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COMMISSION :
\ CFTHE Brussels,15.0ctober 1980 ... ...
¥ EUROPEAN COMMUNITIES :

Annual Economic Report 1980-81

Foreword

The Commission's proposed "Annual Economic Report' for 1980-81

is submitted to the Community institutions in accordance with the Council's
1974 Decision (1) for attainment of a high degree of convergence of econo-
mic policies of Member States. The Council is required in the fourth quarter
of each year - on proposal of the Commission and after consulting Parlia-
ment and the Economic and Social Committee - to adopt an annual report on
the economic situation in the Community and to set economic policy guide-
lines to be followed by each Member State.

As in previous years the Commission has also prepared, as a separate
background document to the "Annual Economic Report", an '"Annual Economic
Review'" which contains a more detailed factual analysis of economic trends
and the outlook for the year ahead. This second document is submitted to
the Council, Parliament and Economic and §ociaL'Committee for information.

Contents

Introduction

I. The Community economy after the second oil price shock

(i) The external price shock and the world economy
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(i) The policy framework
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Iv. Con;LusioﬁS

(1) Article 4 of Decision 74/120/EEC of 18 February 1974, smended by
Decision 75/787/EEC of 18 Decpmber 1975. The periodic report on regional
developments provided for under Article 4a will be submitted in 2 separate
Communication towards the end of 19860.

Provisions! address: Rue da la Loi 200, B- 1049 Srussels — Talephone 735 00 40/ 735 80 40 ~ Telegraphic address: "COMEUR Brussels' —
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introduction

For the second time in a decade the Community has entered a phase
of decline in demand and economic activity due largely to an extérnat
shock. Although the cyclical downturn now under wey is Likely to be more
moderate than in the 1973/74 recession, the recovery may not be as
easy and rapid as after the 1973/74 oil price increase. While, in the
past, economic policy was often perceived as a problem of demand
management in a world based on the assumption of unlimited supply of energy
and raw materials, the importance and critical value of supply constraints

and structural adjustment problems are now evident,

The economic performance-of the Community, indeed, cah noe longer mainl;
be measured on the basis of simple criteris tike the rate of growth of
gross domestic product from one year to the next, The major criterion
long~term trends, This implies reducing dependence upon dmported oil,
facing up to increasing competition in the world market, strengthening
the structural base of the economy tﬁvough an tncrease in the investment
ratio, and thus fundamentally succeeding in creating more employment in cond-

itions of improved competitivity.

The present report is addressed to these issues, as well as to
the immediate problems of managing short~term econcmic trends in such a way
as to minimise the inevitably unfavourable 1impact of the second oil

shock on inflation and employment,

In drawing up this report the Commission has had in mind the
views of the European Parliament as expressed in various resolutions,
notably the reéotution of 9 July 1980 on the economic development 1in
the Community during the first half of 1980 and the application of the
Council Decision on convergencéy as well as the opinion of the Economic

and Social Committee on the Economic Situation in the Community {(Mid 1980).
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I. The Community economy afier the second oil pri.e

(i) The external price shock and the world economy

The oil price rise fiom the end ¢f 1978 -c mid=1980 rezched a magnitucs

]

comparable in real terms to that experienced in 1973/74. The (ommun iy’

(92

oil import bill has as a result risen from Z,4% of GDP in 1978 to about 4%
in 1980<?)and the mechanical impact on the consumer price Level would be
about 3 1/2%, before allowing for rises in other energy prices. The weaker
rise in other commodity prices, and the stronger performance of Eurcpean
exchange=-rate currencies have, however, meant that the overall terms of_

trade loss for the Community in 1979/80 has been under half that seen in 1973/74.,

Nonetheless 'the overall depressive influence coming from the external
sector are.powerfut; The growth of world trade, estimated to have been
6 1/2% in 1979, 1is likely to have dropped to 2 1/2% in 1980 and is forecast
to be some 2% for 1981. Business cycles in the OECD area have moved more
closely into Lline 1in 1980, with falls in output apperimateLy coinciding
in the United States and the Community in the second quarte;ﬁ falling or

stagnant output is expected in both cases until about the end of this year.

The current account of the Community has as a result of the oil
shock and cyclical influences passed from a substantial surplus in 1978
to a very Large deficit in 1980. The oil bill alone increassd by %60 billion
over these two years. In part this has to be accepted as an inevitable
thange that will endure for some t{me. However, the Community economy has
at the same time been losing ground in world markets, and as a result its
share in the QECD current account deficit has been increasing from about
a third in 1979 to about a half of the much larger totals expected
for 1980 and 1981. Thus the Commurity is taking a bigger role in shouldering

the counterpart to the OPEC surplus than the United States and Japan.

salun

(1) The hypothetical increase in oh

e Community's il hill dus to tne ise
in 0il prices in dollars between end 1978 and end 1930, suUTING Mo
change in the volume of 25t £5, rrpresents 3,4Y of  amunity GDP
in 1978, or 3,0% taking account 7 the appreciaticn of “he L0U aca
the dollar. The reduction in oii import volumes and "he iica in
Lommunity's nominal GDP between 1978 and 1780 Lead 7o an actual v oo
of 1,6% in the oil dmport bill as a share of GDP i whe ¢ it LA,
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(41) Current trends and prospects in the Community economy

The business upswing that ended in early 1980 lasted about 2 1/2
years, during which the average annual rate of GDP growth was 3 1/2%. This
growth proved just sufficient to stabilise total, officially recorded
level of unemployment at about 5 1/2% of the active labour force,

However, this figure concéats the fact that labour shortages
in key regions and skills tightened considérabty.over the period, thus

pointing to a trend rise in structural unemployment.

wWhile the Commission's forecasts for the years 1980 and 1981
(see Table 1) show continued Low growth of 1,3% and 0,6% respectively,
the more precise cyclical profile expected within these annual averages
is one in which the low=point in activity 1is reached in the second half
of 1980, with a gradual resumption of slow growth to emerge during 1981
Total unemployment is expected to rise on average in both years, reaching
6,8% for 1981 as a whole.

The growth of real disposable household incomes came to a halt in

early 1980 as the increased price of oil and other inflationary factors

" worked their way through to consumer prices, with a Less sharp parallel
acceleration of wage incomes. Until the second quarter of 1980 a reduction
in the savings ratio had maintained the growth of private consumption,
but then it seems that a modest compensatory recovery in savings took
place, causing reduced levels of real consumption in middle guarters of
1980. Thus, the most important, direct contribution to the slow-down in
activity has come from the drop in real private consumption in the middle '
of 1980. Domestic demand as a whole has slowed down (from 4,6% growth

in 1979 to 1,1% in 1980) more sharply than exports and production.

A moderate weékening of stockbuilding activity has quickly
followed the private consumption trend in 1980. On the other hand, private
investmenﬁ activity has so far remained relatively buoyant (rising 2,1%
in 1980) ,and public consumption has likewise continued to grow in volume

terms, albeit =% a slower rate (2,0%) than the year before.

eelau


User
Rectangle


Table

The Community economy 1960~-81

GDP ~ Product- Rise in Compen- Current General  Savings Monetary Unemployed
volume d{vity ~ consumer sation account government ratio of supply in Labour '
growth growth prices per balance of financial house= growth force
- employee payments deficits holds =~ M2/M3 ;
—~— (1) ARLD oLd e/l
A, 3, @ % @ % Gop % % g 2y
GDP
1960-72 4,8 4,6 4,0 9,3 0.5 ~0,3 .. 1,3 2,2 )
1973 5,9 4,8 8,2 14,3 0,1 -0,7 18,1 17,5 2,5
1974 1,7 1,6 12,7 16,9 -1,0 -1,7 18,6 12,4 2,9
1975 -1,4 -0,1 12,5 16,6 0,0 -5,6 19,4 13,2 - 4,3
1976 5,0 5,2 10,3 1,6 - -0,5 -3,8 18,0 - 12,7 4,9
1977 2,3 2,0 9,8 10,0 6,2 -3,3 16,8 12,7 5,3
1978 3,0 2,6 7,3 9,4 0,8 -4,0 16,8 13,5 5,5
1979 3,4 2,6 8,6 11,1 -0,5 -3,6 17,1 12,2 5,6
1980 (1) 1,3 1,2 12, 13,1 -1,5 -3,5 16,5 10,6 6,0
1981 (1) 0,6 0,9 9,7. 10,7 -1,2 -3,9 16,8 9,0 .

6,8

- . e B 8 B © § G & i e e e G W A E————— A S P b & ot o —— . —— ———- i a0 B— ) - Wit T S S st

(1) Forecasts of the Commissior staff on the basis of present or anticipated policies.

(2)X% change over previous period.

(3) Per occupied person, whole economy.
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The expected resumption of‘growth in 1981 js based on the
assumption that real disposable incomes will be beginning to increase
again slowly in the first half of next year, with only a small further rise
in the savings ratio, thus contrasting with the shafp rise in sévings
observed ih 1975, which was the main trigger of the severe recession
after the first oil shock. The weakening of stockbuilding and jnvestment
in 1981 is also Likely to be relatively mild, this being consistent
with the much Lesser erosion of corporate profitability and liquidity
in the present cycLe: compared again to 1973-75. The balance of foreign -
demand should also strengthen in the course of 1981. The overall risks in th
outlook weigh perhaps more heavily on the down-side.

The acceleration in consumer price inflation, with a rise of some
12% in 1980 compared to the low=-point of about 7 1/2% recorded in 1978,
has been almost as severe on average as in 1974/75. However, the GDP
deflator and labour unit costs, which are more reliable fndicators of
the underlying rate of inflation, showed a smaller acceleration in 1980.
A more markéd slow-down in consumer price rises is expected in 1981
(to 9,7%) than in the case of these other measures. Correspondingly,
the divergence inflation performance has been worse at the consumer
price level, than for GDP prfces and labour costs: the diffefence between
the highest and lowest rates of increase of consumer prices is expected

to fall from 15 percentage points in 1980 to some 10 points in 1981.
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II. Policy Issues for the Community

(i) The policy framework

The underlying, medium-term objectives of policy must be to increase
- employment in conditions of improved stability of prices and competitivity.
In terms adapted more closely to the immediate economic situation, as

it stands in the autumn of 1980, policy in the Community in general

must aim to:

(i) Achieve a firm and substantial deceleration in inflation, and a renewed
convergence between Member States: some deceleration is now in sight
on average, and some aspects of recent price and cost performance have
_been commendable, but these better features of the situation need to

be rapidly consolidated and strengthened.

(i1) Prevent the preseht cyclical down-turn from becoming a cumytative
recession, and assure that the likely recovery of growth in 1981 keeps

to a sustainable trajectory,

(ii1) Maintain control over monetary developments within Europe, and help

adapt Community and international monetary arrangements to new needs.

(iv) Give priority in budgetary politcy to adapting public expenditure and

taxation to the needs of restoring productive potential.
(v) Proceed rapidly with investment in energy saving and production,

(vi) Improve the Community's competitviveness,strengthen investment, encourage the
movement of resources into new industries and sectors with continuing growth
potential, and sharpen the efficiency of market mechanisms to favour

productive investment and employment.

(vii) Face the problems of unemployment with a combinationofactions to
favour the creation of economically viable employment, to adapt the
labour force to new needs, and ease the burden of the temporarily

unavoidable level of unemployment.

*

While most of the instruments of economic policy for the pursuit

of these objectives Lie with Member States, the Community has a substantial
role and responsibilities which are of two kinds:
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(i) Define a concerted framework for action by Member States, identifying
on the one hénd, elements of common policy orientation, and on the other

hand, where there is divergence”between Member States, in what respects

convergence towards a Community norm is desirable,

(ii) Apply its own financial, monetary and sectoral policy instruments

consistently towards fulfiliment of these objectives.

The concerted response to the present general economic situation

should be based oﬁ the right strategic mix of demand and supply policies

and notably the right balance in their application to short and medium-

term problems. Short-térm adjustments should be more moderate than at

times in the Last decade, and a heavier weight has to be given to reducing
medium-term inflationary expectations and improving supply conditions in

the economy. This in turn means a steadier management of monetary aggregates,
exchange-rates and budget balances than in earlier economic cycles, and
giving a strong twist to the numerous policy varidbles within the overall
structure of public expenditure, taxation and regulation in order to

strengthen economic potential.

Diversity -in the economic étnucture in the Member States 1is 1in
many respects natural and desirable - certainly in the pursuit of
max imum comparativé advantage‘and adaptation to local tastes and conditions =
although the Community aims at a convergencg‘of Levels of economic development,
In addition, convergence between Member States in inflation and costs, in
the profitability of the enterprise sector, and in financial policies
conditioning competitiveness is a matter of vital concern to the Community
as a whote. In this regard there is ihcreasing consensus throughout the
Community that this convergence needs to be combined with an
improvement in the average rate of inflation, average degree
of international economic'competitiveness, and éverage rate of investment
in the Community; success in each of these respects would be mutually

reinforcing.

The Community's own instruments of boLicy, actual and potential,

can gontribute - t0 a constructive response to present problems,
inter alia through a coherent management or development of its instruments of
policy in the domains of trade, agriculture, industry, competition, employment
and the regions. In the present context, two domains of policy at the Community
level have a particularly important role: monetary and exchange-rate policy,
and energy policy. The European Monetary System is an essential component in the
articulation of compatible, national monetary policies aimed at stability and €
convergence. It is élso an essential bridgehead for the Community in its econon®
relations with the rest of the world in several ways: the exchange-rates

eel e
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‘between the ECU, dollar and Yen are of vital concern to the coherence
of the Community's trade pbticies in the world; the ECU has a potential
role in the changing structure of international reserve assets,

Common action in energy policy has to be founded on a stronger effort

- in investment and besearch (supported in part by the Community's

own financial instruments) as well as by a stronger concertation of

natjonal energy policies in the pricing, fiscal and regulatory domains.

(i) Measures for stabilisation and recovery

(a) Monetary policy

The pricrity objective of monetary stability, both for itself and
as a precondition for the resumption of growtﬁ, requires that control of

the monetary aggregateslbe kept on a steady course. Policy has in this

respect been more effective in the recent beriod,\than for example in 1973
to 1975. Notwithstanding short=run problems of money supply management
that have arisen at times, money supply in the aggregate in the Community
has decelerated from 13 1/2% in 1978 to about 10% at present, whereas in
1973 it rose to 17 1/2%. In thé year ahead the growth of money supply
should decelerate a Little further . on average, allowing for\éome
easing 1in monetary conditions in Member'States where performance is below

the target range and considerably SLowerlmoney supply growth 1in others.

A steady money supply policy in the period ahead is not incompatible
with helping assure a recovery in the business cycle. On the contrary,it.

could be compatible with a decline in interest rates, which has already

begun to take pLace in several Member States. However, the restrictiveness,
or otherwise, of monetary policy, and the desirability of a concerted eas1ng

in interest rates, both depend thaLLy on a reduction in the rate of

~
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inflation. If the rate of inflation is reduced, then the average money
supply growth postulated would not curb a recovery of growth. If the
expected, underlying rate of inflation is s%gnificantLy Llowered, in
addition to achieving jmmediate results in terms of prices and costs,

the prospects for further significant interest rate reductions would become

good; subject also, however, to international interest rate movements.

(b) Incomes ,

A pronounced slowdown of infLatioh is a major condition for an
improvement of the propensity to invest and a strengthening of the confidence
of househoids,which in turn is required to prevent a precautionary rise
in the rate of savings and decline in consumption. Trade unions and enter-
prises for their part have an important role for securing the neceiséry

process of disinflation. Wage bargaining behaviour must adapt to the

constraints set by stabilisation policy and to needs of a competitive structure
of costs as between industries and'countries. If this is done employment
prospects can be improved at the same time as inflation is reduced.

If these needs are disregarded, then the employment costs of price

stabilisation will be made much higher.

* Given the need to allocate an increasing share of GDP to invest-

ment and to expand the volume of exports relative to the volume of
imports so as to reduce the current account deficit, there should be

at best in some Member States only a slight increase in real wages in the
year ahead. In other cases where the profitabitity of the enterprise sector
is plainly inadequate, where inflation rates are highest and unemploy-

ment rates are rising steeply, and where the largest balance of payments
adjustments are needed, scme decline in real wages is appropriate.

Thus in the Community as a whole real' wages.cannot be allowed to rise

fully in line with productivity over the coming years.

Given the priority need to reduce inflation and the Little or no

scope for real wage increases, nominal wage settlements must on average

decelerate in the year'ahead. In the past year they have accelerated,
although less so than at a comparable period after the first oil shock.Some
elements of a better adjustment to the second oil shock, compared to
reactions to the first oil shock, have thus been acﬁieved in the past year.
In some countries the terms of trade loss has been absorbed in nominal

wage settlements . In some countries with wage indexation practises

(Denmark, Netherlands) steps have been taken to modify indexation mechanisms
to prevent the oil price rise leading to secondary cost inflation.

But performance in this regard has been uneven. Some other countries have

eel ..
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adapted their indexation mechanisms insufficiently, or seen too high
.nominal wage settlement$.and these divergences cannot

be continued without inflicting real damage on the economy.

It -is not appropriate to make simple, sweeping judgements on the

_effects of indexation mechanisms as such, because they can exist with differ=~
ences in degree which at the Limit become hardly distinct from the

problems of general pay bargaining. It remains highly desirable, nonetheless
that such indexation mechanisms as do exist are used with sufficient
flexibility or limitations to avoid passing on into prices unavoidable

terms of'trade Losses, and to allow other necessary~adjustments in income

.distribution or tax structure without causing extra inflation.

(c) Internationat financial policy

Exchange-rates as defined in the framework of the European Monetary

System are the cornerstone in the implementation of the Community's
‘économic pglicy guidelines. Exchange-rate stabi[ity in the Community oVer
the past yéar has.heLped contain divengences in inflation rates, and to
limit the uncertainties created by the second oil shock. Monetary policy
in the last year, internal and external, has been more convergent than the
behaviour of the reat ecoﬁomy. The Llatter must now adjust more rapidly,

in ways already indicated above.

The measures to be taken in passing to the second phase of the

European Monetaky System, as provided by the European Councils of Bremen

and Brussels in 1978, should further improve its functioning, and strengthen
its role - already important - in stabilising exchange-rate relations.

Ahong the objectives set by the European Council the following may be
recalled: the development of the role of the ECU to permit it to be used
‘fuLLy as means of settlement and reserve asset; the qonsoLidation of

the mechanisms of the system in the European Monetary Fund; the"compteted
membership of all Member States (the United Kingdom has indicated that in prin-
ciple it envisages its full participation as soon as circumstances permit);
and a more unified position of the Community in international monetary
cboperation, including as soon as possible the development of a coordinated
poLicy'towards the main international currencies, notably the ddLLar and

yen.

.I/I.
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~The Community should help assure the adequacy of arrangements for °
the recycling of OPEC surpluses. In addition to supporting the efforts
of the international-organisations which bring together all groups

of countries, the Community should proceed with an adaptation of its own = _

balance of payments borrowing and Lending facilities to the new circumstances-

’

(d) Budgetary policy

-Given the prevailing monetary and financial constraints there

is only Llittle scope for taking global budgetary policy measures to stimulate

activity during the cyclical slowdown. The growth of tax revenue is,

however, due to the operation of automatic fiscal stabilizers Llikely to

stow down over the next 12 months and the present level of budget deficits

couLd only be maintained through - additional expendituré cuts which

woutd tend to depress activity even further. Member States should therefore

as a group be prepared to accomodate a certain rise in borrowing require=-
~ment of general government in 1981, this nonetheless Leaves some Member.

States obliged to redﬁce their public deficits in the cases where these

have become massively excessive, and prejudicial to monetary stability

and efficient resource allocation. The major changes in budgetary policy

in the Community as a whole need to come within the structure of public .

expenditure and taxation. Here priority must be given to strengthening

the structural base of the economy and prombting economic growth through

adaptation of supply conditions. Governments should pursue efforts to restrict

the expansion of expenditure on public consumption,-subsidies or transfers

financing private consumstion in order to provide room in the pubL1c budgets

for expenditure to promote economic growth through the investment.

This means changing trends evident in recent years. While public
expenditure in the Community has increased to a record level in propértion
to GDP, andcincreasing part of this expenditure has been allocated to a

financing of consumption either directly in the form of public consumption

or indirectly through transfers to finance household consumption. ,
Substantial subsidies or capital transfers to industries in difficulties

have also been given priority as stop-gap measures to prevent Lay-offs'®

or cLosures, although this often implied supporting low=productivity enterpr1ses,

and bLockwng necessary structuraL changes,

nu/w- .
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Public investment and other cat gories of non—obligatory expenditure
have, on the other hand, been severely restricted in order to maintain
the overall budget deficit within Limits compatible wWwith monetary and
financial stability. Moreover, despite a need for a revival of investment
and a strengthening of business confidence, tax systems in

on the whole maintain a comparatively heavy tax burden on enterprises and
employment. Similar reasons explain why budgetary measures aimed at
granting tax relief for energy saving investment, stimulating research
and development as well as capital transfers and grants to promote the
expansion’of public utilities and communications often remain severely

restricted.

Thus the structure of public expenditure and taxation needs to be

twisted strongly in favour of action to increase productive potential,
implying the need to curb the automatic growth dynamics of welfare and
consumption expenditures, and rigorously cutting down subsidies which

no Longer{correspond to priority economic needs. Similarly pricing
policies in public enterprises shouLd reflect full economic costs.

The pure macroeconomic, cycL1caL demand management function must be more:
constrained. The ob;ectwves of employment and growth have to be pursued
from within the given budgetary aggregates by the changing of priorities

at the Level of individual expenditure programmes and fiscal instruments.

Programmes for investment by public authorities and public utilities,

take time to prepare, and experience has shown, at least in some Member
States, that the lack of mature projects and delay of administrative
procedures often exert a more effective constraint upon “nvestment activity
than the availability of funds. Member States which do not already possess
a certain reserve of projects might therefore usefully afﬁéady now

take steps to speed up the planning of investment programmes = not least

in the case of projects eligible for Community funds or other financhial
assistance. In the course of the next half-year it will be evident whether
activity will recover sufficiently firmly. The greatest needs for public

investment now ﬁypitaLty exist in such fields as environmental improvement,
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urban renewal and energy saving in housing.

(e) Energy policy
Energy supply is at present z major constraint upon

economic4growth. This has led the Council, on 13th May 1980, to adopt new
energy policy targets for 1990 as follows: '

(a) reduce to 0,7 the ratio between the growth of energy consumption and
the growth of GDP (subsequently lowered to 0,6 at the Western

 Summit ‘in Venice);
(b) reduce the share of oil in total energy consumption to 40%;:

(c) increase the share of coal and nuclear power in electricity production
to 70/75%;

(d) accelerate the utilisation of new and renewable energy sources;

(e) follow energy price policies appropriate for achievement of these objectives

While costing around & 11C billion, oil imports in 1980 to the Community

are estimated to have fallen in volume from the 1979 Level (14% in the first
niné months of 1980 over the corresponding'period of 1979). This, however,
is to a large extent attributable to the slow growth of sctivity and to a
technical adjustment following the large stockbuilding in 1979 and is not
indication of an adequate energy saving performance. The Commission is
currently reviewing the adequacy'of national energy programmes, and will
make a Communication to the Council on this subject shortly. Increased
efforts may in fact be needed if the energy policy targets are to be

reached at the end of this decade.

The positive opportunities for investment and employment in the

energy saving or production have now been shown to be very large indeed.

The scale of activity required in energy saving in particular, in both the
household and enterprise sectors, is such that it would have some significant
impact on overall investment and employment trends. While investment in
erergy saving is increasingly cempetitive against the price of energy
supplies, the actual scale of invesment is so far failing to exploit

the opportunities available. A lowering of oil imports through energy

saying investments, the expansion of domestic energy supply, and a reduction
of energy consumption for heating and transport will exert a Lafger

stimulus to ecornomic activity than conventional demand management measures

which normally are considerably weakened due to the Leakage into imports.

Y
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Much of energy saviﬁg in&estmenf involves the construction sector, where
there is spare capacity at the present time in most countries; but bottlenecks
exist "in the supply. and organisation of skills and servﬁces for energy saving
" work. ’ ‘ I ‘
The principal economic policy requirements for assuring a massive

effort to improve energy saving and production lie in the domain of pricing

and fiscal policy, and 1nvestment financing; on both subjects the Commission

has submitted Communications to-the CounciL during the current year.
In general Member States have, r1ghtty, adopted harder pricing policies
than after the first oil shock: price rvses have’ been passed through quicker
to the consumer, and there have been substant1at upward fiscal adjust-
ments in the past yeér in several Member States. Energy consumptwon
taxation varies greatly between Member States. These differences should

" be diminished while at ‘the same time maintainingia clear pricé_signaL»

to energy consumers.

In the financing‘of-investmeht in the~eneréy field, public

bedgets should give a priority to supporting energy saving and research.
and development programmes. Outside oil and-gas production there -are

very large Loan financing requirements for ambitious jnvestment programmes,
for example in nuclear power and coal mining, and in these cases the

“Community's financial instruments are well . suited to playing a role.

(f) Industrial and ihvestment poLiqx_"

.

Since 1974 the rate of fixed 1nvestment has been cons1derabty Lower

than in the 1960s: the rat1o of gross fiked 1nvestment to GDP has fallen
from some 257 in the period up to 1974 to cLose to 20/ in 1980 PartLy as a

consequence of th1s faLL 1n Cap1taL formataon, the potentwal rate of growth outut

el un
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may have declined frem around 4,5% in the period 1960/73 « e 2,54

i the period since the 1973 oil shock, A g

of economic growth cannGt be reald
S0P allocated to gross fixed capital formation. Moreover, the necessary
renewal of par¢s of the p@oduction apgaratus to reducs enérgy consumption,
comply wiih anﬁiwpoLLutiéﬁ rfgutatiohsf reduce costs, etc. will require

at least a temborary increase in the investment ratio without giving

an aucelerati
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Economic recovery has to b based ingustries

with future growth potential, and an incr L L0 assure

the changs of economic structures thaet This would fmply. ¢ 95 not easy to
summarise adegua PLy for the Community as a wholg the siteps thet would

achieve these objectives. Some major exampleos can be quoted togethner wit

identification of broad aress of policy that warrant «le

Industries with growth potential are in g

example microelectronics,in which the Community

its relative position in the ﬁndustriat'wmridm
already mentioned, is one in which there is a massive Latent demand that
can be supplied by inserting new skills and products irto the éxﬁsting
structure of the construction sector and household services.

[

The Community has 7ts own rote in aiding the GCV”LOpmth\ of new
industries and products. The Commission intends for 4vs part, notably

in the area of internal market regulation, to favour the setting of technical

norms for new products ex ante at the Community level, rather than to rely on

ex-post harmonisation of national practises. - . : .

o 3

it s dncreasingly recognised that small and medium~term enterprises

offer areat scope for employment creation, flexibly adapted to. chang1ng market
conditions. The uomm1ssvon wiltl shortly subm ‘Communication to the
Councii, to open the debate at the Community LeveL on how best help the

devciopmeﬂt(wf entarprises of this category.

re of % system of taxation and 1 NE10g such a3 texation of
;
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profits and dividends, depreciation rueni,

subsidies, Yo, aay alsc exert a3 strong

W

Existing poticies in thase respects are highiy

States anc extremely complex, Several Member
their aids or tax systems affecting invesiment. and & more extenzive
enquiry at the Community level intc the most effective technigues in tnis
area would seem warranted. In some Member States there are grounds also for
removing subsidies to savings that go into riskless government bonds and
other forms of passive ihveStment, which have the effect of depressing the

relative profitability of risk taking capital.

{(g) Manpower policy .

In the immediate future the combination of factors affecting the

Labour market are bound to cause scme increase in the level of unemployment.

On the one hand, the demcgraphically determined increase in the potential

Labour force will be rising throughout the early 1980s at a maximum rate

of 2 1/2 to 3 million young people entering the Labour force each year.

On the other hand, the new oil shock has caused a significant Lloss in economic
potential, which will take time, investment, retraining and reorganisation

to make good. Since this new phase of adjustment is also coupled to the

need to reduce inflation, the combination of circumstances would, spontaneously,
create a sharply rising trend in overall unemployment. This would hit young

people, being new entrants into a weak Labour market, particularly hard.

These conditions call for a particular set of priorities to guide

the development of manpower policies. These must be addressed to {a) the

special problems of increased youth unemployment, (b) the adaptation of
vocational skills to the new pattern of demand, and (c) to achieving a
better balancing of supply and demand in the Labour market in ways that
are not prejudicial to the competitivity of industry nor to the need for

flexible adjustment of economic structures.

Some Member States, notably Germany, have introduced Large scale

vocational training and work-experience schemes for school lLeavers. Such

schemes could be developed more extensively elsewhere, and there .is.a
strong case for directing their expansion towards skiltls in newly increased
demand like energy saving and many service sector activities. Budgetary
constraints on public expenditure are of course severe; however, the
desirability of expenditure of the type here in question, compared to
increases in éither the volume or rates of unemployment benefits, fis an

.example of the type of changs in the structure of public expenditure to

o j{. -
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be aimed at. Only a small part of the age group 15 to 25 benefjt from

vocational training schemes. In a period of faster structural change

there will be a toncommitent growth in demand for training and re-training.

The Community has contributed to the vocational training schemes and to
employment promotjon through the European Social Fund, which in 1979

granted 300 million ECU to these purposes.

For adapting lLabour supply and demand, an accelerated cut in
standard working hours would not by itself guarantee a redistribution of
the existing volume of work, and could, in addition to'risking cost
increases, create additional unemployment due to bottleneck problems.
There are many other ways, however, in which a more flexible approach

to working time may be realised: social security rules and labour market

legislation in several Member States restrict the resort to part-time
employment and should be reconsidered. While this would in some countries
increase Labour supply, the overall net impact on the labour market

shoutd be positive, as some‘exper{ences have shown. A general lowering

of the retirement age would not necessarily correspond to the desire

of all employees and would moreover go against trends in mortality

and health. A more flexible attitude to retirement based on the individual’s
health, preferences and aptitudes, dncluding a possibility for a gradual
retirement through resort to'partntime work for persons above a certain

age might, however, contributewimportantly to the welfare of elder

citizens and create additional employment possibilities for the young péopLe

Some Member States have introduced special employment or recruit-

ment subsidies for young people - in some cases to offset the impact of

statutory rules on minimum wages and in at least one Member State a direct
Link between early retirement and appointment of new young employers has
been applied during a certain period. Such schemes can have a far more
rapid and extensive coverage than individualised schemes for vocational
training; however, they should be seen as a possible complementary
technique rather substituting for a strong vocational training effort.

Spetific job creation schemes may give a higher assurance of creating additi

al employment, but the constraints here are those of budgetary cost, and the

objective of Limiting public sector employment.
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the last few years led the authorities to introduce, in Dece

austerity programme aiming at an improvement of the econom ‘s ocompetitive
P Y

P

“position. 1In 1980, the deterioration continued as a result of the unfavoure~
ble development of the terms of trade and the increase in the burden of
servicing the external debt, a situation which necessitated, in May 1980, a
strengthening of the restrictive measures Leading to the adoption of a pluri-

annual economic programme.

The decline in activity recorded in 1980 (a fall of about 1 % in
real gross domestic product), togetherwith an increase in unemployment, is
essentially the result of a weakening of internal demand caused, in part, by
the effect of the restrictive measures which concern principally private

consumption.

The outlook for 1981 points to a gradual deceleration both in the
decline of domestic demand and in price inflation; the deficit of the current
balance of'payment atthough expected to be Lowér than in 1980 will remain an
important constraint for economic poticy. If a Lasting improvement in the
1‘xtetnat accounts is to be achieved, it appears inevitable that a reduction in

real disposable income per capita must be accepted by the poputatwon for a

‘umber of years. Parallel to the adoption of restrictive fiscal measures, the
growth of wages nouw seems to be slowing down. It is necessary that the social
partners continue to adopt a moderate approach when negotiating the new pay

agreements which are due to come into effect at the beginning of 1981.

The choice of a sharp internal adjustment as a means of correcting
the external situation means that monetary policy must work essentially through
a strict control of domestic Liguidity which, taking into account other cons-

traints, doubtless implies the persistance, in 1981, of relatively high interest

rates.

Budgetary policy next year will céntain, in conformity with the recent
pturiannual brogramme, cuts in planned central government expenditure — whicn
nevertheless leaves room for specific measures to sustain employment - and a
further rise in direct taxatxon, Fiscal adjustments might be envis saged par-
ticularly within the context ‘of the com1nq Wwage negot1at10n% to the extent that

they contribute to containing domestic demand.
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The net borrowing requirement (on a cash basis) of the central
government is estimated at DKR 23 200 Mio in 1981 (5.6 % of gross domestic
product) as against DKR 19 000 Mio in 1980 (5,0 % of gross domestic product).
Strict control seems to be necessary in order to limit the public sector

borrowing requirement to 4 % of gross domestic product.

The pluriannual programme for economic recovery provides an appro-
priate framework for the continuation of the process of structural reform,
so as to improve the country's competitiveness as well as the financial
position of firms. Furthermore, there is need for an intensification of
efforts aimed at achieving a better balance in the supply of energy, in

particular by accelerating the development of North Sea energy resources.

In the F.R. of Germany economic activity fell markedly in the

second quarter. As a result, the target rate of growth for 1980 as a whole
-2 1/2 % of real GNP - will not be fully achieved. The current account
deficit, running at an equivalent of close to 2 % of GNP, is not expected

to deteriorate further.

A gradual upward trend in activity is expected for the near
future. In particular consumer demand may soon benefit from the imple-
mentation of the tax reform programme, decided in July, which will raise

personal disposable income by DM 12 billion or 1.2 % in 1981.

It is very important that the German economy should remain on
a trend of sustained and balanced growth, and this will make it necessary
to maintain a favourable climate for investment and to ensure that the
stance of budgetary policy is not modified too suddenly. The tax package
recently agreed, together with measures to stimulate energy saving and
to develop energy sources other than oil, are all conducive to reaching
this objective. The removal of administrative and fiscal obstacles and

moderation in wage claims would also make a particularly important contribution.
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The current account deficit 1is tikely to be significant in 1981,
although less than that recorded for 1980; it will continue to be a
constraint on monetary policy. In view of the neéd;to finance this deficit
at least partly through private capital inflows, there seems to be only
limited scope for a reLaxation of the present stance. NonetheLess, the
vava1labte margin for manoeuvre should be used to the maximum, to ensure
that the level of interest rates on financial markets does not inhibit

investment and the activity in the construction industry.

The stance of budgetary policy shouLd be such as to effect a stepwise
reduct1on in the trend of the deficit although in the short term an increase
should be tolerated with a view to offsetting the effects of the recession.

It is necessary to accept the revenue shortfalls resulting from a slowdown

in economic growth, $0 as to avoid a strengthening of such a trend.

Under these cirpumstances{ the public sector financial deficit
(including social securit}?,-and expressed as a proportion of gross national
product, could well -exceed somewhat, in 1981, the 3 % currently forecast for
1980.

Budgetary expenditure - for which the increase in 1981 4 - 5 ) will
be more moderate than heretofore - should give priority to public investment.
However, it would be appropriate to consider reducing significantly subsidies to
enterprises to the extent that they are helping to maintain outmoded industrial
Structure.

If, in 1981, wage and salary demands stay on the moderate side,
it should be possible to reduce further the rate of inflation: Indeed this
would meet one of the most important conditions for ' ‘economic growth
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In France, economic policy should aim at reconciling the resto-
ration of equilibrium and the renewal of economic growth which has been
interrupted since the second quarter of 1980. This strategy must take into
account the need to maintain the competitive position of the economy, which
could be affected by the continuation of the price trends observed until’
the summer months. Indeed the progressive reductwon of the externaL

deficit which has developed since the end of 1979
requires that the recovery in domestic demand now expected, is accompanied

by an even more marked recovery of the real~externat trade balance. The
priority objective is to accelerate the process of squeezing out inflation-
ary pressures which will Leave only a limited margin of manoeuvre for

measures to support demand.

Nonetheless budgetary policy will give some stimulus in this -
regard. The budget for 1981 will contain tax incentives for corporafe
investment,4while the overatt.burden on households of taxes and social
security contributions will be somewhat reduced both by slightly Lower
taxation which is one of the hallmarks ) '
of this budget, and above all by the removal, early in 1981, of the special
social security contribution surcharge introduced in 1979. Thus, despite
the firm approath towards public spending, the general government financial
deficit should increase from below 1 % of gross domestic product in 1980
to more than'1,5 X in 1981. The budget also foresees the p05$ibitity of
making supplementary investment expenditures should the short term economic

- - ’ - ,
situation require them.

In contrast, the stance of monetary policy should become more
restrictive. Indeed, the authorities intend to reduce even further the
liquidity ratio of ih: economy by fixing the upper Limit for the rate
of growth of the money supply at 10 ¥ in 1981. Keeping, to this objective
implies a higher level of interest rates, on average, than in the past,
appropriate, in- part1cularbgo stimulating the underlying propensity to save.
It also implies Limits on/lending to companies, which should make a contrib-

ution to the required deceleration of costs and prices.

---/t--
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The desired return to sufficiently well sustained economic
growth, largely depends, moreover, on the speed with which economic struc—
tures can adjust to developments in the international context. The main
requirements for adjustment are restraint in energy consumption and reduced
oil dependence, the restructuring of industry around the most promisiﬁg |
sectors, and above all a higher‘technological level for production
methods. Appropriate potiéies have already been implemented to this effect;
they should continue to be pursued with determination. The success of these
efforts is crucial for any long-term improvement in the employment situation.

" They should be accompanied by specific measures in the field of vocational
training and by certain changes in employment conditions consistent
with the constraints of competitivity.

In Ireland, economic growth has continued to slow down over the past
two years and more recently unemployment has moved on to an upward trend;
the outlook for growth in 1981 is not encouraging. Although the current account
of the balance of payments has improved in 1980, the deficit is still expected to
be large (some 7 % of GDP, as against 10 % in 1979).

The deterioration in the terms of trade, the limited contribution
of national sources of energy and the very slow growth of western economies
have made it impossible to achieve the medium term objectives for the economy
fixed some years ago. At the same time domestic causes such as the steep
progression of costs and pr%ces (23 % for compensation of employees per head
and 18 % for consumer prices in 1980) as well as the persistence of high

budget deficifs, have also contributed to the imbalance on the external account.

Some adjustment in the stance of overall economic policy in 1981 and
the introduction of measures with a longer time horizon would be desirable so
as to take account of recent changes in the economic environment. The authorities
afe, in this context, faced with the results of the recent conclusion of a draft
National Understanding, which still provides for a very rapid increase in wages,

and has been accompanied by certain tax and other concessions.
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It would be necessary, nevertheless, that the net borrowing requirement
of Central Government set for 1981 should, while taking account of the need to
maintain 1nvestment and support employment, be reduced/ggéggjggapgtthe probable
outturn for 1980, now expected to be of the order of 13 % of GDP. Such an
objective would, given the considerable slippage observed so far in 1980 in the
Government accounts (which céh only partly be attributed to the operation of
built in stabilisers in the economy) and the full year costs of certain tax
concessions granted in February 1980, imply severe curbs on public expenditure
and probably new tax measures. It will be particularly important to reduce the
current budget deficit to leave more room for infrastructural investment, since
the public capital programme, to which the Community makes a significant
contribution, accounts directly for about half of total capital formation and
influences the remainder significantly. Within this programme special attention

should be given to measures designed to improve the energy balance.

The stance of monetary policy, supported by an improvement in public
finances, should not be relaxed in 1981 but should continue to be directed towards
the achievement of an improvement in the external balance.

o g ey Py

PN T e v e R o e e e R T e e IEIE I Rt et et s


User
Rectangle


24 .~

In Itaiy, the primary aim of economic policy must be to reinforce

existing developments which are tending towards the easing of inflationary

_Pressures and the reduction of the externaL deficit, and which are presently

B s

fac1t1tated by the weakening of economic activity. The expectation that costs
prices will. decelerate in 1981

and / with a year-on-year increase still close to 15 % for consumer prices =

is unlikely to guarantee that the expected upswWing in consumption will be

associated with an adequate recovery in the balance of trade in real terms.

The combination of strict demand management and direct action on costs is

indispensable in order to speed up the necessary squeezing out of inflation.

The results to be expected in 1981 from budgetary management, in
this context, will nevertheless be necessarily limited because of the
contrast between the deferred effects of the buéyancy of prices on expen-
diture, and the immediate effects of the slowdown in the trend of nominal
values on current receipts. In these circumstances, the general govern-
ment borrowing requirement, expressed as a proportion of gross domestic
product, will probably increase compared with 1980, but in any case it
should remain below 9 % and the deficit of the public sector as broadly
defined (1) ought not to exceed 11 ¥%. These objectives imply the need
for additional austerity measures to those proposed by the Government in
July. Even if these Limits are adhered to, the public sector deficit will
impose serious strains on financial markets, particularly as the fight
against inflation requires determined efforts to reduce the liquidity rate
in the economy. It would be appropriate, therefore, to intensify efforts
to ensure that an increasing part of government and company borrowing is
effected by non-monetary means, and to maintain, or reinforce, ceilings

on bank credit.

This policy, together with the high 1nterest rates that it implies,
will 1mpose financial constraints on enterprises which will make it neces=
sary for them to réduce the burden of their other costs, this could be
effected by an appropriate adjustment to the indexation mechanisms, or ; i

by other methods with equivalent effect. t

Finally, it wouLd also be desirable to ensure that product1ve investment
does not suffer any Llasting negative effects from this adjustment process. The L
adaption of economic structure to the international environment, which will
determine the future growth possibilities for the economy and which implies,

amongst other things, a reduction of the dependence on oil, redeployment of \ i
‘ \ I/I‘

(1) Community definition.
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industry towards high technoleag:r sectors, an intensified research effort,

and a betier distribution of productive aciivity between regions, will not
be possible withoul incre-sed investment by enterprises. This objective,

together ith the consgeniin

[

b
¢

[a3)

{

. nead for vocational training to be adapted
to mee? changir. reguirements must be given priority when establishing the
general direction of medium term policy. More specifically it should be

taken inte account when considering policies with respect te government aid.

In the ﬁethertands, an improvement in economic activity = which
will show virtually zero growth in 1980 and probably also in 1981 - poses,
in the first instance the problem of changing economic structures which still
rely substantiaLLy‘on the availability of relatively cheap energy resources and

requires as a conseqguence a very substantial amount of investment.

Likewise, the development of prices, which was relatively moderate in
1980, despite higher oil prices and real costs, will have to be kept within
strict Limits, both in order to maintain external equitfbrium and to improve
the empLoymeht situation. With this objeﬁtive in mind, the coming pay negotia-
tions, coming after a brief pay freeze should be held in a cltimate which

is conducive to moderation.\

Budgetary strategy for 1981 should take account of these considerations.
A reduction in the budger deficit,. at the veryiteast as a percentage of gross
domestic product, should enshle private finvestment to be financed without
excessive difficulty, and by its macro-economic effect on production and incomes

contribute to the equilibrium of the current balance of payments.

A strict Limitation on expenditure, cperated principally in the fields
of social transfers and public consumption should, as well as creating a certain
room for specific measures in favour of employment,energy and housing, enable the
authorities to ovrid. taking into account the constraint of the budgetary

balance. hicher texeiion or increases in sncial security contributions.
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As is foreseen in the draft budget for 1981, the profitability of firms
#ill be improved by channelling the surplus in receipts in 1981 resulting from
:he repricing of exports of natural gas into tax concessions.and direct invest-
nent incentives. In total it will be desirabLe to contain the net borrowing
Fequireméht of general government within the Limit of 4.8 % of gross domestic

yroduct.

The current stance of monetary policy should broadly be maintained
in order to control the growth of domestic Lliquidity ahd to ensure, by the use
'n particular of interest rate policy, that an appropriate position of the

juilder is maintained within the European Monetary System.

In Belgium, the balance of payments on current account
has continued to deteriorate in recent years; it could well reach 5 % of
gross domestic product in 1981, in spite of the expectation that there will

be almost no growth and that inflation will decelerate.-

Such deficits could gradually become an insuperable obstacle
to achieving a satisfactory rate of economic growth and a reduction in

unemployment which is expected to rise further in 1981.

Taking into account the causes of the external imbalance
- an‘inadequate concentration on fast growing exporting sectors and
high production costs - the necessary measures must be put into effect

over a number of years, if they are to succeed.

The measures must firstof all be concerned with the Budget
of the central government, the deficit of which must be reduced in order
to ease the pressures due to consumption demand and in crder to change the

structure and overall conditions of productien,
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With these needs in mind the intention of the government's state-
ment of / ¥o1?§3uce the cash deficit of the general government sector, as
a percentage of gross domestic product’by one per cent in 1981, should be
conf{rmed and put into effect. The reductions and the redeployment of
expenditures which such an action implies, should help to moderate the
growth in personal disposable incomes. The budgetary proposals for central
government announced for 1981 which aim for a reduction in the net deficit
from 254 billion francs in 1980 (7.3 % of gross domestic product) to 242
billion in 1981 (6.6 %), will not be sufficient in themselves to reach
this objective. It is a-matter of priority that these austerity measures
should be extended to other parts of general government, and in particular
to putting the finances of the social security fund onto a sounder footing;
it s 1mportant, however, to ensure that reforming the social secur1ty

system does not increase the burden placed upon compan1es.

Monetary policy shouLd remain restrictive in order to avoid
excessive divergencies, compared with other currencies, within the European
Monetary System, uhich“would have an adverse impact on‘wage and price
developments. This poL{%y’can only be relaxed when financial markets have
reacted favourably to significantly reduced deficits for the public sector .
and the balance of payments.

A vigorous approach with a view to improving the supply
conditions so as to permit the adaptation of economic structure
should aim espec1atly at a reduct1on in production costs which should

improve both the compe1|*1v1ty of Belgian products and company prof1t~
ability and their capavity to invest.
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In Luxembourg, economic act1v1ty slowed down in 1980, and
wwLL continue to do so in 1981, as a result of an unfavourable éxternal
situation = particularly in the diron and steel industry - which has
aggravated problems of the Labour market. In contrast, price inflation
should decelerate significantly in the coming months. The central
Government Budget, which has recently been proposed,includes a net
borrowing requirement equivalent to 1.7 % of gross domestic product
(compared to 1 % for 1980). It would be appropriate for this limit not
to be exceeded in order to strengthen the trend towards a better inter—
nal equ1l1br1um whilst 1ntroduc1ng without deLay measures to encourage
employment, to stimulate the diversification and the strengthening of

industry and to maintain a high level of public investment.

In the United Kingdom, the objective of economic policy is to achieve

é marked reduction in the rate of inflation, which is considered to be a pre=
condition for an ‘improved performance by productive industry and a return to
economic expansion. The -instrument of monetary control, used within the frame-
work of a medium term financial strategy, which aims at a gradual reduction in

the growth of the money supply, has a dominant role in this policy.

In 1980, this policy is taking effect against a background of a

reduction in activity and strong inflationary pressures.
At the same time

Gross domest1c product will fall by almost 3 % in 1980. /average earnings
have been increasing at an annual rate of about 20 % . Price inflation,
over 20 % at an annual rate in the earlier part of 1980, declined markedly
thereafter. The fall in output has been accompanied by a marked improvement in
the UK's external position as importAvoLumes have fallen,whilst export growth
has remained relatively buoyant, despite the strength of sterling. Taking also
into account that the United Kingdom, unlike other industrial countries, is
enjoying a substantial favourable movement in the terms of trade, the current
account is expected to be close to balance in 1980. 1In response to the decline

in activity unemployment has begun to rise sharply.
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A further fall in output, of about 1 %, is forecast for 1981. However
there is now clear evidence that the strength of recessionary forces, together
with the high level of sterling, is helping to mederate wage and price increases,

and a further decline in retail price inflation can now be foreseen for 1981.

Monetary and fiscal policies have been less restrictive than previously
thought. The Public Sector Borrowing Requirement (PSBR) for the financial year
1980-81 is likely to be somewhat gréater than the official forecast of
UKL 8,5 billion published at the time of the March Budget. The rate of growth
of sterling M3 remains significantly above the target range of 7-11 %, at an
annual rate, for the period fFebruary 1980 to April 1981. This development has
been largely due to the impact of the removal of "corsetﬁ restrictions on bank
lending. Nevertheless interest rates have had to remain at a high level which

has contributed to the strength of sterling.

Fiscal policy for the next financial year must be considered within
“the frayework of the Medium Term Financial Strategy (MTFS) which emphasied
that the reduction in monetary growth should not be achieved by too great a
reliance on high interest rates, and that the trend in public sector borrowing,
as a percéntageaof GDP,must be downward. As a consequence the room for manoeu-
vre in 1981-82 is very limited. However against the background of a further
decline in output and inflation it may be possible to allow an upward cyclical
deviation of the PSBR in 1981/82 compared with the ttend figure of 3 % indicated
in the MTFS.

The return to balanced economic growth, requires an improvement in
company profitability and, 5 a result, an eas%ng of cost pressures, in order
to encourage investment of the kind necessary to transform industrial and com=-

mercial structures.

On their side the authorities should increase public sector infra—
structure investment, which has fallen significantly in volume terms in the’
last few years, to the extent that it has a favourable impact on productive

\

potential.
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Economic poticx\gu‘idetines for Greece will be drawn up for
he first time after the new Member State's accession to the Community
>n 1st January 1981, on the occasion of the Council's first examination
»f the economic situation in 1981.
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Iv. Conclusions

The economic situation is manifestly serious enough to demand an
active rather than passive policy stance. However, the policy mix
has to be carefully judged, since ill-considered policy reactions

could certainly make'matters worse,

On the basis of the present outtook the poL1cy mix should be
strong in efforts to reduce inflation, save on oil imports, and pursue
the other needed structural changes in the Community economy, and only

moderatéty supportive in terms of cyclical demand management.

’ Th; outlook in fact suggests a rather more successful ab§orption
of the second oil shock than the first one in 1973, in terms of the loss
of output and the degree of acceleration and divergence of inftation
suffered. If the Community economy manages to gef back, at the beginning
of 1981, onto a path of gradually increasing output and decelerating
and converging inflation rates, this will represent'a first positive

element in the long process of adjustment that lies ahead.

It may be asked whether more could be done to achieve better

results already in 1981 and for the longer-=run future.

If by this would be implied a considerably more rapid or marked
relaxation of demand managemént policies, the answer = in the view of the
Commission - is for the time being no. The dangers of restimuLatingr
inflation and oil prices in particular, especially in present circumstances
of partly 1nterrupted 0j. supplies, would be very great. Reexcited
1nfLat10nary expectations could well, sooner or lLater, reduce demand by Lead1nc

increased precautionary savings by households.

There is on the other hand, much to be said in favour of a more
rapid adjustment of the Community economy, in terms of the intensity of
efforts to economise and substitute oil, to make market mechanisms

work more efficiently, and to increase the scale of investment in new

-./.n
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productive enterprises, with supporting action to provide an_adequate’
infrastructure and a strengthening of education in skills directed

towards new needs. Pressures towards protectionism in a situation

of fundamental and painful economic changes should be opposed

because they are inefficient, short-term palliatijves. However, this

also requires a comparable access to the markets ofour trading partners,
The efforts of positive adjustment must also include extensive reforms

in pubLic\finénces (especially of’eertain Member States). A large responsibility
falls on the social partners for achieving a slow down in jinflation and for
adjustment must also include extensive reforms in public finances
(especially of certain Member States). A large responsibility falls

on the social partners for achieving a slow down in inflation and for
assuFﬁng a distribution of income adequate to stimulate the growth of
productive potential; in these respects adjustment to the realities of

the new oil shock have not yet been accepted in all Member States.

The Community in the months ahead will be concerned in more
ieta%t with the adequacy of these efforts and of the plausible Level
>f ambition for medium-term adjustment (notably in the examination of
national energy programmes aimed at the Communityfs 1990 targets, and in

the preparation of its fifth medium-term programme for‘1980-85).
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Proposed

COUNCIL DECISION
OF . ‘ 1980

adopting the annual report on the economic situation in the Community
and Laying down the economic pqtic§ guidelines for 1981

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

having regard to the Treaty establishing the European Economic Community,

having regard to Council Decision 74/120/EEC of 18 February'1974 on the
attainment of a high degree of convergence of the economic policies of
the Member States of the European Economic Community (1), as amended by
Decision 75/787/EEC (2), and in particular Article 4 thereof,

having négard to the propbsat from the Commission,
having regafd to the opinion of the European Parliament (3),

having regard to the opinion of the Economic and Social Committee ),
HAS ADOPTED THIS DECISION ¢

Article 1.
¢
The Council hereby adopts the annual report on the economic situation in
the Community as contained in section I . and lays down the
guidelines to be followed by each Member State in its economic policy

for 1981, as contained in Sections II = 1IV.

Article 2

S

This Decision is addressed to the Member States.

Done at Brussels, 1980 i

For the Council *i

The President

(1) 04 N°L 463, 5. 3.1974, p. 16

o .
g; o No L 30, 24.12.1975, p. 52

(4) 0J NO
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Main economic aggregates of the Member Staes

DENMARK
GERMANY
FRANCE
IRELAND
ITALY
NETHERLANDS
BELGIUM
LUXEMBOURG

. UNITED KINGDOM

Because of certain differences of definitions, the data are not
always strictly comparable between member States.
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Table 1 C ~ |
, DENMARK 1960-1980 _ l
GbP GOPwlume Unemploy Rise in Compen= Current General Savings VHone%ﬁn,
volume growthper ed in consumer sation account government ratio of supply
growth occupied Labour - prices per balance balance house=  growth .
, person force enployee  of holds M2 (4)
‘ payments (3) i
X (@ % ¥ x@  x@ % % 4 X
GDP Gop ‘
- 1

- 1960-1972 &7 3,4 1,2 5,7 10,5 -2,0 2,00 . 10,3

1973 502 3,9 0,7 10,1 13,3 -1,6: (5,6) 21,9 12,86
1974 0,9  ~1,1 2,0 * 13,6 112 3"3’04 1,8 22 8,9 .
1975 ~0,4 0,4 4,6 8,4 14,4 1,5 (=1,9) 23,3 25,1 -

. 1976 , 1,0 5,4 4,7 9,0 10,8 =447 ~0,8 22,5 11,4

; 1977 1,9 1,9 5,8  .10,9 10,1 -3,8 -1,6 23,3 9,8

i 1978 1,0 . 0,7 6,5 9,4 . 9,0 - 2,6 -2,2 24,3 6,7

1979 v 3,5 2,7 5:3 9,7 - 8,9 ~444 -3,3 22,8 99

. 1980 (1) . =0,9 -1,1 5,8 12,5 9,1 -4,8 -3,5 20,8 6,0

(1; Preliminary estimate of the Commission staff on the basis of present or'anticipated policies.
(2) X change over previous period, annual rate. . . E
.(3) Private sector - . )

(4) End of year.
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Table 2 ,

GERMANY 1960-1980
GDP GbPwlume Unemploy Rise in Compen= Current General Savings Money
volume growthper ed in " consumer sation account government ratio of supply
growth occupied labour prices . per balance balance house~  growth
: person force employee ' of holds M3 3

: payments
X (2) X X £ Q) X ) % X X 4
GDP GOP

1960-72 4,5 4,3 0,8 3,6 8,7 0,7 0,5 11,5 11,0
1973 4,9 4,6 1,0 7,6 12,0 1,3 1,2 14,0 10,1
1974 0,5 2,6 2,2 7. 11,4 2,6 -1,4 15,0 8,5
1975 -1,8 2,4 4,2 6,1 7,2 0,9 -5,8 15,3 8,6
1976 5,2 6,2 4,1 4,5 7,C 0,8 -3,6 13,5 8,4
1977 2,7 2,9 4,0 3,9 6,9 0,9 ~2,4 12,6 11,2
. 1978 3,2 2,5 3,9 2,5 5,2 1,5 -2,7 12,5 11,0
¥ 1979 4,6 2,9 3,4 3,9 5.5 -0,7 -3,0 13,7 6,0
2 1,4 3,5 5,3 6,8 -1,8 -3,0 13,3 5,5

b

1980 (1)

(1) Preliminary estimate of the Commission staff on the basis of present or anticipated policies.

(2) % change over previous period, annual rate.

(3) End of year.

N.B. Figures of the first & columns are on an £SA basis up to 1979.

-
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i Table 3

FTVS PRI S oy e ey e s g

/ .
“ FRANCE 1960-1980 .
!
GoP GDPwlume Unemploy Rise in  Compen= Current  General Savihgs Money
volume growthper ed in consumer sation account government ratio of supply
growth occupied Labour prices per balance balance - house~ growth
person force : enployee  of holds M2/M3
: ) payments (3)
X @ X % X @ £ €2 % % % %
GoP GDP
1960-72 5,7 5,1 1,0 4,5 9,8 + 0;3 0,5 15,8 13,9
1973 5,4 - 3,2 1,8 6,8 15,4 - 0,2 0,9 17,3 15,0
1974 3,2 1,9 .2,3 13,2 19,3 - 2,3 0,6 17,4 15,9
1975 0,2 - 1,6 3,9 11,4 17,7 6,0 ~-2,2 18,6 18,2
1976 5,0 4,0 4,3 9,8 16,0 -1,5 ~-0,5 16,4 12,8
1977 2,8 1,6 4,8 9,2 13,5 -0,7 -0,8 16,9 13,9
1978 3,8 3,4 S,2 8,5 12,8 0,6 -1,8 17,8 12,2
1979 3,2 31 6,0 10,5 13,2 0,1 - 0,8 16,7 14,4
o dso 20 1,6 6,5 13,0 14,9 -2,0 -0,9 15,1 11,5
(1) Preliminary estimate of the Commission staff on the basis of preseﬁt or anticipated policies.
) X changé over previous period, annual rate. )
(3) End of year. .


User
Rectangle

User
Rectangle

User
Rectangle


38.-

" Table 4
IRELAND 1960-1980
GOP. GOP volume Unemple Rise in Compeh- ‘Current  General Savings Money
volume growthper ed in consumer sation account government ratio of supply
growth occupied Llabour prices per balance balance . house- growth .
person force _ employee  of holds(3) 13¢4)
. payments
X (@ % X %@ X @y % % p
1960-72 4,3 4,3 4,7 3,0 10{8 -2,8 Ce 11,0 10,5
1973 4,1 3,4 5,6 11,4 6,5 -3,1 6,7 19,3 26,2
1974 3,7 2,7 6,0 " 17,0 16,5 -9,5 8,4 18,4 19,2
1975 2,1 3,9 8,5 20,9 19,0 . =0,2 12,8 25,0 18,9
1976 1,5 3,0 9,5 18,0 7,9 -3,5 8,9 21,7 13,7
11977 5,6 5,3 ' 9,4 13,6 10,1 - ~2,8 8,3 22,4 16,4
‘1978 . 6,0 4,9 8,7 7,6 13,7 2,0 14,3 23,4 28,9
"1979 - 1,9 0,6 7,9 13,2 16,6 -10,1 12,8 23,1 19,0
1980 (1) 1,0 0,3 8,7 18,5 22,6 -7,1 12,8 22,4 12,0

"

!

(1) Preliminary estimate of.the Commission staff on the basis of present or anticipated policies.

(2) % change over previous period, annual rate.

¢3) Private sector

(4) End of year ) )

N.B. Figures in columns 1, 2, 5 and 6, are on an ESA basis up to 1979.
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Table S A
- ITALY S o 1960-1980
‘GOP GDvaolume Unemploy Rise in Compen- Current General Savings Money
volume growthper ed in consumer sation account government ratio of supply
growth ~occupied Llabour prices per balance balance . house= growth
. person force employee of holds(3) M2(4)
payments
X @) X p % (@) %@ S p X
: 60p GhP
1960-72 5,2 5,6 5,0 4,2 11,1 1,9 - 2,1 .. 14,0
1973 7,0 6,9 . 6,4 12,4 19,6 -1,7 -7,7 24,1 23,0
1974 4 2,6 s,4 20,9 22,1 -4,6  =17,3 22,9 15,3
1975 - 3,6 -38 5,9 17,6 21,0 -0,2 -11,7 27,7 23,5
1976 5,9 s, 6,7 16,8 21,0 - 1,5 -9,1 26,8 20,8
1977 1,9 ‘ 1,4 7,2 17,0 21,5 1,2 - 8,0 26,4 21,8
1978 2,6 1,9 7,2 12,1 " 16,4 2,4 -9,7 ° 28,2 23,0
1979 5,0 4,0 1,7 14,8 17,6 1,6 - 9,4 27,8 20,5
1980 (1) 3,8 2,6 7,5 20,1 21,0 -1,6  -38,5 26,4 16,5
(1) Preliminary estimate of the Commission staff on the basis of present or anticipated policies.
(2) X change over previous period, annual rate. o
(3) Priuate sector .
(4) End of year K

B T e TR ; R e P T o ey 4



User
Rectangle

User
Rectangle

User
Rectangle

User
Rectangle

User
Rectangle


40.-

Table 6
NETHERLANDS > 1960-1980 -

GoP GDP volume Unemploy Rise in  Compen= Current General Savings Money |

volume growthper ed in consumer sation account government ratio of supply

growth occupied Llabour prices per balance balance house-=  growth

person force employee  of holds(3) M2 (&)
payments
X () % % £ - %@ % % X %
' GDP GoP

1660-1972 5,0 4,0 1,0 4,9 11,0 0,4 . 0,6 K 9,3
1973 S 5,7 5,7 2,4 A 9,3 15,1 4,0 1,7 2@,5 21,9
1974 3,5 3,5 3,0 10,1 15,8 3,2 0,9 20,3 20,0
1975 C-1,3 0,4 4,2 10,7 13,3 2,5 -2,2 16,6 5,7
1976 5.3 5,5 4,6 8,8 10,9 3,2 -1,8 17,3 22,7
1977 2,4 2,2 4,5 . 6,0 © 841 0,8 -1,1 15,5 3,6
1978 2,5 2,0 4,5 4,4 Tyl 0,9 ~-2,3 15,3 4,2
1979 2,2 1,3 4,5 4,6 559 1,4 3,0 13,8 7:3
1980 (13 1,1 1,2 541 6,9 5,5 1,4 =23 12,0 5,5

(1) Preliminary estimate of the Commission staff on the basis of present or anticipated policies,

(2) % change over previous period, annual rate.
(3) Private sector
(4) End of year
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Table B
LUXEMBOURG . 1960-1980
GuP 60P wlume Unemploy Rise in  Compen= Current  General  Savings Honey
volume  growthper ed in comsumer sation  account government ratio of supply
growth  occupied Llabour prices per - balarce balance house~= growth
person force employee  of holds KM2/M3
T payments -
€ @ A 4 X (23 % (2) % X 4 4
QD GhF
1560-1972 3,8 3,0 0,1 2,8 Ty s - 1,9 : :
1973 S 10,2 8,1 © 0 5,5 13,2 l22,1 : 3,1 : 2
1974 4T 1,6 ¢ 9,0 21,2 21,0 4,8 : 3
1975 =94 8,7 0,1 11,2 12,7 '16,8 0,9 : :
1976 2,9 4,1 0,3 9,4 12,6 18,3 1,5 : :
1977 1,7 2,1 0,5 6,7 9,1 20,2 1,8 : s
1978 4,5 . 1,9 0,8 3,5 0,2 20,5 3,2 : :
1979 2,7 2,3 0,7 4,5 . 6,5 20,8 1,0 ¢ :
1980 {12 0,8 0,7 0,6 654 Ta7 17,5 0,1 : :

e
.o

{MpPreliminary estimate of the Commission staff on the basis of present or anticipated policies.

~
i

(2) X change over previous period, annual rate.
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Table 7
1960 - 1980

BELGTUM
GoP GOPwlume Unemploy Rise in  Compen= Current General  Savings Honey
volume growthger ed in ~ consumer sation account governmen? vatio ¢of supply
growth occupied Llabour prices per balance balance house~ arowth
person . force enployee  of holds M2 (3
~_payments
X () X 4 X 2 X () % k4 4 %
GdP GoP
1960-1972 438 4,2 2,3 3,6 8,6 1,2 (4)  ~1,$ : 9,1
1973 6,2 4.8 2,2 6,0 ' 12,9 1,9 -3,1 16,4 13,5
1974 4,5 3,0 2,6 " 12,5 17,9 §0,3 ~2,5 17,3 9,0
1975 1,8 0,5 4,5 12,5 16,8 -0,2 4.4 i7,1 14,8
1976 - 5,4 6,1 6,0 8,2 15,4 ~0,6 =54 17,9 13,6 .
1977 0,9 1,1 6,8 . Tyl 9,2  ~1,5 5,6 16,5 8,4
1978 3,1 3,0. 1,4 4,2 T4 =1,6 4,0 16,4 7,8
1979 . 2,4 1,9 1,7 3,5 - 6,0 -2,9 -T2 15.4 6,0
1980 (1) 1,2 1,4 8,2 6,1 -T,4 ~445 By 2 15,1 6,8

(1)Preliminary estimate of the Commission staff on the basis of present or anticipated policies.:

(2) X change over previous period, aanaL Faiee Co '
} (3) End of year, .
_(4) BLEU

' H

. : : |
!

i
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Table ¢
UNITED KINGDOM 1960-1980
GDP GbP wlume Unemploy Rise in Compen= Current General Savings Money
volume  growthper ed in consumer Ssation  account government ratio of supply
growth occupied lebour prices per balance balance house=  growth
person force employee  of holds M3
' payments (3 (4)
%) X % PR %@ “ % X 4
GDP GOP
1960-72 2,8 2,7 2,1 4,3 7,8 -0,2 - 8,2 6,9
1973 8,0 5,5 2,5 8,5 12,6 ~-1,9 3,4 10,7 26,4
1974 -1,5 -1,9 2,4 17,3 21,0 -4,8 4,1 13,7 10,2
1975 -1,0 -0,5 3,8 23,6 30,3 -2,2 5,0 13,5 6,5
1976 3,7 4,4 5,3 15,4 15,4 -1,5 5,0 12,8 9,5
1977 1,3 0,9 5,7 15,1 9,8 -0,1 3,3 12,3 10,0
1978 3,1 2,9 5,7 8,6 13,3 9,2 4,33 12,8 15,0
1979 0,4 -0,4 5,3 12,1 15,4 -1,3 3,203 14,4 11,7

1980 (1) -3,0 -1,9 6,4 19,5 20,0 -0,2 2,8 14,5 17,5

¢1) Preliminary estimate of the Commission staff on the basis of present or anticipated policies.

(2) % change over previous period, annual rate.

(3) UK National accounts basis.
(€)) Sterling'MB; financial years.
N.B. Figures up to 1979 are on an ESA basis unless otherwise stated.
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