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1 . Introduction

The present note summarises the Commission s appreciation of the

present economi c and employment out Look and of the mai neconomi c po l icy

issues that are outstanding. The problem of investment is treated in a

separate paper whi ch should be considered in col')junction with the present
one. In addition the joint meeting of ministers of Finance and Economic

Affairs and Employment and Social Affairs on 1.6th November has reached
conclusions on (i) strengthening of the economic environment , (ii) reor-

ganisation of working time and (iii) increase of employment opportunities

for young people. The European Council will have available the conclu-

s ions of this meeting.



Economi c t rends and prospects

The trend in production and employment in 1982 has been very unfa-

vourable. A year ago exports were growing fast. There were hopes that,

as a result of an improvement in the balance of payments, compensating

the effects of the second oi l shock, a strengthening of internal and

world demand would occur. However, the fi rst half of this year in fact

saw a weakening in several of the EC' s export markets - the OPEC coun-

tries, the non-o-i l developing countries and the United States. These

influences Were sufficient to cancel out the modest increase in domestic

demand in the Community. Overall gross domestic product is expected to

increase a mere 0 3 % in 1982 in volume terms.

These difficulties have been reflected in a renewed deterioration in

business confidence since mid-year. Moreover the latest industrial pro-

duction statistics show .evidence of a renewed drop in activity since

June.

If this tendency was to be confirmed, the modest 1,1 % growth projections

for 1983 in the Commission s Annual Economic Report are likely to prove

over-optimistic.

Unemployment has continued to ri se, and is now over 10 %, i. e. almost

double the level of 5, 4 % reached during the 1978-79 business, recovery

before the second oi l shock. On present trends unemployment is likely to

rise substantially in the coming year. Over 40 % of those currently unem-

ployed are under 25 years old.

Inflation has been decelerating in the EC as a whole, although not as

fast as in the United States and Japan. For the EC as a whole consumer

prices increased 10, 7 % over the last twelve months (ranging from 5 % in

Germany to 22 %in Greece), compared to 14, 1 % in 1980.. In the UK
the slow-down in inflation has been as striking as in the United States.

Further progress is expected in reducing inflation in the year ahe.ad, with

a 1983 average of 8 8 % expected for the EC as a whole (ranging from

3 1/2 % in Germany to 21 % in Greece).

The ba lance of payments current account defi ci t has for the EC as a

whole been reducing, with a total deficit in 1982 of EC~ 15 billion,

representing 0, 7 % of GDP compared to twice as large a figure in 1980. Some



of the largest country deficits as a share of GDP, such as those seen in

Belgium and Ireland, are reducing. But severe balance of payments con-

straints remain in several countries.

Two basic phenomena seem to be overlapping in the present European

economic situation. First , deep structural economic weaknesses have accu-

mulated in many European countries. These weaknesses are manifest in an

excessive share of general government expenditure in gross national pro-

duct as well as in an unbalanced distribution of income between wages and

profits and of expenpiture between consumption and investment. Overall

these have resulted in a low propensity of the productive sector to in-

crease employment. Secondly, there have been, and sti II are , serious

problems of policy management in the world' s principal economic regions,

problems related to the sequence of oi l shocks, to errati c exchange rate
and interest rate fluctuations and to the external indebtedness crises;
this has also led to defensive reactions in trade policies. Together these

problems have been interacting l-Jith the effect of extending and deepening

the recession in world trage and aggravating the problems of managing

internal structural change within Europe.



Pol icy issues : four priorities for cyclical and structural recovery

This combination of structural and cyclical crises has now reached a

point of exceptional gravity. TO ' restore growth and create more employment

strong remedies, coherent ly related to each other across the European Community

and" then concerted with its main partners in the world economy, are required.

Inconsistent and competitive reaction between countries and regions would be

dangerous.
The Commission believes that a comprehensive strategy is required

comprising a broad range of economic and social policies. Four priorities

should guide a coordinated movement leading through a cyclical recovery

into a sounder medi um-term economi performance

(i) strengthen and consolidate actions of macroeconomic stabilisation and

structural improvement where these are necessary;

(i i) take appropriate action to .support activity and to prepare the re-
covery where this can now be done without prejudicing stabilisation

and structural policy objectives;

(iii) reinforce international concertation to reduce the risks of destabi-

l ising developments in different countries or regions;

(i v) support and strengthen the employment-creating effects of these pol 

cies through specific actions in the Labour market, especially where

unemployment is inequitably concentrated.

(i) In the first category efforts should be aimed at two complementary

objectives: macroeconomic stabilisation and structural improvement

With respect to macroeconomic stabilisation important efforts are

currently being made in several European Community countries. It is impor-

tant to support these actions, which concern public finance and incomes,

inc luding issues of indexation in both fields. Inaction in the face of

excessive increases of public expenditure and budget deficits has led several

countries to excessive external indebtedness or has caused too high in-

flation or both. During 1982 important changes in policy have emerged:

Belgium early in the year, with new developments now in Denmark, Ireland, and



the Netherlands. In addition strong measures on the de-indexation of

incomes are at present being discussed in France and Italy, which would

make an essentiaL contribution to the realisation of stabilisation ob-

jectives in these countries. When the foregoing policy initiatives are

implemented they wi II constitute major factors promoting convergence

between the Member States along the Lines that the Community institutions

have been consi stent ly advocat i ng.

With respect to structural improvements it is necessary to continue

and intensify actions aiming at promotion of investment and industrial

change on the national as well as on the Community level. This issue,

which is the subject of a separate communication, is here only mentioned.

However, its direct relationship to employment policy should be under-

Lined. The expansion of productive activity, the establishment of modern

and competitive manufacturing and service industries within a sound eco-

nomi c framework, are the best weapons in the fight agai nst unemployment.

(ii) In the second category, of action to support a business recovery,
the most important variable for the time being is the rate of the interest.

For the present, interest rates are being reduced, and care should be

taken to consolidate thi s trend in the United States and Europe. With evi-

dence of further deceleration in inflation and weak economic activity,

especially in Germany, the United Kingdom and the Netherlands, these coun-

tries can afford to implement continuing interest rate reducti ons in

Europe. Other countries in the Community face substantial balance of pay-

ments constraints. Such countries are not in a position to undertake auto-

nomous interest rate reductions but may follow, in part at Least , a general

downward movement of rates.

As regards budgetary poLicy, if the economic situation worsened, coun-

tries experiencing a satisfactory reduction in inflation should avoid action

to offset the increases in budget-defi~its that would result from the

loss of activity. In other countries, unti l and unless interest rates have

been brought down in conditions of sound pol icy management, there is unli kely

to be a case for budget po l icy re laxat i on.

Interest rate reductions sho.uld sti II in the present phase be the main
agent of counter-cyclical policy. But as and when the scope for interest rate

reductions is exhausted and on the condition that ~oth the pace of infla-



tion has been substantially reduced and public finances are
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policy object iveso Such budgetary action couLd typically include tax-cuts
or changes in tax and expenditure structures designed to have maximum

supply-side and employment benefits.

(iii) The third category of actions concerns particularly the field of

international finance, exchange rates and trade policies.

First, within the Community, the European Monetary System must con-

tinue to be carefully managed and exploited as a valuable safeguard against

destabi l ising influences that are latent in the international economy.
In parti cular the EMS serves as a guarantee against exaggerated exchange
rate movements, contr i butes s i gnU i cantl y to the conve rgence of economi 

pol icies and constitutes the necessary base for a better organisation of

monetary cooperation between Europe and its partners. The Community cannot

but benefit from a simultaneous strengthening of the mechanisms of the EMS

and of the convergence it bri ngs about.

With respect to international monetary questio~s the Community should

at persuading the United States and Japan to impLement monetary policies

adequately adapted to these countries . effect'ive responsibilities for the

stabi l ity of the world financi al and trading system. This means notably
that theEC, Japan and the United States reach an agreement on the

necessity of a higher degree of stabi l ity of interest rates and of exchange
rates and take the appropri ate measures to thi send.

aim

An early and substantial agreement on the replenishment of the finan-

cial resources of the IMF must be reached.

Trends towards trade protectionism must be strongly resisted and the

Community should participate to all efforts including those involving interna l
adjustment measures, aiming at ensuring a sufficient expansion of trade with

developing countries.



(iv) In addition to these; actions , further, more specific initiatives
need to be taken in order to create more employment opportunities

Young people continue to be among the main victims of the

recession, experiencing increasingly long speLLs of unemployment before

and between jobs. The unemp loyment rate for young peop le is now over 20%.

Further progress needs to be made in the imp~mentation of the
Community- wide guarantee of training and work experience for young

peopLe as agreed in princip le by the European Counci l on 29/30 March

and as further defined by the Commission in its communication to the

Council on Vocational Training in 1980s, supported by its Opinion on

the Review of the European Social Fund.

However great the effort on training, the results for the young

unemployed will depend largely on the success of overall economic

olicies and the availability of empLoyment opportunities.

Urgent consideration needs to be given by public a4thorities

and social partners alike to the further development of special
recruitment programmes for young people linked when appropriate to

reductions in working time. Different kinds of direct or indirect employ-

ment subsidies could be used to stimulate this kind of arrangement and

to help disadvantaged young people obtain stable employment either in

commercial or industrial firms or in non-traditional forms of enterprise
or activities. In any case, rather than a new analysis of this well-known

problem , it is vigorous and quick-acting measures wh i ch are needed now.

The Community has a role to play, in particular through its

financiaL instruments , in supporting the expansion of special employ-

ment provi sions for young peop le and other di sadvantaged groups such

as the long-term unemp Loyed. The Joint Counci l welcomed the

Commission s intention of presenting proposals for specific measures to

promote the recruitment of young people and to increase the volume 

employment opportunities avpilable to them.



On the reorganisation of workin~ time , the Joint Counci l on

16 November endorsed the Commission s view that a reorganisation of

working time , possibly in .combination with a reduction in working hours
can Lead to an increase in empLoyment provided that the competitive

position of firms is not impaired, that there is sufficient flexibility

in Labour markets to prevent labour bottlenecks, and that constraints

resuLting from differences in production methods and/or scale 'of

operation are accepted. Moreover, reductions in working time must not

be systematically offset by increases in overtime working. The detai 

of any attempt to reorganise worktime should be designed and negotiated

at the most appropriate level. Indeed , job creation and job maintenance

through working time reductions are already becoming a feature of

collective negotiations.

Governments could consider to what extent they might share in

the costs of Launching new working time arrangements and should seek to

remove Legal or other obstacles to a more flexibLe .organisation of
working time.

In order to stimulate policy convergence, the Commission will

continue to .work towards the formulation of a Community approach where
appropriate, on the reorganisation of working time. The Commission has

already tabled proposals on flexible retirement and voluntary part-time

work, on which it hopes for early agreement in theCounci l. It intends

to present a memorandum on the reorganisation of working time before

the end of the year.

The Commission wi II continue to play its part in empLoyment affairs

attaches a particular importance to the close and continuing association o
the social partners in the development of Community policies.



Mai n economi c i ndi cators for the European Communi ty, Uni ted States and Japan

1970
1979

TABLE I : Gross domestic product (percentage change at constant prices
on preceding year EC countries , EC, USA , Japan, 1970- 1983)

1978 1979 1980

OKJ
1)4
GR2

IRLJ

NL.
UKJ

4,4 2,4

0 ?

2:0

9 -
3,5

2,7

USA
JAP

1,4
-0, -16

2:5
4,4

1981

-17
0:'

-0,

-0'
-2:4
-11
-1;9

-0,

1982 1983

TABLE 2: Deflator of private consumption (percentage change on
preceding year, EC countries , EC, USA , Japan, 1970- 1983)

IRL

USA
JAP

1970
1979

11,

12,

1978 1979 1980

23,
13,
18,
20,4

1981 19821 19831

18,
16,

21,

13,
15,

2,4

13,4

14,

10,

12,

19,

TABLE 3: Number of unemployed as percentage of working population TABLE '1-: Balance on current account (per cent of GOP, EC countries
(EC countries, Ec, USA, Japan , 1970- 1983)

EC, US , Japan, 1970- 1983)

1970
1979

1978 1979 1980 1981 1982 1983 1970 1978 1979 1980 1981 19821 19831
1979

8,4 9,4 11, 13, -5, - 5,4 -4, -3,
8,4

3,4 -; 2, -4, -3, - 3, -4,
-1, -1,

(2, (3.1) (3, -2,4 -2,4
-0, -1, -2, -1.9

IRL
8,5 10,5 IRL -3, -8,4 -13,

2,4 -2, -2, -1.3 0,5

23, 28, 20, 19, 18,
10, 13,
12,

-1, 1,4
-0, -0,

9,4 -0, -0,4 -1,4
USA USA -0,
JAP 1,7 2,2 JAP -1, 0,4

-0,5

-0,

-0,
-0,

2,4

-0,

TABLE 5: General government h~nding or borrowing (- ) as percentage TABLE 6: Money supply M2/M3 (percentage change at end of year on
of GDP (EC countries, EC, 1970- 1983) twelve months earlier, EC countries , EC, USA , Japan, 1970- 1983)

1970 1978 1979 1980 1981 1982 1983
1970 1978 1979 1980 1981 1982 1983

1979 1979

-6, -9,4 -13, -12 -12
-3, 6,7 10,

-3, - 3 -4, 10,
-5.1 -5, -10 39,4 18, 29,

-0, 0,5 -3, 15, 14,4
IRL -10, -11, -12 -15 -14 -14,4 IRL 28, 19, 16, 17, 16, 16,5

-8, 9,5 -11 -11, -11 19,
-1,

-2, - 5, 11.6
-3, -3, -3, 13:6 15, 12, 18,

-4, -3, - 3 - 5 13, 10,
USA 10,
JAP 16, 13,

SOl/r('e. Commission services.


