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1QOKING AHEAD 70 1970: THE PROSPECTS FOR THE EUROPEAN ECONOMIC COMGMETEN
Claudio Segré
One economy or six economies?

When I firat heard th.%t I would have the honour of forecasting before
this distinguished auvdience the future of the Buropean Economic Community,

1 was not only very flattered but also very vorried. Should I present a
sort of "State of the Community Message"--wvhich might not satisfy your le
gitimate curiosity for hard facts--or should I sagage in crystal-ball gaze
iog into the econcmic future of Belgium, Prance, Germamy, Italy, Luxembourg
and the Netherlands, wvhich would, unfairly, involve for me six times as
such work as for my fellow-speakers today?

As I actually sat down to prepare for this talk I found that I had been
racking my brain ceedlassly: it is impossible to use just ons of the two
spproeches in prefarence to the other. They have to be us~i =i{multaneously
and I ask you to bear with me for a moment vhile I tell you wvhy. First of
all, the B.K.C. is todsy an economic entity whose own distinciive features
and problems largely overshsdow the probleas and dffferences of tha compo-
neat parts. Secondly, even for six hardened bachelors (or spinsters) like
the Commnity countries, the strange "ménage a six" vhich they have been
practicing now for eight and a half yesrs has become much more than a simple
affair: all of them are now couvinced that they are sbout to cutar-~with
grester or lssser esthusiasm--married life. Thirdly and Einaily, as the
weadding arrangements bave now become definite and detailed, the need to
sdagt rapidly to the new situation has becoms foremost in the minds of the
Six snd is going to be a major {f not the major element {n determining
their future economic policies and thus the shape of their development.

The wide publicity accorded to the institutional difficulties of the

Community has tended to obaéute tha fact that, bumping along from crisis to
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crisis and from marathen session to marathon session, the Six have nevere
theless taken thres mooths ago, on May 11, some decisive steps. The com-
pletion of the custome union for beth industrial and agricultural gosds has
been finslly set for the lst July, 1968: the uncertaianty which has plagued
for so long both businessmen and farmers {s now removed and & market of
over 180 million consumers has becomas for them 2 reality close at hand
rather than a nebulous prospect. The arrangements for common financing of
the farw policy, which revelve around the sum--considerable by ocur stand-
srds~-of 1.5 billion dollars p.a. have now bean finalized and this by it
self givgs 28 indication of the scope and seriousness of the commitments
entered into.

Io the climate of greater confidence created by these agreements, ways
have besa devised for breaking the deadlock in the Keansdy-round negotia~
tions, at lesst as far as the E.E.C. is concerned.

With these major burdles out of the way, oo one can doubt that the
stags is set for further development of the Community as am economic reality,
but 1t (s still s dialy lit stsge. Horeover, s yeu legitimetely want to
knou something sboct the plet of the play in which you mey yourselves have
te act, I sust now come to grips with econcmic forecasting {n the proper
sense of the word. I shall therafore sketch cut the very broad iines eof the
svolution wvhich, 12 my personal vieu, lies shead of us; then, on tha basis
of the recently published "Medium-term Economic Policy Progran™ for the
Commmity, I shall present a seriss ¢f projections which indicats the limits
wizuin vhich the wmore relevant and interesting economic magnitudes migit
settle by 1970. Finaily I shall try to analyze the policy issues upon which

depends how things will actually turn out.
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Loeking ten years ahead from now, what kind of an economic environment
may we expect fo find in the E.E.C? Will the functioning of the newly
formed European entity resemble closely that of the present-day American
economy? These kinds of questions can only be ansverad in qualitative--
oot in quantitative terms by refarring to present trends and taking inte

4%count the impact of the integration procesa.

To begin with fundamsntals, I cannot foreses aay basic shift {n the
balance of power in the sconomy: essentially a private enterprise regime,
vith 1ts own laws and coaditions of successful operation--but no doubt with
& higher degres of concentration smong eaterprises within and across present
national borders--will coantinue to prevail. At the s=se time ths rvole of
the State io steering the economy to given goals will, as {t is already now,
be sore isportant than in the United States. Likevise. the composition and
atilizstion of the Creses Kational Product will bs substantlaily different
frem what it nov {5 fa the U.8.: public imvestment, particularly in social
fafrastrecture vhich is still badly underdeveleped, will be relatively
larger. Iatersal tramsfers will also becoms more isportant, because of the
further developmsat of socfal security, of pension schemes, of family ale
lewances; private cousumption will be proportionately lower, but this will
be partly compensated by free or subsidized public services.

As the rate of ecenomic expansion will tend to flag because ol che
slower incresss in availsble msnpower, private iavastwent will peed to cen-
tious st 2 sustained level fa order to stimulate increased preductivity.

The threat to stability presentad by thaese conflicting requirements will
prempt the émmlm of new pelicy fnstruments, ampng which a more rational
approach to ths probleam of income distribution: such an "im policy”
w@t te be faéintated by a trend towards less fragsmnted, 1&;: .-politica11y-
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ninded, more economically sophisticated labour unions. I also expect that
fiscal policy will be able to play a greater rele, with a thorough over-
haul of the present tax systems: turnover taxes will converge towards a
general system of "value-added" tax, a greater harmony in the level and
structure of taxation will exist throughout the Comsunity and governmsats
will be empowered to use their taxing and spending powers in a more ﬂeg-
ible way.

De facto, if not formamlly, a monetary unfon will exist in the commit)?,
with fixed exchange rates and freedom of movement for long- and short-term
capital.

Such a characterization of the internal life of the emarging econocwmic
unit leads us to the problem of its relations with third countries. The
role of the Commmnity in world trade will go on growing, but the trends in
findustrial and agricultural fmports are likely, at leasct for some time, to
be rather diffsremt. Except for tropical products, f{mports of foodstuffs
will gradually declias or stagnate, iun spite of a steady decreasze in the
farn populaticn. The level of protection will remain high, although it
might decline 1f the 1ise of employment opportunities in other sectors made
the social problems of the farmers less iantractable.

Ia iadustry, however, the movement to fresr trade will be accelerated
by the success of the Kennedy-round and of further simtlar moves. All ine
dicsters point to the likalfhood of an intensification of trade between
Eutope and the United States with increasing specializat{on. Industrial
imports from the less developed countries and trade relatfons with the East.
ern bloc will also become more significant, but here the limits will be set
by m‘ ability to cfigct -ﬁmthly the structural changes which might
be mry. In fact, this may depemd to a certain extent upon whether
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Britain will, by that time, be s member of the E.E.C., a8 I think she will.

If you have found this excursion into the future a mixture of wilid
phantasy and of wishful thinking I can only apologize and try now another
tack, that 1s the projection for the medium-term of present trends andr the
exploration of the policy problems which such trends are likely to hold in
store for us. |
The sedfun-term outlook: soms hard facts and their consequences

I have referred already to the "Medium-term Economic Pelicy Progras”
for 1966 to 1970 which has recently besn published and which is now baing
debated, with a2 view to its adoption as a set of guildelines for the Member
States and the Community itself. This is the first such step along the read
towards Buropean integration and a very important one indeed. A mediume
term economic policy is needed in order that all decisions liable to affact
econouic growth should form an internally consistent and rsiiomal vhele in
relatioa to the general objectives of the Community, thst is as high a greuth
rate as is compatible with full employment, price etability and balance ef
paymaats squilibrium. The idea is to dovetail for maxiomm efficacy the na-
ticns! and the Commmmity policies, without howaver, setting quantitative
targsts, 28 one might expect in a full-fledged plan: this 1s why we call
this an "ecomomic policy pregram™ which s quite a different matter. But I
do not want to get bogged down in semantics and I would rather ger oo t~ the
actual contents of the program and its relevance to our topfc of today.

The quantitative element in the program is previded by medium=-term pro-
jectious, which should help shape decisfons and achieve consistency in eci~
noaic policies. Such projections are based upon a certain number of hard
facts and also upos a body of assumptions as to the behaviour of independent
econowic agents, the development of external uncontrollable factors (like ex-
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port demand) and the fundamental deciai.ons of t:he authorities as to the
allocation of resources. By showing the combined effects of all such fac-
tors the projections throw light on the difficulties which may be encount-
ered by those responsible for economic policy and thus make them look for
vays to steer clear of the rocks. |

I would liks now to comment on the essentisl results of these ptojec-=
tioss, starting from the relativaly firm ground of population and wioyment
trends and going on from there to more adventurous and exciting estimates.

In 1970 the Community vill have a population of 188 m{llion. omhat
mmmn.s. has today. The effects on the labour forceeftheem-
paratively slov growth of overall populatien (0.52 p.a.} will be compounded |
vith the effects of the changing age structure, the lowering of retirement
limits and the raising of the &chwol‘lagving age: as a result tﬁe avaiiable
labour force will grow by a very modest rate of 0.4% p.a. and zctual employ-
meot will grow culy slightly more--with the sbsorption of preseatly unenm-
ployed mempower—-by 0.5%. Adding a further dark teuch to the picture will
be the shortening of the work week and the lenghtening of paid holidays,
two factors which might, betwveen thﬁ, actually eat up all the increase in
svailsble msnpower. 1f we wanted to siaplify, ws could say that the mumber
of hours worked in the Commmity will hardly increase at all betwean nov
a0d 1970, as 12 heve already takes into sccount the possible migratory move-
mm&dgbthalpunmthomt acute menpover shortages. In fact
m oitutianiu mymhat frucm::y to country, Germany heing the

| hardest hit and tha !othcrlmdl with its still vigorous population ewan-

' sias, M H.hly tc fe.l th. pinch. ’t‘ho mrall trand in this fleld dou
not mnar at all emiva ta rapid ecomic growth in the cm!.ty. ﬂr-
tiemarly m ve cawm this ttend wu:h r.he projectad eat:imt:u !ot t:he
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United States where, all other thiags being equal, the demographic evolu~
tion would provide by itself almost 27 growth p.a.

However, on the assumption that demand will remain at a high and sus~
tained level, we have projected, in spite of these unfavourable demographic
factors, a growth rate of the G.K.P. which, at 4.3%2 p.a., although lower
than the realfzed rates for the two previcus five-year periods--respective-
ly 4.9% for 1960-65 and 5.4% for 1955-60--would st’.!l represent quite an
sppreciable performance. Ounly the German growth rate would show a sub-
stantial decrease, while Italy would show the fastest progress. It may be
i{nteresting tc aote thac on the strength of these assuaptions G.N.P. for
the Community as a wvhole would reach by 1970 almost 300 billiom dollare (at
officfal exchange rates and constant prices), while the Unitad States may
by that time have forged well ahead of the 800 billion mark.

The relevant questions at this point are of course: can i¢ be done
sod hew? 1If the contributiocn of the increase in hours worked fs taken as
being pragttully ail, then all the burden is evidestly put on an improve-
monc/can sten 00 £he om hand froe s botter use of the svaiiable Facters of
production within esch branch, on the other hand algso from a reshuffling of
the factors of préduction from the less productive to the more productive
branches of the scomowy. I shall come back later to this absolutely crucial
point, the adoption of policies apt to improve the effectiveness with which
factors of productien aze Vusad and also to stimulate a better allocation «f
factors amoug slternative uses: but I would like already to point out soms
of the structural changer which will work towards the achievement of the
projected incresse in produetiﬂty. |

Of the three great u;!:ora--inﬁmtry. services, and agriculture-~in-
dustry, vhich has :ha hlg&at p:odnctivitj per capita, is projected to de-
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velop at the fastest rate; services would increase at somewhat lower rates
throughcut the Commmity and, finally, agriculture would show an average
growth rate of only 2Z. Thie last point must be stressed: the share of
agriculture in G.N.P. would decline from 7.8% in 1965 to 6.7%Z in 1970,
while agricultural employmsnt would dacrease at an average rate of 3% p.a.
Thus, it would provide the othar sactors with additional manpower te the
tune of 1.7 million people over the five-yaasr period, while raising at the
same tims by a very appreciabls proportion product por perscen employed in
agriculture.

This discussion of productivity gives us the occasion of checking the
consistency of our prejections on the supply side with the hypotheses and
the projections wvhich have been formulated for the demand side. Theye is
no need to stress that, 1im order to raise productivity to tha nccessary
axtent, investuent, particularly in the Industrial sector, swmsat rise mo>2
than propertionally to the increase in G.N.P. and thie is in fact the work-
ing hypothesis which has besr adopted. However, public investment {5 ex-
pected to rise even faster, in fact at almost double the rate of growth
of G.H.P. Public consumption ou the other hand would substantially follow
the trend of C.N.P., although vith notable differences from country te
country: it is not on this side therefore that the extra resources needed
for investmsat can be obtained.

Beither can they be found in the export sector: if ome assumes that
{mports will continue to grow more than ymportimny to G.N.P. and that
balance of psyments equilibrium--and indeed an increase in investment abroade«
m the Community's objectives, then it follows that exports will make
an increased claim on resources, rather rthm make room for r.hev additional

demand ccuins from the invastmt side.
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What rvemains then? The slackaning of the rate of growth of investment
in the housing sector is projectad to provide sowe leevay. However, it s
quite clear that the buriden of adjustment te the new conditions of growth
in the ysars leading up to 1970 must be borne essentially by private con-
serption. The tendency f£or this type of expenditure to increase 1#9 share
of gross domestic product can no longer be maintained without endangering
the basis of future growth. In fact the projectisus necesgcary to achieve
counsistency imply not only that this tendency be checked, but also that the
share of consusption be rolled back, even if oanly slightly. This must not
sound unduly harsh, 1f one considers that thers would still remain rosem for
8 3.3% average growth in consumption per head, that s a doubling of such
consvmption over a period of 1ittle more than twesty years. iHoreover, as
I have sentioned earifer, the important progrese projected fer public ia-
vestment vould alse have altogsther positive implicaticns for the standard
ef living of the population, with the increase of "collective consumption”
making up for the slower growth of private consumptiocn. '

When sll this {ssaid, I think that you will agres with mas that the
maintensnce of equilibrium under such conditions of tightness of the labour
supply and, at the same time, under the pressure of both additional cowpe-
tition within the Commmmity and the greatsr competitiveness of thiid toumeries,
such as the United States, presents a ms.dable chauenga to the B.B.C. for
the years to come. The thresat to stability dativtng from excess demand, |
alitled-~«3 s usually the case--with rising labour costs per unit of output
is a first danger that must bs nntw A risk of dinqninbriu ﬁghe
also exist Lf household savingn and corporate savings did not coms up to
. mtatim wé ium:aent were comqutut;ly checlud {which would ‘reduce ths

L grmh tate) or were ﬁaanced in an mﬂatieury way; vith adverse connm



on the price level. I shall revert to this problem shortly.

Finally, either of the twoc phenomena which I just ment{oned would be
very likely to have a direct incidence on external equilibrium: the cone
fortable reserve position of the Community makes it possible and indeed
desirable that th# expans’~n of imports and reduction of exports wmay play
for a given time a stabilizing role by providing additional flexibilicty in
the event of a strained supply situation. But clez.ly this cannot go on
for very loag and that the necessity of maintaining external balance would
quickly reassert itself.

Sepply: 2t ed ateack

By callisg your attemtion to the risk of the econcmy suffering from
overstrain in the coming years 1 wanted tc stress the fact thac skillful
sanagement will have to be applied 1f the growth prospects which I just ip=
dicated are to coms true. Any economy where reaources are fully utiiized is
ia great danger of catching what soms people call the "English disease”, but
the fact is that hardly csa we afford s policy of stop-go at a time when we
have to carvy out a ssries of structural readaptations which would be tole
erable in a period of sustaised growth but difficult to push through in a
climate of stagnation.

Supply can be discussed under three different headings: improving the
quality of the available resources, increasing their mobility, stimulating
a bdetter allocation of such remrcu

Tmder the first beading comes the problem of education and the probiem
of technological mxopm in industry. I may be allowed perhaps to quot-
from a recent report just twu @etq of date whieh f1lustrate cur staggering
problems in tin field of #dmuién: thc prd#ozttou of the total population
i ji.ar‘thefmlevagt 'uaiﬁgfaity ag.-;-gmp ' graduat:lng each year iu the Community
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is of barely 47 as compared Wl th 19.57 for the U.S5. and 8.2% for the Soviet
Union. Even more disquieting is the comparison in the annual output of
graduates in science and techmology, again as a percentage of the relevant
age-groups: the Community comes at the bottom, with 1.1%, as against 3.9%
for the U.S. and 41 fo. the Soviet Union. Thus the output of scientists and
engineers in the Commmity is scarcely equal to one third that of the United
States and the Soviet Umion, after account i3 taken of the differences in
population and in age~structure. I do not want to bore you by quoting
further figures on another worrying aspect of our educational problem, that
is the socisl inequality in opportunities of attending institutions of higher
lesrning. If we consider the tremendous effort which must be carried out

in snother ffeld--that of vocational training to prepare workers for tech-
aoleogically more complex jobs--then we may well conclude that educatisza is
golng to hold first rank as a growth industry in the Communicy for many
yoars to coms. Cbvicusly, the tendency for school-leaving age to rise will
fiotensify the labour shortage and we can thersfore expect a vigorous iomi-
grativa policy sad measures to encourage more vomsn to seek employment, in
order to meset demend fn the short rusm.

I would like to coms now to 2 related ffeld, that of the development
and spplication of sew technologies: we are all aware of the tremendous
impect of the new science~based industries and of the gap which exists here
between the UDnited States and the Old Contiment, in which I also incluvds,
¢. ~ourse, the United Kingdom. Until recently at least, the gap has not
been 20 much in pure science, although the brain drain to the United Sta.es
is beginning to be felt; the trmthie is rsther that pure science in Europe
is not being trmiated into typlied technolagy at & mfflci.antly rapid pace.

: Exaqlea of early leadership being l.oat because of the lack of adequate
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management attitudas are numercus. This is where the problem lies and
vhere remedies must be applied: it is not snough that funds earmarked by
the public avthorities for research should be increased, even more neces-
sary 1ls the selection of fields in which research should be concentrated in
order to be as effective as possible, the {mprovemeat of communication and
cooperation betveen governments, uaniversities and industry and, above all,
the adoption by European management of a2 longer-rsm>e apprcach to investment
fan R &D and the utilization of its findiags.

The growing swareness of the magnitude of the problem may hopefully
stimulate the adoption of an overall strategy for technological development
vhich, however, will bear its fruits oaly over the years. I think therefore
that we shall tide oursclves over the shorter-run problems in *wo ways: first
of all, the trend towards mergerp and the formation of joint subsidiarier for
the purpose of developing nev branches of activity is helping Eurepszan in-
dustry to reach the threshold sbove which a significant research effort can
be undertaken. 1 think that Governments will then not be stingy, but will
encourage such efforts by the appropriate iacentives, which have until now
been used much too spariogly.

The other aveane of progress 18 a constructive approach to the tech-
oological flow from the United States. Personally, I think that the re-
spoase to the present gap consisting in the reservation of key sactors to
the natiocel industry in an attempt to catch up with the preseat level of
technological development might actually lead to a widening of the gép. I
think, again personally, that iméutmatr by American firms in the fields
 vhere technological progress i{s fastest will not culy contisve to be parti-
cularly welcome, but will be eacouraged. On the other hand, American com

. pauies operating im Eutope will be under ptesnure to extend their research
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activities also to the 0ld Centinent, with posaible incentives from the
Eurcpean governments. The cooperation with local firms and the spread of
techaoclogy and managevial skills through the training of persounnel will, I
think blunt much of the recent criticiem of the operations of Amarican firms
and help avoid the present technological gap from degenerating over the
years ioto a2 substantial sociological gap.

Let me now come to the sacond major field whevre I think our efforts wiil
be concentrated in the comiag yesrs, that is the {mprovement of mobility of
resources. The adaptation cf the lepal and institutional framework within
vhich firms have to operate in the Community has lag;ed considerably behind
the progress towards a full customs union: as a result, the advantages
that cap ba reaped by bringin; industrial structures more i1 iine with the
oew size of the markets are still largely to be realized,

I have menticned the merger movement which ie already underway: I
thisk this movement will gather somentum wher an smbitious projact at pres-
ent being discussed finally zees the light. 1 am referriang to the idea of
making it possible to set up "Europeam corpo-ations'under a uniform law,
vhich would coexist with present national legislations, but which wouldvbe
particularly attractive to companics whose activities eitend across prasent
borders. Also, we shall have to remove the tax obstacles which a2t pressent
discourage companies from carrying out the measuree of reorganization and
streaslining needed to embark in zew activities, by merging forces or sstting |
up joint ventures with natianai o- foreign partners. I believe this need
is now understoed by Governnents, and so is the nesd to improve corporate
cash-flow, in ovder to ted:a#e financial structures which would often horri-
€y the average Assrican or Bri‘ish company treasurer. Howsver, in tax mat-

tere there seems to be a gulf betwseu understanding a need and carrying out
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the necessary measures: political and/or budgetary considerations have their
own nasty vay of coming up at the last moment and retarding reform. Some
fumbling steps in the right direction have already been taken, e.g. te cor~
rect the undue eemphasis on debt financing, but there is still a long way to
go. I would venture to predict, nevertheless, that by 1970 the conditions
for mobilizing capital for preductive investment will have improved and even
that, by thst time, the features of a truly Eurzpsan capital market may have
taken shape.

Wby do I feel coafident that action will be taken in the right direction?
This brings me to my third point, the forces which are at present working
towards 2 more efficient allocation of resources. Coempetitive pressures were
set up already many yeare ago by the process of trade lileralizatioen, but
they have been encrmously increased by the amergence of tha Tommon Markat.
These pressures have worked so ruthlessly that scme companies or even entire
sectors have been csught off balance and have either had te quit, or are worke-
ing painfully their way uphill towards coepetitivensss. The grsat prcblem
here {8 that of decilning sactors: a&s you know, we are very sengitive to
social considerations on the Old Continent and hiring and firing have some-
how never been consfidered a matter of every day industrial life. This does
not mean Chat existing structures or unprofitsble sectors shouid L= Lkeot
artificially slive. On the contrary, the fidew {s to factlitate the necessary
ad justment processes and create tmrabic cenditiens for the replaceme it of
decliaing activities by new ones. A couseusus 18 emerging on the doctrive
that state loterventions should therefore only be temporary ia nature, and
that the support which may Iﬁitiaﬁy have been granted must be progressively
dismantlad accerding to a pre-set timetable.

Another significant advance in a closely related field is the trying



cut of new methods in regional development policy: the most interesting
experiment, that of setting up what ve call "development poles", with an
organic group of enterprises that can develop under their own mowentum after
an initial boost, may prove tc be a turning point and I would not be at all
surprised 1if, by 1970, a number of nev areas weras opened up to industrial
development or to tourism by such concentration of afforts.

Last but net lsast among ths {afluences which will shape our iadustrial
structure in the years ahesd I muet refer once more to the modification in
the tariff etructure of the Commmmity and of the other industrialized
countries which will result from the present set of negotiations. as well
a8 from the new directions in trade policy towards the lecas developed coun~
tries and the Eastern Bloc. I au afraid I will disappoint ;ou by not give
fng as a conclusion of this part of my talk any indications as to pracisely
wvhat developments wve may expect in which sectors of industry. The fact is
that, beyond a few platitudes, I would have to enter into a series of
goesses: the problem is not oaly that we would have to faed a cu@uteﬁ
with an extremely large number of variables in order to get zccurate ree
sults, but rather that there {8 ro way of knowing what particular shape
some of the key variables are 1likaly to teke. Surely one could wors woth a
model and try out savaral hypotheses, but in the end thar choice between the
different hypotheses slso remains 2 matzer of persenal intuition; as for me,
I would rather stick to the analysis of trends which I can already discer:
clearly, without indulging in guesswork for which I feel certainly oo better

@alified than wy audience.

Reconciling growth with stability: B towa{tdt 2 more sophisticated economic

1 have assumed all t:htmgh my tslk that there 18 an inherent tendency
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in the Commumity at present for demand to overtax supply. This is, in wy
opinion, the heritage of a time wheu economic growth was more rapid and when
due could get away with a r=rtain emount of price inflztion. Conditions
have radfically changed and while we will exert all eur efforts to improvs
the conditfons of supply in the years te come, we gh:'l l:ave to keep a2 very
close wvatch lest demand should run away and lead to disequilibria which
could not be tolerated for a long time in present comditions. The trouble
is that we do not kncw “ow to run on an even keel an economy which has
reached full employment of resources, sad in fact I thiok that nobody knows.
Por the long rus we have certainly set cur aights upon an ircomsx pelicy,
which eimply msans that organized latour, employers, and government should
togrther develop a precise view of the sverage {acrease in wages and uon-
wags focomes sppropriats to i.a ecooomic situation amd consistemt with the
aim of price stability. Any juidepost for non-inflationmary wage bshavieur
(end for *he behaviour of noa-vage incomes) would be based upon the prin-
ciple that the increase i{a vages should not outetrip the trend in avetail
productivity. It {s, howvever, unreslistic to think that it will be possi-
ble to spply such guideposts in the Commmity in the pmext few years. Se

we ars really left vith the old {astruments, fiscal policy and monetary
pelicy.

*s far as public eXpenditure is concerned, it i{s spparent that twe
main problems will havs to ba tacklad in thé near future: such expenditure
must be contained within the limits of what is economically fzaeibl§ and
the necessary funds will have to be musterad without effectively shutting
eff the capital sarket to private borrowers. In fact, it is hard to escape
the mciuai&n. that, although the burden of tmtiw is already quite cone

siderable in wost of the ﬁemmity countries, the public investwent programs
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which are at present being conzidered cannot be realized unless taxation is
raised. Moreover this must be done in a way that will affect industrial
investment and savings as little as possible.

If we oow turn te mor~*ary policy, we shall readily recognize that 4in
the recent past the difficulties besstting almost all the member countries
have forced the authorities to e an too heavily on weuatary policy as a
means of maiotaining internal equilibrium. This has entailed unduly heavy
pressure on {ndustrial {nvestment; national capital markets have been weake
sned and internatioual! capital movements disturbed.

I should 1ike to dwell a2 mowment, before closing on this point vhich I
think msy be of interest to you. Peeple speak often today of “shortage of
capital": wvhat {s sctually msant iz-~1 think--that markets are unable to
satisfy demand, except in steeply rising couts.

The facts are well kavovn. 1In Germany the bond market has szlipped
badly in the course of the past two yezrs, and the authorities have had te
call a truce to new issues for awhile. 1In the Netherlands, toe, {nvestors
vere obviously holding off from the market for quite some tiwve. In Belgium,
the difficulties that had plagued the bond marieet for some time showed no
signs of asbating im 1965. In Prance and Italy, the situatior was cartainly
more favorable than elsewvhere, but it must be remembered that this was a
period of relatively slack economic activity; even then, fatersst rates had
to be raised appreciably ia Prance. |

Hou {t is true that tLere has been a reduction in the propensity of
individuals te place money at long-term and that the profit squeeze has in-
creased the companies’ needs for e:xternal finace. It is alsc llkely that
the U.S. balance of payments measures have contributed to the tightening of

the international capital market.
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Yet savings have remained at a high level in the Community througheut
this period and the canses of the unsettled market conditions must, there-
fore, be found elsewhere.

With regard to Germany, one need only note that increased investment
expenditure by the State and local authorities, coupled with tax cuts, was
bound to lead to 3 greater call on capital markets. In the Netherlands,
the pattern vas very much the same, and in Belgium too the fundamental
prodlem was the precarious state of the public finances.

However, in Germsuy and the Netherlands particularly, one must also
look closely to the effects of the monetary authorities® pclicies. In
Germmny it was, of course, the announcement of the 25% withholding tax that
set off fa the spring of 1964 the decline in the bond market, sad the
situvation vas wmade progressively worse by the {ntroduction of restrictive
monetary measures for anti-cyclical purposes. It would also appear that
the wonetary asthorities deliberately favored a rise in the cost of long-
term capital in order to curb the growth of public expenditure. 1Ia the
Hethearlands, the tighteaning of liquidity by the Central Bank also had di-
rect repercussions om the wmarket for long-term loans, on whichk the cost of
capital reached uvaprecidented levels.

Are such hardships vecessary and what can be done to remedy them? As
an artie-cyclical fastrument it i{s unlikely that this fncrease in cest a:-
tually caused companies to cut back or postpone their investment programm s,
and in any case this would not have been deidirable for the longer term.

Purthermore, the technique of trying to limit the public authorities’
recourse to the market by increasing the cost of capital seems difficult to
reconcile with any ratienal cénception of economic policy.

Another detrimental effect was that the sudden drop in the prices of
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fixédvinterest securitlies came as a blow to savers, vho ave now hegitant
about comeitting themsalves.

Finally, at a tizme when tﬁa raestoration of aquilibrium in international
payments required a dec—ease in tha level of Lvropean intersol rates relge
tive to the United States, the exiasting differences were actually widened.

One may therefore ask vhether the role thet iasiruments of monetary
policy can play should not now be reconsidered, particularly in countries
vhere the link betweer zction en liquidity asd the trend im longeterm in-
terest ratos i3 sc firzet., then oonetary instrumesie are relied upon al-
rost exclusively amd fiscal policy, ia the wide sense, docs iittle to keep
the balance-—-or is even ar independent cause of isbalenco-=io tecomes more

zod more gbvious nor only that the desirved rvesults ave not achlaved tul

{&

3%

a2lso that the difficeliles of one countzy terd to "infaost™ oihar wmacksts
too.

Closzr intarnatisazl coordinatien esuld improve fo a certain extemt
the siruvation, but wail i{s really neaded iz s igprevemes® ian the scooomic
"policy-nizx"” even 1f this means briaging into picture unpopular and pelis
tically embarrassing messuves.

“The need for such action is becoming incrsasingly evideat, as the
{mpact of certain instriwents weakens with the progressive integration of
the ecorucics™: this sentence is a quotation from the Bth Anunusal Report of
thr Mopetary Comaittee, which is the meeting point of high officials fom
both the Centrsl Bank:s asd the Treasuries of the mamber countriss.” That such
an agsembly would take it npén.itself to issue such a warning augurs well,
I think, for the futuwe and encourages us to losk ahead io the coming years
without too much fear that the Lopas valsed by our achicvesenls up te date

should be dashed by our inability te keep exucessive ambitions in check,





