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In Line with the conclusions reached on 29 and 30 March, the Commission
has sent to the European Council an initial report on investment which

discusses key matters relating to econemic growth.

This document sums up the economic and social situation in the Community

in 1982 and the developments expected in 1983.

The analysis has to be seen in the Llight of the main economic policy
targets, which in the Commission’s view do not need to be amended. The
Commission has already made known its views and put forward proposals
concerning the four priority areas for actidn by the Community, namely
creation of a more stable economic environment, both within the Community
and internationally, modernization of structures, achievement of closer
economic convergence and improvement of the employment situation. Only a
brief summary is therefore given here, but the Commission may elaborate

on them during the discussions of the' European Council.

1. A more stable economic and monetary environnent is a prerequisite for
‘ a return to a healthier growth path and to an improved employment

situation. The Community needsto take action on two main fronts:

- Wwithin the Community, it needs to make the ecomomies more competitive
and, in ordér to boost employment, to pursue its attack on inflation;
to do so, it needs to strengthen the essential framework provided by
the EMS for ensuring the stability and protection of Community
achievements to date: the Commission produced proposals on this
matter in March;

~ internationally, it needs to play a full part in the new pattern of
international monetary cooperation outlined at Versailles and to

contribute to its development.

2. The modernization of economic structures within the Community is
essential if the Community is not to be outdistanced by its main
competitors. This objective can be attained only if, in tandem with
the final consclidation of the single market, determined efforts are
made to boost investment.



In heavily interdependent economies that are joined together in a zone of
monetary stab:lity, and at a time when Community achievements to date

are being placed in jeopardy, a greater measure of convergence is needed.
Convergence means that the objectives set by Member States should be
mutually consistent and that the results achieved with regard to prices,
the reorganization of public finances, the stabilization of costs, the
external equilibrium and growth should be fully compatible, in the
interests of greater stability and more robust growth, which in the
final analysis means more favourable prospects for employment. Not
enough has yet been done. The most recent currency realignment within
the EMS demonstrated the resolve on the part of all Member States and
the need for the Community to secure closer convergence. The measures
decided within the Community framework on 12 June 1982 are confirmation
of the useful role played by the EMS not only as a monetary mechanism
but also as a forum for discussing and adumbrating economic policy
guidelines designed to bring the Community economies morevctoseLy into
Line. Without such convergence, the general uncertainty of the

economic climate and the resulting reluctance te invest cannot be

dispelled (and parity adjustments would occur too frequently).

This matter is currently under discussion in the Council. The Commission
requests the European Council to confirm that it expects the deliberations
which the Council will devote to this key topic = and in particular, in
July, to the budgetary guidelines for 1983 - to produce national

budgetary guidelines compatible with the jointly agreed objectives.

Lastly, where employment policy is concerned, the Commission would draw
attention to its previous communications and to the conclusions reached
at previous European Council meetings, notably with regard to youth
unemployment. On 27 May, the Council (Sacial Affairs) adopted a detailed
Resolution on a Community action programme to combat unemployment. The
text of the draft resolution is attached hereto. The Commission would

Like . see measures taken to follow up this Resolution and to prepare
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tor the joint fourncil meeting 1o be held hetere the and of
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III. In the Light of the first set of figures available since the begihning of
the year, the Commission has slightly adjusted its overall forecasts for 1982,
which it had sketched out in preparation for the European Council in March,
and looks for a gradual recovery in economic activity for 1983. However,
it has not as yet been possible to assess in sufficient detail the possible

implications of the most recent realignment within the EMS.

1. Real GDP s expected to grow by 1.5% in 1982, a figure slightly below
that envisaged by the Commission in its Communication to the previous
European Council. This adjustment, though, does not affect the
likelihood that economic activity will gradually pick up during the
third quarter of 1982 and, judging by initial estimates, show a growth
rate of around 2.6% for 1983. Whereas growth in 1982 will probably
stem from some increase in public ccnsumption and especially from
restocking, the key growth factors in 1983 are likely to be a fairly

sharp recovery in private consumption and a faster rate of investment.

2. This prospect, which is still by no means definite, is not of a sort
to bring about a reversal in the trend towards higher unemployment:
expressed as a percentage of the labour force, the unemployment rate
is expected to climb to 9.2% in 1982 and 9.4Z in 1983, compared with
6% in 1980. Even so, it will be seen that, after rising by over 50%
in two years, unemployment is now expected to climb at a slower rate
in 1983 then in 1982. As regards national Levels, even though the
gathering pace of the rise in unemployment since 1980 has been seen 0On
a very broad front, some slowdown will probably be discernible during
1983 in most Member States.

3. The results of efforts in recent years to tackle inflation are
materializing only very gradually: it will have taken over three years
to bring the annual rate of inflation in the Community down to single
figures. '



This target may ke achieved in 1983, when the annual rate of price incréases
could fall back to 9.5% from 10.2% +in 1982, 10.94 in 1981 and 11.1%4 in 1980.
This recent and foreseeable trend of prices in the Community shouws two
striking features. First, inflation is proving difficult to eradicate ét

a time when the Community economy is very probably at the bottom of the ¢ycle.
This situation contrasts sharply with that obtaining in the period 1975-78.
Second, the patterns in Member States differ appreciably. Germany and’thé
Netherlands could make furthér substantial headway against inflation in 1982-83,
and an improvement on this front is also under way in the United Kingdom. But
by contrast, further steps are needed to rein back the continuing high levels
of inflation in the rest of the Community in order to bring about the measure

of convergence needed to secure the monetary cohesion of the Community.

In 1983, the Community could reduce its current account deficit to some

Us 3 2 200 miltlion, from US 8 9 900 million in 1982. An important point is
that, over the two years .in question, the United States' current account
balance is expected to move in exactly the opposite direction (a surplus of
over US % .8 000 miLLioﬁ shrinking to some S 8 3 000 million). Japan, on the
other hand, is Likely to record a further substantial increase in its current

account surplus, which could be in excess of US % 20 000 million in 1983.

While the expected trend suggests that the Community economy as a whole will
have more or less completely absorbed the external consequences of the second
oil shock, developments in dindividual Member States are Likely to differ
sharply: for example, Germany, the United Kingdom and the Netherlands are

expected to run guite substantial surpluses in 1982 and 1983.



Wwhile there is the possibility of a gradual upturn in economic activity
during the third quarter of 1982 and in 1983 and the prospect of a change
in the unemployment trend, the factors of uncertainty in such a scenario
should not be overlooked. These factors are essentially the price of oil,

interest rates and the investment behaviour of firms.

The experience of recent months suggests a moderate trend in the price of
oil for 1982-83. However, the contribution that this would make to an
upturn in economic activity by alleviating one of the main pressures on the
balance of payments would be significant only if it were combined with a

reasonable trend in the dollar rate, which in turn depends on a gradual easing

of interest rates.

The prospect of a moderate deficit on the United States'! budget for the 1983
fiscal year has been strengthened by the recent progress of discussions
between the White House and Congress: agreement on this point might dé much
to trigger the kind of interest rate trend Likely to consolidate an incipient
economic recovery. But it will have to be ensured that interest rates witl
also be directly influenced by further tangible progress, over a sufficiently
Long period, in bringing down inflation, particularly in the United States.
Because of their impact on investment, interest rates have in any case a
crucial bearing on whetﬁer the Community will in fact see an upswing in
1982-83.

It is nevertheless possible that even an easing of oil prices and a Limited
fall 4n interest rates will not be sufficient to automatically trigger a
rapid upturn in investment activity. In a period of falling inflation, firms
may prefer initially to improve their debt position rather than to undertake
major investments immediately. However that may be, firms' attitude to
investment = which, it must be emphasized, will be a particularly critical
element in consolidating any upturn in 1983 «~ will depend greatly on economic

and monetary events at international level.



Given this scenaric and the uncertainty surrounding it, the
economic policy guidelines which the Commission set out in
March 1982 can braoadly be maintained. These guidelines can be

summarized as follows:

- the prbgress made in reducing inflation is still precarious and
particular vigilance is required in this field; this will have
to be reflected in both monetary policy and the management of
public finances, which still allow virtually no room for
manceuvre in most Member States. In countries which have a
clear problem of controlling public expenditure, the first
priority must continue to be a gradual but lasting reduction
in deficits;

- vigilance on the inflLation front should not, however, rule out

the possibility, once progress has been made in this field and
the balance of payments situation has eased somewhat, that a
policy aimed at steadily reducing interest rates might be

recommended;

- any s%ghs of the balance on current account moving off-course

must-bé countered by the rapid implementation of_measuéés aimed

primafiyy at permanently restoring competitiveness;

at Community level - and in addition to thevjdint ﬁdﬁé@ito boost
jnvestment dealt with elsewhere - the EMS must be used as a means
of achieving internal and external monetary cohesion and as a

common framework for discipline and the coordination of economic

policiess



Table 1 - Main Economic Aggegates, 1980-83

1980 1981 1982 (7). 1983(1) 1980 - 1981 1982 ¢1) 1983 (1

GDP volume, % change Private consumption, % change
B 2,5 -1,1 0,5 1,3 ) 6,5 7,6 10,2 8,6
DK -0,2 ~0,2 2,9 3,8 11,5 10,7 10,1 9,0
D 2,0 0,0 1,0 3,5 5,3 5,9 4,7 3,7
GR 1,6 -0,7 0,8 2,3 23,7 24,4 24,0 21,5
F 1,3 0,2 2,2 2,5 13,2 12,5 13,3 13,0
IRL 1,9 1,8 lz,2] L2,77 18,3 20,5 [48,5]  [13,07
1 3,9 -0,2 1,8 2.8 20,4 19,0 15,0 13,5
i c,7 -2,4 0,6 2,2 7,7 8,1 12,0 9,0
NL 0,6 ~1,4 0,5 1.3 6,6 6,7 5,8 5,5
UK ~1,4 ~1,2 1,3 1,9 15,5 10,7 9,5 8,4
CE 1.4 -0,3 1,5 2,6 11,1 10,9 10,2 9,5
UsA ~0,2 2,0 ~1,7 2,2 10,2 8,3 6,4 5,8
JAP 4,4 2,9 2,3 4,2 7,1 4,5 4,3 3,7

Unemployment rate, % of Current account of balance of

civilian Labour force ) payments, %4 GDP
8 9,4 1.5 = 13,4 14,1 -5,2 -8,0 ~4,8 -3,8
DK 6,2 8,5 8,9 - 8,7 -3,8 =3,1 -3,5 -3,6
D 3,4 4,8 6,7 6,7 -1,8 -1,0 0,6 g,9
GR 2,8 3,1 3,6 3,8 =2,4 -2,2 -2,1 -2,1
F 6,4 7,6 /8,77 (8,97 ~1,3 -1,5 -2,07 /-1,2
IRL 8,3 8,7 10,8 12,6 ~8,4 -12,8 -10,2 -9,0
I 8,0 8,8 9,6 10,0 ~2,5 2.3 -1,6 -1,1
L. 0,7 1,0 1,3 1.6 22,7 20,3 18,4 16,3
NL 4,8 7,5 9,9 10,7 o = - =lsb - 2,5 byt 5.0
UK 6,9 10,6 11,7 11,8 ‘ ~-0,0 2,9 1,0 0,5
CE 6,0 7.9 9,2 9,4 =9 ,4 ~-0,6 -0,5 ~-0,2
USA 5,8 7.6 9,3 9,8 0,1 0,2 0,3 0,
JAP 2,1 2,2 2,2 2,1 -0,1 0,4 . 1,0 2,0

General government net lending Money supply M2/M3, % change_end

{+) or borrowing (~), % GOP ) of year 213
8 =9,4 ~-13,1 =12,4 -11,0 (M2H) 2,7 6,5 7,6 8,5
DK =-5,9 -7,2 -8,8 -10,0 (M2) 10,9 10,4 12,6 13,0
D =3,5 “4,5 -3,9 3,4 (M3 6,2 5,0 5,5 6,5
GR =5,4 =10,1 -9,2 -3,7 _ (M3 24,7 34,3 29,1 20,0 _
£ 0,5 -1,9.  [-2,9] [-3,3/ wm2) 9,7 11,4 [13,8 14,07
IRL =-12,8 =15,1(3) 14,4 =13,6 (M3 16,9 18,4 15,6 15,4
I -7,8 -11,9 -11,1 -10,8 (M3 17,3 16,1 15,0 15,0
L -1,8 -1,8 -1,9 -2,2 : H : :
bL =3,6 4,6 =-4,2 ~3,8 (M2) 3,6 5,2 5,4 6,1
UK -3,5 -2,k -1,9 =1,5 (EM3)18,6 13,6 10,0 3,0
CE -3,5 =5,1 -5,0 =4,8 11,4 10,5 10,7 10,9
USA . -1,2 -0,9 =3,3 : 10,1 9,5 [
JAP =4,2 -4,0 -3,2 : 7.2 8,7 .

773 These forecasts were initially prepared in May 1982 and account must be taken of the
fact that it was not possible, partijcularly in the case of France, to evaluate all
the conseguences of the monetary re—adjustment of 12 June 1982. .

(2) Financial years for the UK.

(3) End-year on end-year.

(4) Excluding private sector particpation in investments amounting ‘to 1712 mill. IRL.

Source : Commission services, Economic Forecasts 1982-1983, May=-June 1982,
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THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the conclusions of the various meetings of the Euro=
pean Council, and in partaicular of the meeting on 29 and 30 March

1982, concerning employment,

Having regard to the conclusions of the Council meeting of 11 June 1981
composed of the Ministers for Economic Affairs and Finance and the Mi-

nisters for Labour and Social Affairs,

Having regard to the Commission's contribution concrning a “Community

action programme to combat unemployment”,

Considering the conclusions drawn by the Presidency following the _
meeting of the Standing Committee on Employment on 27 April 1982 devo-
ted to examination of the problems of unemptoyment in the Community on
the basis of the aforementioned Commission document, the importance of

which was emphasized,

Convinced of the need to take concerted action, both at Community level

and nationally, to combat unemployment and to restore economic growth

in a situation of monetary stability, while continuing the fight

against inflation and ensuring the competitiveness of Community under-
takings, and in the hope that such an approach may also contribute to
the achievement of improved convergence of the Member States' economic

policies,
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Convinced of the need to pursue or to undertake within this framework

specific action at Community level on employment,

Recalling its Resolution of 27 May 1982 concerning the promotion of

equal opportunity for women,

Convinced that it is essential for hoth sides of industry, within the
framework of their autonomy and of their responsibilities, to contri-

bute to the achievement of the objective of the fight against unemploy-
‘ ment and that efforts should be continued to improve the dialogue bet-
ween and with both sides of industry at Community Level,

HEREBY ADOPTS THIS RESOLUTION:

1. The Council reiterates its grave concern at the persistently high
Llevel of unemployment, particularly among young people, which is

¢reating an intolerable situation.

2. It considers that private and public productive investment should
be promoted so as to strengthen the competitive capacity of under-
takings, encourage economic growth and raise employment. Measures
by Member States with regard to private and public investments, to
be carried out in accordance with the situation prevailing in each
country, should take account of the repercussions on employment,
particularly in the private sector, and ensure that such measures

do not Lead to an unacceptable increase in budget deficits.
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X. The Council notes the suggestions regarding certain investment

priorities put forward by the Commissicn in its aforementioned con—

- tribution.

Without prejudice to the importance which the Community attaches
to the measures taken to help the Leaét*favoured regions, particu~
lar attention should also be given to those regions most affected
by unemployment, by effective and consistent use of the appropriate

Community instruments.

5. The Council considers that it is important that labour -marketf poli-

cies be orijented in such a way as t6 ensure the availability of an

adequate and appropriately qualified labour force.

The Council considers, in addition to the problems of rationaliza-
tion investment, the industrial restructuring programmes must
simultaneously give particular attention to the employment pro—
blems. National and Community authorities and both sides of indus-
try should encourage geographical and vocational mobility. The
Latter could include the redemptoymeﬂt'of workers affected by the
restructuring measures, $o that such workers are able to take wp

jobs made available in sectors which are creating employment.

It considers that the possibilities should be examined for promo—
ting the development potential of small and medium=-sized under-
takings, which are a scurce of innovation and hence a factor for
creating employment, by providing them in particular with appro-
priéte assistance in areas such as traininé, know-how, information
and access to credit, with a view to making them more competitive

on the market.

It stresses its interest in the jou- . cation process, which is also
apparent in local initiatives and cooperatives and requests the
Commission to submit to it the results of its research and its
thoughts on the matter so that it can assess the contribution of

such initiatives to creating employment.



10.

1.

...['__

The council stresses the priority which the Community must give to voca—
tional training for young peple. It has nqted that the Commission in=
tends to submit proposals to it shortly for measures aiming to ensure
that all young people coming on to the Llabour market, and particularly
school leavers, receive vocational training combined, if necessary, with
with initial work experience, where appropriate under special programmes
or contracts of employment.

Such measures should be compatible with the measures to integrate young
people into the labour market and with other special measures, particu-
larly those to help the long-term unemployed, and should fit into the.
general framework of the strategy to be'imptemented to combat unemploy=-
ment as a whole.

Given the potential value of experiments into and measures on the adap-
tation and sharing of working time with a view to more flexible use of

production resources and improving the employment situation, the Council
also considers that, following the initial proposals made by the Commis~
sion for implementing the Council Resolution of 18 December 1979 on the
adaptation of working time, the dialogue with and between both sides of

industry regarding the number of working hours must be continued within
the framework outtined in the Resolution. It notes that the Commission

is to submit a memorandum on the matter to it before the end of 1982.

The Council notes that the Commission intends to promote better func—
tiohing and transparency of the labour market and to discourage obsta-

cles to its effective operation with the participation of the public
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authorities, employers and labour, in order to ensure that the proposed
job-creation measures are successful and to facilitate implementation

of the necessary training measures, in particular by developing forward-
Looking management of the gabour market, Local labour market intelli=

gence and by improving employment services.

1t requests the Commission to submit to the Council, taking account of
this Resolution, appropriate proposals or communications as part of a
coordinated Community approach to combating unemployment, which could

be submitted in the second half of this year to a special Council meet~
ing, as suggested by the European Council at its last meeting, and which
coutd be the subject of prior consultation with both sides of industry

in the Standing Committee on Employment, taking into account the lat-
ter's areas of competente. '



