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e o ResuLts for 1979 In sp1te of the new oil shock, the performance

of the Commun1ty economy 1in 1979 was in several respects favourable. Gross
domestic product (GDP) is now estimated to have grown 3,3% in the
‘Community as a whole ¢ whith is cLose to the original 3 1/2% objective
envisage& in the autumn of 1978 in the Annual Report of that year, and thus
somewhat higher than the 3,1%‘growth in the Annual Report adopted at

the end of last year.

2. ‘The cyclical upswing which begun in 1978; fn part as a result of the
concerted budget pot1cy stimulus decwded in Juty of that year, contwnued

7throughout 1979, and Led to a stronger growth of private investment than in

" any year since 19?3. Capacity utilisation in industry increased swgn1f1cantty.

Employment grew by 0,9%, again. the most pos1t1ve result since 19?3.
~Unemployment declined very. stghtLy in the course of the- year, with a
more pronounced decline in male unempLoyment nearly offset by the in- .

creasing unemployment of women.

3. Money suppLy growth deceterated notably, from 12,7% in 1978 to 10,6%
in 1979, with a large Qegree of\fuLfileentvof national ‘quantitative

. objectives. Some prbgress was also made in efforts to reduce public sector
deficits. The;aggrégate deficit of all levels of government reduceé only
stightly from 4,0% of GDP. in 1978 to 3,9% in 1979, but this latter figure

is substantiatlly Lowér'than,the 4,54 of éDP expected in the Annual Report

of late 1978. Thus the fiscal stimulus imparted by policy ex ante in tﬁe

course of 1978 helped strengthen econom1c activity in 1979, and ex post
the faster growth saw these 1ncreased def1c1ts in part paid back wwth1n a

period of a year-and-afhatf

4o Intra-Community ekchange-rate rebatidhs were more stabLe than in any
year since 1972. The averége change in the exchange-rates of Member States
vis-a-vis the ECU in the year 1979 as a whole was 1,9%, compared to 5,2%
“in the average of the six pfeceding years. Thus it may approximatet}

" be saidtthat the first yeaf of operation of the European Monetary System
(EMS) saw intra-European exchahge~rate instability cut by 6earty two-thirds
compared to recent historical experience, |

.-/.‘;
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Se As regards external exchange-rate reLatvons, the ECU apprec1ated in-
1979 against both the US dollar and the Yen. However, the deprEC1at1on of

the dollar aga1nt the ECU was fairly small; and ‘the dotlar's own effective
exchange-rate rema1ned nearly stable. Thws 1n turn reflects the much ’
greater deprec1at1on of the Yen, whose vatue aga1nst the ECU declined 30/ S ;*.
in the course of 1979, which is matter for preoccupat1on from the point of |

view of internationat monetary instability in generat, and of the low,

d" ‘?,:: :

excessively competitive value of the Yen now attained.

6. The oil pr{ce rise in 1979 (of nearly 507 in dotLar terms, yearly
average) was in part responsible for the deteriorat1on in price performance.
After the Lowest rise in 1978 in seven years (6,9%), consumer prices rose

on average in the Community in 1979 by 9%, with a.12,4% rwse in the second

half of the year (at an annuatl rate)’ ALL major components of the consumer

price index accelerated (food, serv1ces, rent, manufactured goods and

indirect taxes), albeit generally at rates far below that for energy.

’

7. The acceleration of inflation was NSt confined to the common impact of

the oil price rise. There was 3 renewed tendency for inflation rates to
diverge, with the gap petween the Least and most, Tth“*wonary Member Stats - -
jncreasing from 10% in the fourth quarter of 1978 to 17% in the fourth

quarter of 1979 (consumer price data at annual rates); 91m1LarLy the

: standard devwau1or of consumer price FTS@S nearly doubled over the same

“per1od The greater exchange rate stability was nct, therefore, undero1nned o

by a petter convergence of inflation.

23 The oil price escalation has “ad tn oogndinnted.steps to stow dowh

worLd'oiL demand. For 1979 the community pledged to Yiw.n -2y ceﬂsumptiO“
te 500 million tons, 54 Less thai ihe original forecast and 2 s Less
§ outturn- However, this taccot was not ach1eved, due in"T -

-.,._

,than‘the 187

- n ..‘
t to the severe weather in ~arLy 197% and to orecautwonary stock puilding
part

4 consumption in 1979 is estimuted to he'n reached 523 m1LL1on

above the targetr

Gross intan

tons, b,6%

9 outlook for 1980. The beg1nn1ng of the new year saw further ma30r
. outlook ¥of 7==

1L price rises which may mean an average increase for 1980 of some 60%
ol
(in dollar terms) . This has been taken into account in rev ised economic.
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forecasts prepared by the Commwss1on servwces, which now suggest 1, 2/ growth
for the year as a whole. while the 1980 growth rate anticipated in the recent
Annual Report waS‘ZA, it is aLso to be borne in mind. that the level of
activity at the end of 1979 was somewhat ’

;; . h1gher than expected As a result the downward revision of the Level of
activity for 1980 is only -0,4%. '

.,

10. . These figures suggest that the economy may be more resilient to the
fiew 0il shock than had been feared. While the oil price rises are a major
’set~back,,especialty for pricerinftation end the balance of payments, the
impact on the busihessrcycte js far from clear. The latest recorded output
figures still show a fﬁrmty riSingrtrend. Leading indicators (notably
business surveys) suggest a turning-point for the Community as a whole, but
the range between Member States is wide (between France for which Llittle
change in business sentiment is yet apparent, and the United Kingdom

where the opttook has‘ctearty deteriorated subsfantiatty).;If the economy
is to remain reLativeLy buoyant, this QouLd‘be due to a preparedness of
households to continue to reduce'their savings, and for the company sector
not to reduce sfocks and to maintain their investhent plans. This would

in turn depend on a combination of financial and cpnfidence factors, where
the;condition of the European economy is certainly now better placed »
than after the 1973 oil shock. | - P o

-1. h However, the prospects for employment have worseped with unemptoy-
vment expected 'to increase from an average 5,64 in 1979 to 6,4% in

1980 for the Commun1ty as a whole, and with the increases concentrated
‘1n~Denmark, France, Italy and the Un1ted Kingdom.

<12i The outtook for inftation is worse than was envisaged in the Annual
,Repdrt. The forecast for 1980 has been revised upwards 2 points to 11,3%
for the Community as a whole and a further divergence of performance between
Member States is expected, with the highest rates of inflation, between

15 and 20%, -in Ireland, Italy, and the United Kingdom.

3. The baLance:of payments current'éccounts have also clearly suffered
from the oitl price”rise, with_the'Community’s total deficit for 1980 now
' revised upwards from 4 to 14 billion ECU. The financing of these deficits
shduLd not pose major probLems for.;he foqf farger Member‘States: Germapy
in particular-is expectéd'to account for hetf of the Community total. However,
some of the smaller Member States are now facwng overriding baLance of
 payments constraints, notably Denmark and Ireland.

..’.l
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14, V Pot%cy for‘the_periéd ahead. The Annual Report argued that priofity

- had to be given in 1980 to aLLeviafing the inflation and energy constraints,
and tb‘proceeding with other more widespread'improvéments in economic
structures in many Member States. Thfs'implied continuing with poLibiés to
cohtroL‘money supply growth strictly, to stabilise or cut public deficits
(accord1ng to Member State), to improve resource allocation in public :
and prvvate sectors and to prevent the oil price rises from leading to. further
inflation through resisting compensatory rises in nominal incomes. A more
active cyclical policy couLd only be envisaged for a Latef stage if positive
results as regards inflation were assured and 1f economic act1thy were
clearly found to be weaken1ng s1gn1f1cantLy.

15. © The economic situation has indeed evolved since Last’autumn (as
‘outlined above) But the changes amount; on the other hand, to higher
inflation, a still more acute energy constra1nt, and worse baLance of payments
situations; and, on the other hand, stronger recent trends in real output

and greater uncerta1nty in this respect for 1980 and the trends that may
tead dinto 1981.

16+ In this sifuation'tﬁe Commission judges that it~§s not appropbiate

to change the basic ‘stance of macroeconomic ‘policy in the Community

(and therefore does not propose a change in the guidelines adopted,by the
4Councit in December 1979).ACertain objectives of policy have’tb be implemented

with even greéter,urgency'and force. This concerns notabgy{

1?; v Energy Policy (in all Member States and at the Community lLevel).

gefforts to produce aLternat1ve suppt1ec and -economise in consumptaon more

'

have to be 1ncreased

~

1 8 | Budgetary policy. In many Member States severe publtic finance policiés

rave to be pursued as an unconditional necessity,vso as to reduce the stéain

of deficits on the hon—inftétionary financing of thehecohomy, and to ihprove

’ lésource allocation in favour of product1ve investment (this applies notabty

to Denmark, Ireland, Italy, the Netherlands, Belgium and the Un1ted K1ngdom).
in these cases there is Little or no room, for the time bevng, for counter-
LYCL1C3L fLex1b1L1ty in budgét poL1cy, Without a basically sound economic
structure and a background of reasonabty stable pr1ue expectations, a 'fLewaLe
nudgetary policy risks aggravating 1nfLat1pn without 1mprov1ng employment
prospects. - " ' A

=
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19. “Monetary: polic?. The maintenance o~ reassertion of f1rm control

over the monetary aggregates in the recent conditions of rising inflation has
naturally led to higher nominal 1nterest rates. However, for the Community

as a whole this has only just enabled real -short-term interest rates to become
«pOSitive again at the end of 1979, wh%(e long=term rates remain on average

slightly negative. Nhere real rates of 1ntnrest are h1ghest (Denmark, Belgium, -

Netherlands) there are recognized pol1cy needs to reduce pubL1c sector and baumce/ e

of payments deficits. In general, an easing of 1nterest rates can onLy be ’
_expested when wnfLat1on trends are seen to be 1mprov1ng, which is not yet 7

the case. However, the trend in interest rates should be carefulty controlled

so as to avoid an unduly severe impact on economic activify.

20. Incomes. The oil price levy on household incomes has been further,
inescapably increased. While governments may altéyiate the impact on the
poorést,and harde;t»hit parts'of the bopuLation, there can be no alternative
for the population as a whole to accepting the (css of reat income to oil
producers so long as oil consumption habits are not changed. Special efforts
have been evident in several Member States to Limit the rise of nominal -
incomés as a result of the oil price rise, although in several instances

the outcomeﬂof these effortsris not yet-clear. In some countries, however, .
the acceleration of nominal income increases is particularly preoccupying -
(Ireland, Itatyg United Kingdom),

21 Balance of pa?ments, Member States in basically sound economic

~ situations (for examble Germany) should acéept for the time being deficits

on current account. Some Member States in the most ekpdsed situations (for )
example Denmark and Ireland) need to take urgent action to reduce their
deficits, especially thréUgh budget policy and income adjustments. The
Cémmuhity jtself has available ample credit facilities to meet any fore-

seeable financing probleﬁs as regards its Member States.

22. It is more likely that financing problems could arise for non-oil
producing developing countries. The Communwty shouLd be prepared to support B

international efforts to assure sound and adequate f1nanc1al recycling .
xac1l1t1es. S I

.
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Table - : The Community economy 1978-80

1979 1980

1978 1980 1978 1979
GOP Jolumé, % change . private consumption deflator,¥ change
oK 0,9 39 . -0,3 9,4 9,5 12,5
() 3,2 4,4 2,1 2,6 4,1 5,0
F 3,3 3,4 2,1 8,8 10,5 12,1
" IRL 6,1 3,2 1,4 7,9 13,2 - 15,5
i 2,6 4,9 2,0 12,7 15,0 17,1
NUL 2,4 2,3 1,0 4,4 4,7 6,8
B . 2,6 3,0 1,9 4,5 - 4,5 . 6,9
L 4,5 2,7 1,8 3,5 4,5 6,5
UK 3,3 0,2 “ 2,5 8,4 13,2 18,9
EC 3,0 3,3 1,2 6,9 9,0 11,3
unemployment rate, ‘ balance of payments.
X civilian working population current account, billion ECU
oK 6,6 . 5,3 7,0 - -1,2 - 2,1 - 2,3
] 3,9 3,4 3,5 7,6 - 2,7 - 6,9
F 5,3 6,1 6,9 2,9 1,7 - 0,1
1RL 8,7 7,9 7,8 - 0,3 - 1,1 - 1,3
1 7.1 7,6 8,5 . 4,9 4,6 1,2
NL 4,2 4,3 4,5 . -Q0,7 - 0,7 - 0,9
B 8,3 8,7 9,2 - 1,2 ~ 1,6 2,2
L - 0,7 0,2 0,9 0,4 0,4 0,4
UK 5,7 5,3 6,8 1,0 - 3,8 - 2,3
EC 5,5 5,6 6,4 13,4 - 5,1 -14,2
" public finance : generét government‘ '

. deficit, % of GOP mongy supply, % change‘
0K - 0,9 -1,3 =12 ) 6,7 9,9 9,0°
D - 2,8 - 3,0 -2,6" (M3 - 11,0 6,0 6,0
£ . -2,3 - 1,4 -1,8 (M2) 12,2 13,5 12,0
iRL -10,5 -13,2 -11,2 (M3) 28,7 19,0 13,0
I -10,6 -10G,5 -11,5 (M2 22,8 26,0 - 20,0
NL - 2,2 - 3,0 - 2,7 (M2) 4,2 6,0 8,0
8 - 6,0 -6,8" - 7,5 (M2M) 9,5 6,5 6,5
L 3,3 2,7 1.2 : : :
Uk - 4,2 -3,5 - 3,4 £M3 13,3 11,7 11,5
EC - 4,0 - 3,9 - 4,0 12,7 10,7 10,4

+
/

Source: Commission servicgs, based on information available up to 27th February 1980. :.
Data for Ireland do not take into account the budget announced on 2Bth February. .
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