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Ta Recent economic performance in the Lommusity

&<

The slow-down in economic activity in 1980, with.GDP growing 1,3
in the EC as 8 Whole, was approximately as foreseén by the Council 1in
in December of last year. Output peaked in the first gquarter of 1930,
bUt declined thereafter. Hodev@r, crivate y
ccnsumption was probabLy beginning to grow again in real ferms by the end

of the year, while the EC business surveys showed first signs that the sharp

“deterioration in business sentiment may have been arrested.

- There was hardly any increase in employment in. 1980, while the Labour
force continued to expand rather rapidly. The result was a sharp rise in
unemployment: the average rate for fhe vear was 6,0%, and-by the beginning
of 1981 had passed 7,0%. Over the last twelve. months the unemployment rate
increased most in Denmark and the NethecLands‘Cup by about one half) and the
United Kingdom (up by two-thirds). The edditionaL cost to the national exchaguers
of the rise in unemployment amounts. for the’Ccmmunity as a whole to some 0,15%

of GDP for 1980 compared to 1979.

The deterjoration in inflation performance which had begun in 1979

" was accentuated in 1980; the increase in con$umer pricés in the Community

on average reached 12,1% in 1980, compared to the LoW'point of 7,3% 1in 1978
Divergence between consumer pr1ce rises of Member States also widened to twice the
average for the seventies as a whoLe (the standard deviat1on rose to

5,6%). However, a somewhat better performance was evndent in the second

half of the year, espec1éLLy in the United K1ngdom where the annual rate

had fallen to below doubLe f1gures. SRR

The Community's current account deficit in 1980, expressed as a

percentage of GDP, was the largest ever-recoﬁded. In contrast with.19?9,

" there was some improvement in 1980 in export in relation to import volume.

However, this was more than offset by a;ter@s'of.trade:deterioration (2,8%)

considerably larger than that in 1979 (thhcggh this was still very much

smaller than that suffered in 1974 after tne;first oiL;price shock) .

‘Fxcnange~rates developments .in the :MS in 1980 were Limited to
movements permitted by unchanged centraL rates.‘However, the UK pound appreci a*ed
15% against the ECU in the course of the year, ‘and the Yen 24%. The US doliar
was on a declining trend agawnst the ECU untnL m1n~year, but has since

recovered substantially.:
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2. outlook for 1981

The present cycle is now seen as being sharper and deeper than
anticipated. The étarting point, the high level of activity in early 1980
" has been again revised upwards, with the steeper fall later in‘1980 then
| carrying a heavier recessionary momentum over into 1981. Domesfic private
demand (consumption, stockbuilding and investment) wholly accounts for the
more -proncunced cycLicaL'profiLe. Foreign demand has stayed on the expected
path, while government consumption.in volume terms is still expected to grow
slightly in 1981. Thus the revised forecasts prepared by the )
Commission's services in February suggest that the upturn in activity may
be delayed until the third quarter of 1981, fwo quérters Later than earliier
expected. GDP growth at an annual rate of about 2% is now expected in the ’
second half of 1981 and into 1982. The year on year growth of GDP for 1981
for the Community as a whole is revised down from + 0,6% in the AnhuaL'Economic

Report to - 0,6%.

Employment could fall by nearly 1%,iand by the end of thé year the &

UnempLoyment rate could be above 7 1/2%‘(1)‘and stiLL ris{ng.

A significant slowdown in consumer“pricés can be expected during the
~course of 1981, as the effect of more modehété wage settlements in the first
half of the year is reinforced by some rebound of productivity in the second
half. Although consumer prices for ﬁ981 as a whole could be up.by around

10 1/2% on 1980 (Table 1), the annual rate 'in the second half of the year
could, at 8,2%, be 4 1/2 points Lower than in the second half of 1980.
Divergence of inflation rates should also [eééen!sohéwhat, with the standard

deviation of consumer prices increases falling back to 4,6%,

The Community's balance of paymenté‘currentVaccount is likely to change
Little during the course of 1981 and for the year as;é‘ﬁhote couLd be sLightgy
worse than the high deficit recorded in 1980;“A further worsening of the terms
of trade in 1981 will slightly more than offset an improvement in volume

movements.
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3. Policy issues.

; N i
The Council is required (according to the 1974 Convergence Decision) @

to deliberate in March as regards possible adjustmentsi to the economic

el

(1) Seasonally édju;ted figure.



policy guidelines adopted in the Annual Report %n‘uecemberﬁ

At the time the Council concluded that the policy mix should give
priority to the reduction in inflation, savings in oiL imports, and the
pursuit of the other necessary structural changes ﬁn the Community economy,
and be only moderately support1ve in terms of cyclical demand management..

The weaker economic outlook cannot imply an easier way out of the constraints.
while the evolving situation calls for teohn1caL adjustments to some financial
policies, the fundamentaL line of potioy - to reduce inflation and push

ahead with structural adaptation = has to be pursued with even greater urgency.

Control of domestic monetary aggregates and exchange rates within
the European Monetary System has on the whole been satisfactory. However,

monetary policy in Europe has been and is.still confronted with the need for a

concerted reaction to. the very high and volatile interest rates prevailing in
'theUn1tedStates andtotheaporec1at1onoftheexchanqeraLesofthedoLLarand yen.

s

' The appreciation of the Yen appears‘to be justified in the Llight
of Japan's trading performance. With respect‘to the United States'monetary

- policy, Europe is much affected by both interest and exchange rate movements.

If European interest rates now moved further up on average towards United
States LeveLs, it is quite Likely that as a result there would be no cychcaL
recovery in Europe this year. On the other hand, a further substantial
deprec1at1on of European currenc1es against the dollar could r1sk causing
a new acceLerat1on of inflation in the Community, through the 1ncrease‘1n
import prices 1in European.currencies, MoreoOer, erratic swings in either
exchange rates or interest 'ratés are costly to the economy through the

uncertainty that they introduce.

In view of its large current account‘deficit on the balance of payments,
. the Community should be prepared to acceptfi‘higher doLLarAexchange,rates

than prevailed in 1980 on average. The jnevitability of this deficit in

the short-run means that its financing should be carefuLLy prepared.

This in itself should pose no fnsuperabte;probtemé; the Community has for

its part in February renewed ano eXpanded v“s own recycLing facility. Experience
confirms how qu1ckLy cond1t1ons may change as between EMS currencies and the

main floating exchange rates, and EurOpe shouLd nct make fundamentaL changes

1n its domestic monetary policies in response to voLat1Le exchange rate-move-
ments.. The United States author1t1es for - the1r part could contribute to the
international interest by managing the1r budgetdry-monetary policy mix

and the techniques of monetary policy with a



view to reducing the level of interest»ratés consistent with a stable

evolution of money supply.

within the Community, Member States must match the difficulties
of transatlantic mohetary conditions with intensified cooperation as
regards interest rate adjustments, intervention pbtity and official capital
movements. In addition to full use of the mechahisms of the European Monetary
~ System, there would seem now to be opportunities for adjustments of United
Kingdom monetary policy as regards interest rates and criteria of exchange

rate management.

Apart from the increase in unemployment a consequence of the weaker
. »

Llevel of activity in 1981 is some increase in budget deficits over what had

been forecast in the Annual Report. However, the structural weaknesses in
parts of the European econbm§ are such that.a fuL[ play of the 'automatic
stabilisers' cannot be risked in all caountries. In particular, countries
with the highest def1c1ts (Belgium, IreLand, Italy) shoutd act to prevent
increases. Further increases in these countr1es' def1c1ts cannot provide any
sustainable increase in economic activity; on the cpntrary, increased defi=-
cits - whethef'spOntaneouS'or discretionary ; are (ikety to cause swift and
swgn1f1cant dnterest rate increases. Among these countr1es, Italy has made

progress in 1980 in reducing the borrowing of general government to well

under 10% of GDP, and this should be conserved in 1981. In the case of Ireland

the projection of a reduced deficit is also significant, particularly in view
of the increased Spending on public inves;ment. In‘gther counfries,‘some
increase in budget deficits should be permﬁffed to support activity; indeed
the 'automatic stabilisers' shouLd be allowed to operate fully in countries
with the least high déficits. However, even in these cases, priority must be

given to restructuring expenditure to improve productive potential.

Extensive structural problems have to be overcome to achieve higher

trend rates of growth and employment. Policy must intensify efforts to improve .

productive potential by redirecting budgetary resources from subsidies that
are supporting uneconomic orynon—priorify aétivities, into aiding public or
private investment. The investment ratio has declined from 23% of GDP in

1970 to 21% in 1979 in the Community as a‘whpte. Meanwhite,iover the same

period it seems that (subject to difficuLtjeé of statistical measurement) ¢

investment grants.remained static at 1% of ‘GDP, whereas subsidies

i
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(notabty operating subsvd1es, excLudvng tax expenditures) rose from 1, 8/ of
GDP to 2,6%, with part1cucarLy Large increases recorded in the Benelux
countries, Ireland and Italy. Justnfncatjons_for higher or more rap1d fiscal
dcpreciation allowances exist in the accelerated obsoléscence of existing
capital stock due to the higher energy prices, and in the need to achieve ‘
fundamental improvement in industrial competitivity vis—é?vis third countries.
The Commission for its part is following these principles in areas of
Community responSibiLity, having recently proposed a reduction of state aids .

P

to steel, “an increase in producers'financiaL co-responsibility for surpLus

agricultural productiOnEZ)and a strengthen1ng in Community Loan instruments

for financing 1nvestment(3)

.

Progress ié being made in rédUCing‘the Community's dependence on
imported oil. The share of imported oil in gpoés inLahd consumption of
primary energy fell from 47,6% in 1979 to 44,2% in 1980, and is cxpected

to fall further to 42,1% in 1981. The volume of net oil imports dropped 10,7%
in 1980 and should further fall 5% or .more in 1981.

‘ However, moch more orogreso must be’achievod4before the Community
couLd consider its macroeconomic poLicy to be no longer constrained by '
energy market factors. Energy production and savings must be boosted by

every poss1bLe means. Obstacles such as deLays in investing in nucLear power,
or failure to make tqmeLy adjustments to energy consumption taxes s¢ as to
sUsfain the 'price message', wﬁLL ultimately exact an extremely high price

in living standards. SeveraL‘countries are relatively well endowed in
hydrocarbon resources (Netherlands, United Kihgdom) or have reasonable
chances of becoming much more self-sufficient (Ireland, Denmark); Francé

is making particularly rapid‘pcogress with other energy forms.‘BeLgium,/Geﬁmany
and Italy = while making efforts in certain areés of energy production or

saving - need urgently to strengthen major featuccs of their national enérgy}l

programmes, or their impLemehtation.'Examptes?of below-average taxation

of energy ‘consumption inc[ude heating o0il in . general as between forms of hydro-
carban consumption,'and, as between Member StatesAin relation to the Community -
average, heating oil in Germany, Belgium an:' the United Kingdom, petrol in

Germany énd Luxembourg and diesel oil in Italy and Luxembourg.

(1) coM (81) 71 final. -
(2) coMm (81) 50 final

‘ | VA
(3) com (80) 670 final
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The further detervorat1on in the . Labour market s1tuat1on should be

appraised as a function of its dwfferent forms and causes.

The expected reduction of employment in 1981 couLd be corrected pro-
gressively with the recovery in the second half of 1981. The speed of this
recovery depends on the response of social partners to the need for higher
investment and structural change. Particular consideraticn should in this
context be given to the need to take full account of the deterijoration of

~ employment prospects and to generate new jobs. DefensiVe’measures and subsidies
would impede the process of reallocation as much asaggressivewage policies.
With Little productivity gréwth and.further Losses in 1981 on the terms of
trade, there is almost no scope for significant real income gains in the

Community and even the need to accept a real income lLoss in some countries.

In some countrieS'strong efforts are currentLy be1ng made to moderate the

growth of nominal incomes, and the Benelux countries in particular are improving

their competitiVe positiohs as a result of-combining a low inflation rate

with stable exchange rates within the EMS. In other countries it is'urgent
that more efforts be made to reduce tHe trend of growth in nominal incemes,
*notabLy in Ireland and Italy. Moreover, the substantial increase in structural
‘unemployment emphaéizes the need for wage tontracts to allow for the quicker
adjusments of incomes between countr1es, sectors and firms where compet1t1v1ty

.and prof1ts have been reduced.

Part of the trend increase in unemployment reflects the longer periods

of search between jobs; feciLitated'by unemployment and social security benefits
However, ihe weak growth performance sincet19?3 increased the number of unemploy
 Among the unemployed certain groups are in a particularly vulnerable position:
young people withouf sufficient training, women looking for part-time jobs and
older people approaching their pensnon—age. To aid these groups and to alleviate
unemployment in general it is vital that Member States assure sufficient resourc
for expanded vocational training and. retra1n1ng, undertake suppLementary efforts
to help the record suppLy of young peopLe 1nto their first empLoyment, improve
programmes of apprenticeships (as offered in. Germany) and promote pre-pens1on
schemes. and the creation of part-t1me jobs.

An old phenomenon has attracted new interestﬁ the growing size of
. unrecorded and unobserved.eMpLoyment WHichi§eems to have been spreading
rapidly in many industrialised countries. ..

;./.;
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The muLtibLe and continued efforts to remedy the unemployment situation
in Community countries have shown sbme results. More has to be done, but
no general and quick pénacea is avaﬁtabte;'The responsibility for gmpL0y~
ment creation lies as much with thoéeéwho‘décide the conditions of employ-
ment at the.enterprise Leng as with governments in their'macroeconomic‘and

structural policies at the national and Community level.

4, ~ Conclusions

‘The European andiother non-oil producing countries are now'underqoing
the new peadjustment procéss due to the second oil price shock - whose‘impact
on growth, prices and the balance of payments is similar to that of the‘
first shock in 1973-74. The difficult task of governments, trade unions, employ=
iers and households lies in the need to avoid the policy errors and
mistaken reactions that followed in 1974 and 1975. The consequences of the
second Héavy,transfer of reéources in favour of COPEC have to be'accepted.

This implies priorities for reducing the growth of nominal labour costs '

and for .restructuring the productive potential of our economies through
accelerated invqstmént and energy Substitution’and savings. The scope for
global policy actions in the Community is very limited main[y because

the high budgetary deficité;after the first oil shock could not be

’ reduced during the modest recovery period 1976=79, and because present
inflation rates and inflationary expectations,in most countries are still
excessive. The Llimited policy contributions of governments could be widened

if progress in countering infLatﬁon becomes'moré evident and if the

structural policy efforts make rapid progress. Only in this way is it possible
for Member States to hélp each other through having a coherent, collective pro-

gramme for economic recovery and improvement in the employment situation.

This programme of policy coordination impliés for the Community:

- maintenance of the generéL[y convergent monetary and budgetary policy
orientations approved in December 1980 ar ' progress in strengthening the
Europeén Monetary System; / s

- stronger cooperatwon between the Community and the United States in monetary
and exchange rate policies; co ~

- limited scope for demand stvmuLatory actvons through a quatxfned acceptance of

. automatic budget stab1L1sérs but more support for investment, a quicker re-
structurﬁng and energy subst1tut10n policy, ‘and improved labour retraining
and mobility schemes,
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Table 1: Main Economic Aggregates, 1979-81

11,2~

(1) Not comparzble with other countries.

_Source: Commission services, based on mformatwn ava':{able to. '24 February 1981.

S 3
1979 1980 1981 1979 1980 1981 N
’G.DP volume, ¥ change Private .bonsumption;deﬂator-,xc_._w@_nge ‘
oK 3,5 0,9 =0, 9,5 11,0 9,0 N
D 4,6 2,0 -0,7 3,9 5,4 4,5
6R 3,8 1,4 2,4 177 24,5 21,5
F 3,2 1,8 0,5 10,5 13,5 11,8
IRL 1,9 0,8 1,8 12,2 18,2 16,0
1 5,0 3,8 -0,8 14,9 21,2 18,7
NL 2,2 0,2 -0,6 4,6 8,5 6,3 .
2,4 1,2 -0,7 3,5 6,3 6,2
3,6 0,4 -1,0 5,8 6,3 6,3
UK 1,3 -2,0 -2,0 12,2 16,1 11,0
EC 3,5 1,3 -0,6 8,9 12,1 10,4
. Unemployment rate, % of B ‘ Current account of balance of payments V
civilian labour force - % 6DP o
DK 5,3 6,2 7,6 4,6 4,1 3,7 i
D 3,4 34 0 bk -0,7. -7 -1,6 B
GR(D ('2,2)\ 2,1 2,3) -2,9 -2,6 -2,9
P 6,1 6,5 7,5 +0,1 -1,3 1,8
IRL. 7.9 8,9 10,9 -10,1 -8,3 -11,4 g
i 7,6 8,0 8,2 +1,6 -2,6 -1,4 S
NL 4,2 5,0 6,8 1,4 -1,5 -0,9 ;
B 8,6 9,3 10,7 2,9 -5.,6 6,6 i
t 0,7 0,7 0,8 +28,7 20,8 +18,0
UK 5,4 6,9 9,8 -0,9 +1,0 +0,3
EC - 5,5 6,1 7.4 -0,5 -1,5 “1,6
General government net lending Money supply, % change
(#) or borrowing (=), % GDP - :
DK -3, 4,6 -5,7 w2 9,9 10,9 8,7
d -3,0 =3,5 -3,8 (M3) 6,0 8,2 4,5
GR : : : : :
P 0,8 . 0,6 -1,8 (M2) 14,4 10,5 10,0
AR -11,9 -13,5 -11,7 w3 12,0 18,9 12,0
1 -9,4 -7,8 -8,4 S 20,3 12,3 13,1
NL -2,0 -2,8 -3,2 (M) 7.6 5,8 6,5 .
-7,2 -9,4 -9,7 (M2H) 6,0 - 3,0 5,0 |
40,1 -0,9 -2,1 : R g %
UK -3,3 -2,3 2,2 M3y 12,7 19,5 10,2 »
EC - =3,6 - -3,6 -4,0 , 10,1 8,2 ‘ @
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ADDENDUM
to the Communication from the Commission to the Council;
’ Doc. COM(81)95 final .
when, on 15 December 1980, the Council adopted the Annual Report
on the economic situation in the Community (Decision 80/1265/EEC), it was agreed
to fix the first economic policy guidelines for Greece at the first )
" examination of the economic situation by the Council in 1981.

Accordingly, the Commission proposes that the Council approve

the economic policy guidelines for. Greece contained in the annex.
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~ In Greece, the improvement in the current account balance was | ]iFi
achieved in 1980 at the cost of a moderate decline in domestic demand ‘
and a coﬁtretted drop in the exchange rate; as a result, a more flexible
economic policy was possib}e for 1981. The policy has two aims: first, to | g.\
contain the upturn in consumption of which there were signs toward the end
of 1980, while stimulating the recoyery of investment which is essentiat if
production structures are to adjustgto the new external context; and second,
to slow down prices = rising at an énnuaL rate of 26% at the end of 1980 -
in order to’preserve~thé competitivéness of ;he economy which is Llikely,

sooner or later, to be affected if thé present rate of price rises persists.

These objectives are to be achieved by a package of measures concerning
incomes, the budget and credit. As a complement to the adjustments made to the
jncome tax rates énd allowances to counteract fiscal drag, incomes policy has
'Laid down, for the year, rutes for the adaptation of wages designed simply
to maintain purchasing power: this should heLp achieve the necessary sLowdown
- in nominal pay rises and the moderat1on of private consumption. As for budgetaq‘
policy, it has provided for a substantial increase in public sector. investment
and an appreciably greater effort to assist certain categories of hrivate :
jnvestment. Lastly, monetary policy has considerably loosened the constraints §‘A
on‘fi}ms: for 1981, the increase in Lehding to the private sector is targeted |
‘to move roughly 1in parallel with the forecaét increase in the vaLue,of gross
dOmestiC‘product;vhowéver, no immediate mqve$~héve been made to lower interest “iya
rates.

. o ;
_This package seems to achieve the best compromise possible between

short-term constraints -and medium—term necessities. Only during the first
fhatfﬁyear witl it be possible to assess whether the results achieved‘fuLLy 
- correspond to the objectives set as regards, in particular, stowing'down
price rises and Llimiting the increase in thé external deficit. If they do

‘not, certain elements of .the current policy would have to be tightened up.

’





