . s
zrloonngtltxvo wdvanta{es and £10m ANy MEASUTCS that remt rlnt tradc.,i,Thé}E'

0 TCommiseion would also-like the Member States to consul+t each othe;i5z7af', =

1,effoct3voly and on. & contlnuoas wo-basig on th01r exohange rate pollcios,}

and the measurcs h1v1ng o dlrect bcarlng thereon,
VConsultations shouid Bé supplemented by the following steps:

,( ) The Communlty s crcdlt mechanism, adjusted in accordence with the -
"'Comnlss1on 8 propowals concerning the. increase in the quotas ior

'mhort—term monetary support, must be brought into oper=a ation

immediately;

(ii) The Council should invite theAappropriate'Community bodies to work
L cut without delay ways and means whereby funds available on the '
international capital morkets. can be mobilized in orderly‘fashion

in a European act 1on framework;

(i1i) The Council should invite the Monetary Committee and the Committe
of Governors of Central Banks 1o prepare immediately an dpinionlon
_ amendrent bf fhe-rules governing the price at which 'gold may be
traensferred between monetary authorities within the Community ‘and

at internatlcnal level.-

Further stcps have also been taken in the fields of trade and‘enéfgy.
Efforts are béing made By the Community to overcome present diffinultieé:
hfodgh orcerly channels, with an approach covering the entire international
systen, Appliecd to m@ﬁetary policy this means that no country is to

engage in competitive devaluation or to toke other measures which are

taptemount to unloading one's own problems on the neighbouring countries,

e should alsé lookféarcfull&'ihto‘the proposal by the Managing Director
of the Interﬁétionai Monetdry'Fund for the creation of new facilities in
the IMF to help mltl atc the bolance of payments: disequilitria resultlng
from the r1Su in 011 prlccs. This ;s.not, of course, to scy that we
accept the sudden and dlsproportionntely sharp increcase in oil prices.

Concerted sction, taken worldwide, to avoid a disorderly scramble for
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'~:ﬁﬂor 1nte“nwt10nn1 credl**'*ould also be’ vcry helﬁful in the prosont e L

'L;;51tuatlon.ri The spoc;al balance—of—p vmentp prgb¢em¢ facing the duVS;ODlnf

7 countrles should also recelve great qttontlon 1nternat10na11y, The: ask

"7fherexls~to sec that- uh 1nduntrlallzeé countrle Qo not cut back: tnelr

development aid, and to look for W&yu' through international cooperation,
"‘of'hé?ihg;téwards°a'solutidn of the special balance-of-peyments protlems

experienced by the oil-importing developing countries. ALl these

r;¢arrangements would, of “course, have. to.be supplemented bv other actions

l whloh are pert of wider 1nternwtlonal cooperbtlon and are aimed ot flnélng

o legting solution to the crisis,

The formulation of a common energy policy, the start of the Regional Fund
and the transition to the second stage of economic and monetary union must
nowrformrihe oentefpieéefof an overall economic policy, but institutional
innovation has an important role to play; this policy must be aimed ot
restoring the coﬁdifions for balanced gﬁowth in the Community and for

gsustained full employment,

It is fhefeforeﬁveny regrettable'thqt the Member States should have failed
so far to reach agreement on any of these:kgy issues, especially the

- transition to the second stage of economic and monetary union.

You will remember that while agreement as to principle has been reached on
the essential propesals for the second stage of,economic and monetary union,
adoption of the resolution on the implementation of the second stage of the
remaihing 1gga1.instruments has been shelved for the time being owing to

disegreement over the Regional Fund.  Such o postponement is difficult +to

understand in the present situation.

With regard to the pooling of reserves, the Council has invited the
Monetary Committee, the Committee of Governors of Central Banks and the
Board of Governors of the Ruropean Monetary Cooperation Fund to:draw up o .
report by 31 March 1974 on-tochnicel problems still outstanding, and that
is ail. Here,‘too, circumstances cell for a specding up of the decision-
making'proqess within the Community.
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*ijhfviéwioP7+hé”83 flcult s1uuatlor GOﬂfrsntln" the ComMuni%y I should
'L]lke 40 re*oat to you bbc Comm1831on'u solemn apneal of 31 J

anunry onr
'"ﬂ#h s+1to of “the bommUﬂLtv?"

T Any rcburn to 1Ldependcnt natlonul polvcﬂes in tlc cconomnic and moneta
fields, as

Xo inrany other. fneld involves the groatest risks for the
r,Communlty and-hence for the real- 1noomes, JObS

and living standards of
“ita pcpul“tlon.'






