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FOREWORD

Pursuant to Article 3 of‘the Council decision of 18 February 1974

concerning the achievement of a high degree of convergence of the

economic policies'pursued by the Member States the Council, in its
second anmial examination of the economic situation, is to fix

guidelines for the draft public budgets for the following year.

To this end and pursuant to Article 1 of the same decision the Com-—
mission hereby transmits this Communication to the Council. It takes
account of the conclusions reached by the Council at its meeting on

16 June last on the economic situation in the member countries.

The Commission again stresses the need for an overall view of national
economic policies so that they may be judged in the light of their
impact on the closely ihiegrated economic unit whiéh the Community re-
presents. Thus the policy choices available for each country must be

' placed in the context of their contribution to the development of the
Community, without which the difficulties experienced by individual

Member States will be even more pronounced.



I. THE ECONOMIC SITUATION : 14

A, The international environment

1. During the last downswing in the world economy in 1970-71, the au-~
thorities in most of the industrialized countries applied measures to
stimilate activity which were too strong. The recovery thus contained
within itself the seeds of inflation and of recession the gravity of

which was subsequently accentuated by the energy crisis,

_ 2. Since 1974, the industrialized couniries have been hit simultaneous-
ly by a recession of abnormal size, the ending of which remains uncertain.
The first result of the recession has been é large fall in world trade,
which in terms of both its size and duration. is the most important recor-
ded since the war. It has led to the first interruption of any significance
in the growth of Community exports since the Common Market was established.
The total volume of imports of developed countries outside the Community has
probably fallen by about 6% between the second half of last year and the
first half of 1975. Imports by the non-oil-producing developing countries
have no doubt also fallen further. This decline in demand has only been
partly compensated for by the very dynamic growth in the purchases by the
oil-producing countries and, to a lesser extent, by the continued expansion

of imports by the state-trading countries.:

3 The steepness of the decline in tﬁe volume of world production and trade
during the early months of 1975 was much more extreme than had been fore-
seen, influenced notably by the reduction of stocks. The trade balance of
the developed countries has improved strongly, especially since there has
been a fall in the demand for oil due to the ecomomic recession, the favour—
able weather conditions, and the reaction to the huge rise in the 0il

price. The developing countries have recorded a considerable increase in
their trade deficit. Inflationary strains have tended to ease in several
industrialized countries, mainly due to the fall in'raw material prices

and the weakness of domestic demand.



s st A

-2 -

4. In fhe United States and Japan, some progress has deen achieved in

the fight against inflation and signs of an upturn in activity are now star-
ting to vecome clearer. In the United States the tax cuts effective from
May seem to be having some initial impact, and certain indicators, such as
durable goods; orders, provide evidence of a strengthening in private
consumption. The housing sectof, which has been very depressed indeed, also
appears to be picking up. In Japan, where in June the authorities intro-
duced some further measures to encourage activity, industrial production
has started to increase again since March and there has already been some

improvement in the labour market situation.

5. Although the expectation of an upswing makes prospects for the industri-
alized countries a little brighter, the situation faced by the non-oil-pro-
ducing developing countries rémaih; very bleak. In 1973 and early 1974 many
of them had benefitted from the cbmmodity price boomj; since then, however,
they have all been hit by the increased cost of 0il, a drop in the demand
from the industriaiized countries and a deterioration in their terms of
trade. Their curreht accouﬁi~deficit has widened alarmingly and in spife of
the'aid which has been extended to them, they have had to cut back their
purchases from the industrialized countries. According to provisional exti-
mates, the deficit of the non-oil-producing developing countries as a group

could increase to about $ 32,000 million in 1975.

B. The economic situation in the Community

6. Member States are threatened on one side by demand deflation and the per-
sistence of unemployment and on the other by price inflation. In addition a cer-
tain number of disparities exist in their relative position which prevent the

achievement of significant progress through economic and monetary union.

7. The recession which began around mid-1974 has everywhere been more mar—

ked and has lasted longer than generally expected. For the Community indu-
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strial production in the first quarter of 1975 has been 6% below the level
reached a year earlier. The decline in real gross domestic product is likely
to be of the order of 3% from.a year earlier; the fall could be of the order
of 3-4% in Germany and Italy. The weakness of demand and of production seem,
howevér, to have a tendency to moderate progressively although it is not

certain that the lowest point of the recession has yet been reached.

8. The degree of utilisation of labour and capacity is at the lowest level
experienced. The number of unemployed in the Community at the end of May -
reached 4.4 million (l) and the unemployment rate expfessed as a proportion of
the active population has thus passed the worrying level of 4% (1). The un-
employment rates in Member States, which admittedly are not completely compa-
rable, vary between 9% for Ireland and 3% for the United Kingdom. Further-
more those figures give only an incomplete picture of the deterioration of
the employment situation given the growth of short-time working. In addition
unemployment is particularly affecting younger workers as well as those in

certain sectors and regions.

9. Some countries have already achieved progress in the fight against
infiation. In general terms the rise in prices of industrial products has
moderated substantialy at the production stage; the slowdown has been a lot
less marked at the consumer level, as a result of the increases in prices

of services, the continued rise in agricultural prices and in some countries
such as the United Kingdom by rises in indirect taxes. Compared with the same
month of the prededing year the rise in consumer prices in May 1975 varies be-
tween 6% (Pederal Republic of Germany) and 25% (Ireland and the United King-
dom). Some countries, especially Demmark and Italy, have in recent months been
able to record a clear slowing down of the rate of price increase. In the

United Kingdom and Ireland the rise accelerated further. The differences be-
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tween the inflation rates observed in the various member countries have

not been reduced (see Table 2).

10, The faltering of imports due to the weakness of economic activity and
the destocking process as well as the improvement in the terms of trade
has resulted in.a large reduction of trade and current deficits in member
countries and this has occured in a surprisingly short time period in Demmark,
taly and France. Large differences nevertheless exist between Member Sta~
tes with regard to their external positions. On the one hand the surpluses
registered by the Federal Republic of Germany and the BLEU are only falling
slowly while that of the Netherlands could tend to increase. On the other
‘hand the Irish and the United Kingdom deficits remain very high despite
appreciable reductions. For the Community in total it camnot be excluded
that the current balance of paymenis will move into equilibrium in 1975 as

compared 1o a deficit of $ 13,000 million in 1974 (see Table 1).

C. The economic outlook for 1975 and 1976

11. Economic forecasts are subject to more significant margins of error than
ever becamuse of the uncertainties which exist for economic developments at
the world level, the repercussions of the weakness of the dollar as well as
the uncertain trend in oil priceé, the lags in the effects of conjunctural

stimulation policies already adopted and the unforeseeable modifications of

the behaviour of consumers and investors.

12. There exist however a certain number of positivé elements favourable
10 a progressive recovery in economic activity in the Community during the
autumn: the evident signs of a furn around in the conjuncture in the US

and Japan which could be such as to improve the economic climate in other
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countries, the probable end to destocking, the general easing of monetary
policy and the fall in interest rates, and also the expansionary impact of high
budget deficits, resulting in part from tax reductions in favour of households
and businesses taken within the framework of conjunctural recovery programmes.
The timing and magnitude of the recovery nevertheless remain difficult to state
exactly, more especially because to the conjunctural uncertainties, both in-

ternal and external, are added lasting changes in the structure of demand.

13, Even if production recovers progressively in the autumn it must be expected,

given the large fall in production registered during the first half of the yéar,

that gross domestic product within_the Community in real terms for the whole
of 1975 will be slightiy below the figure for last year. If the recovery real-—
1y gets up momentum it should continue in 1976 at a sustained rate and result
in an ammual average increase of around 4 % in volume of gross domestic pro-
duct of the Community. The growth rates will be above this level in the Fedel
ral Republic of Germany and France but less in the majority of other member :

countries where they will be between 2 and 3 1/2 %.

14. The situation on the labour market is unlikely to improve before the be-

ginning of 1976.and could even get worse in some countries. Productive capa-
city is underutilised ' to a large degree and structural and frictional unem-—
ployment may tend to increase, the recovery in economic activity is only like-
ly to moderate the position of employment with a long lag : it must be expected .

therefore that substantial unemployment will persist for some time.

15. The rise in prices should continue to moderate in the majority of member
countries. In annual averages, however, the rise in Community costs and prices
will hardly be less in 1975 than in 1974. Besides, the disparities between
members will remain as long as those countries with high inflation rates do
not attack resolutely the ﬁrevalent inflationary mentality. The productivity
gains resulting from the conjunctural recovery will facilitate however the

fight against inflation; they do introduce the risk that the gaps between coun-
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tries could be enlarged even more, given that those countries which have made

the greatest progress towards price stabilisation will profit mest.

16. The forecasts concerning the development of the current bslances of pay-

nents of Member States remain uncertain. For the majority of couniries the terms
of trade should continue to improve, but at a more moderate rate, while the
world conjunctural recovery should bring about a growth in exports. The impro-
vement, very marked up to the present, of the current account positions of
member countries could, nevertheless, stop before very long if imporis of raw
materials and partly-manufactured goods begin to increase again and if the

trend of prices on the commodity markeis changes.

ECGNOMIC POLICY GUIDELINES

A. Conjunctural policy measures put into effeckt

17. The member countries of the Community declared themselves ready in 1974,

and again in March 1975 when the guidelines on economic policy were adapted,

t0 harmonise their policies and national conjunctural programmes. The objective '
set was to shape the different measures, expansionary or restrictive, which
were to be introduced in the monetary or budgetary fields,in such a way as to
complement each other. Although only the initial results have been observed,
given the success expected from this harmonisation - a conjunctural boost
in surplus countries and a.return to internal and external equilibrium in the
deficit countries —progress has been disapointing. The recovery has not yet
come while the movement of costs and prices has accelerated in certain deficit
countries. As for the improvement in the balance of payments of most countries,

it can be explained mainly by the slowdown in economic activity and destocking.

Because the development of internmal and external demand was overestimated, the
institution of restrictive measures to combat inflation and of stimulatory pro-
grammes in surplus countries has been too slow and hesitant. The majority of
member countries have underestimated the cumulative effects of the recession in

partner countries and have overestimated their capacity to conirol inflation

from external or internal sources.
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18. It would however be premature to expect substantial effects siraight away

from the measures taken:

— The relaxation of monetary policy and the budgetary stimuli only start to act
with a quite long lag; moreover, because of structural changes some important

sectors (vehicles, construction) cannot have a leading influence on activity.

-~ The recessionary tendencies have been intensified by the development of pre-

cautionary saving by households through fears of falling incomes.

 — Because of the uncertain international enviromment, the greater hesitancy on
the part of consumers and the very high level of underutilization of capacity,

firms are reluctant to add +to their productive capacity.

~ The different investment incentive measures taken in the budgetary and mone-—
tary areas are only playing a marginal role in the behaviour of private bu~ )
siness. The profit outlook remains the decisive element in this respect. |
After the strong squeezing of profits seen in recent years, which has led to
a deterioration in the financial position of businesses, the situation in this

field is likely to improve only gradually.

B. General guidelines

'19. Given the difficulty of forecasting the development of the economic situa-
tion and taking account of the stimulatary action applied, there is no reason

at present for any fundamental change in thé existing economic policy guidelines,
which differentiate between countries but have a commen theme, adopted by the
Council in March 1975. This remains the case, even though, as appears likely,

the economic upturn may be delayed and though, as a result, the leading role

to be played by the countiries in surplus may be late in emerging. Indeed, too
hasty an adoption of new global stimulatory measures would threaten to unleash

a wild bout of inflation and to reach, as in 1973, a situation which would re-

quire restrictive action of an even more severe nature and would lead to an
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employment crisis much more severe than at present. The diffieculty in slowing

down any further the rise in consumer prices indicates how precaricus are the

initial successes scored in the fight against inflation and how hard 1t is

to change inflationary behaviour which has taken root over the years. On the
other side, however; one cannot disregard the risks which could arise in re-
lation to employment, production and the social situation,if the recovery

in the economic situation, at world level and in the Community, did not materia-

lize until into 1976 or remained very limited in scale. In such a case, further

stimuli could be made use of by the Member States where gemeral conditions would

permit such action to be put into effect.

20, In implementing the conjunctural policy which, during the coming months,
must steer between the dangers of inflation and recession, the measures ta-
the

ken by the public authorities, the behawviour of the social partners and

interaction beiween them should be kept under constant scrutiny.

Of course, the scope for acting on this policy is limited ab present
in almost all the member countries, bui can be extended by effective con—
certetl action on economic policies at Community level fo make easier, if
necessary, a quick revision of the economic policy guidelines.

21. The member countries of which the balance of paymwents is strongly

in deficit should base their economic policy on the exploitation of their
export potential. Any excessive domestic demand pressure would endanger the
re-establishment of balance of payments equilibrium and also their opportu-—
nities for borrowing abroad, and would be bound to increase even more their
inflation rate. For the countries in deficit which have made more progress
towards re-establishing basic equilibrium the scope for increasing encoura—
gement of activity relies closely on any further success which can be gained

on the way to stabiligzation.

‘e



22. In the surplus countries, the expansionary stance of monetary and
budgetary policy has created the basis for a conjunctural recovery which
should increase the share of output destined to the domestic market and
reduce the large external surpluses. Although the cautious behaviour of con=
sumers and investors has not yet changed so far, the situation could turn
around at short notice. Nevertheless, should recovery not be under way by
the autumn of this year, additional stimulatory measures,for example,
through public orders and encouragement of social housing construction,

could offer a supplementary impulse to domestic demand.

23. In any case, there is no reason to expect a speedy reversal of
trends in the labour market. Moreover, any impression that the employ-
ment problem can be resolved in the short term by swelling nominal demand
and by unloosing the inflationary spiral once more must be guarded against.
The Commission has recently stressed the need to attack the problem of
unemployment, especially unemployment among young people. The efforts to
be made in this area should make further use of the mechanisms already

set up on a Community basis (regional fund, European social fund, ECSC

means, EAGGF , etc.).

24. An essential condition for economic recovery and a reduction in un—
employment is the rapid re-establishment of confidence , in particular
through the return to a more stable economic and monetary order, at inter-

national level as well as in the Community.

Because of the many ties which join the Community with the rest of
the world and the increased synchronisation of conjunctural cycles, the
balanced development of the economy of the Community depends on a steady
expansion of world trade and on orderly moneltary and financial relations.
The Community can make an effective contribution to these, notably within
the framework of GATT so as to reduce the barriers to the expansion of trade
and at the level of the IMF to advance the work towards greater stability
of the international monetary system. Progress in this area relies on con-
certed action by the Community with.its major partners. Cooperation between
the industrialized countries and the raw-material-producing countries as
a group would also go in the same direction. Lastly, the Community should
make its contribution to the problem of financing the massive deficits of
the developing countries most seriously affected by the oil crisis and world

recession.
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25. Another element of s kind to contribuite %o the re~gstaklishment of

s witnin the Community. The

)

confidence is greater stability in exchange rate

return of the French franc into the Community

tive feature. The enlargement of this area of Eurcpﬁan monetary stability,

which should be encouraged, implies z much cleser ceordination +han belore

of economic and mevetary policies: this is empecially se for interest rate

and axchange rate pelicies, whish should be the subject of concerted ac—

tion such that the d fferences in rates in operation in the member coun-—

tries contribute to %he appropriate guidance of capital movements. There

is also a place for the rapid development of ihe role of the Furopean unit

of account.

26. A decisive Tactor in re-—establishing the confidence of investors
and consvmers is the cooperation of the social pariners. Exaggerated no—

minal wage claims siir up inflation, rednce business incomes and the pro-

pensit 24 to invest and thus put at risk, in the present transitional phase
the ?eccver' in activity and employment® without adding %o the workers"
real purcharing power. It is certain that mederation in wage claims can

be expected that much more if workers and unions are convinced thatb they

the ecenomic difficul~
ere should Ye

are not the only ones who nust carry %he burden of
ties. With such a reserved attitude.in relation to wages th

a corresponding moderate price policy on the part of businesses. Closer

participation of workers in the formulaition of economic poliecy and widexr
information on the economic realities are indispemsable for arriving at
more trustful collaboration, so necessary from now on. The slowing down
in the expansion of workers' incomes during this difficult conjunciural
phase could be compensated for by a greater satisfaction of their collec—
tive wants. The need for an effechive incomes policy is ahove all valid
in the member countries in which the inflation rate is still rising and

in those where the initial success in re-establishing domestic and exter—

nal equilibrium remains fragile.
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C. BUDGETARY POLICY GUIDELINES

1. BEvolution of Public Budgets in 1975

27, The evolution of public budgets in 1975 is characterized in
most of the Community countries by a serious deterioration in the
borrowing requirement, an accelerated growth in the volume of public
expenditure and mediocre developmenis in tax receipts, phenomena

closely related to the economic recession which started in 1974.

The aim of the budgetary policy of the Member States, within
the limits imposed by the'persistence of & heavy price increase and
in some cases by balance of payments problems has been to halt the
lowering of production and employment by measures on both the expen=
diture and the tax receipts side. Such a policy was applied relati-
vely early and affected the main budget aggregates in Germany and
the Netherlands where developments in prices and the balance of
payments made it relatively easy to apply; more recently Belgium,
France and even Italy have also taken budgetary suppori measures
‘but in & more modest and selective way than in the above-mentioned

countriese.

Besides the discretionary support measures, the public budgéts
have exercised an imporftant automatic stabilisation function. The
financing of the acorued deficits has not resulted in major deficits
on the financial markets; credit demand from the private sector of the
economy has in effect considerably weakened and has resulted in a lowe-
ring of both short and long~term rates of interest despite the accrued

recourse of the public sector to the capital markets,

cesfees
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2. Budgetary guidelines for 1976

a) General observations

28.  For the purposes of establishing the budgetary guidelines
for 1976 in accordance with the general hypotheses described in
Chapter I, it has been assumed that, from the second half of 1975,
economic activity will show an upturn, of varying degrees, in most
member States. A continuation of this upturn in 1976 should scar—
cely change, during the larger part of that year, the budgetary
tendencies described below, when one takes account of the fairly
long time period which is needed for the budgetary aggregates

$o react to changes in economic variables. In particular, the net
borrowing requirement will continue to deteriorate, especially

when one considers the year as a wholee

Having regard to the precarious prices and incomes
situation, and in some casee also the balance of payments situa~
tion, it would seem propitious, in most member States, not to
attempt to acceniuate too uch the improvement in economic acti-

vity by using sirong budgetary stimulanis.

However, certain policies would seem to be opportune
such as the partial or total adaptation for inflation of income
taxation levels and budget financing of extensions in the limit
of unemployment benefits, these policies being aimed at maintai~
ning the level of household incomes and at compensating for

| inequalities created by the recession.
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If, as is assumed, the upturn}in the level of activity
proved to be significant, a gradual reduction of the net borrowing
requirement during the year would be desirable,because a continua—
tion of deficits considerably larger than the medium term tenden=
cies would not fail to involve, as soon as investments starh to
increase, a narrowing of capital markets or to cause a monetary
policy dilemma ~ faced with the choice of potentially inflation-
‘ary monetary policy or a steep increase in interest rates which

would in turn be prejudicial to the maintenance of economic

expansion.

The application of a policy of deliberate stimulation of
internal demand would be difficult in those countries (mainly %
the United Kingdom and Ireland) where internal and external equis- |
librium are less assured; a restrictive budgetary management
will be necessary throughout 1976; it should result in a substan—

~

tial reduction in the net borrowing requirement.

A1l the same, the possibility cannot be excluded that
there will not be an upturn in economic activity duringthe autumn of 1975.
In thie case, the economic. outlook for 1976 would be considerably
modified; it would then be necessary to review or change funda-
mentally the guidelines set down here.

The Commission would then make the hdeocessary proposals
within the framework of the annual report on the economic situwation
in the Community in 1976, which will be submitted to the Council

| in the autumn.

b) Guidelines oouniry by countiry

29. In Demmark, the combined effects of the tax reform and
the economic developments of 1975 have resulted at the same time
in tax~revenue shortfalls and supplementary iransfer expenditures
arising mainly from the employment situation. As a result, the
budget which had been in surplus during,many years will show,
during 1975-1976, an appreciable deficit, of approximately

4 % of G.D.P., whereas in 1974=1975 it was only 0.3 %.
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The economic perspectives for 1975 give hope of an upturn

in activity by way of an increase in external demand and an impro-
vement in internal demand in real terms. At the same time, the
situation on the employment market would improve notablye As a
consequence, budgetary receipts would increase substantially again
in 1976-1977, whereas the rate of increase of expenditure would be
appreciably reduced leading to & progressive decrease in the net
borrowing requirement, desirable for both gtructural and conjuctu-

ral reasons, -

30. In Germany, public budgets and especially those of central
govermment will be characterized, in 1975, even disregarding dis-
cretionary measures, by the particularly strong stimulus which

they will have given both to consumption and ihvestment. For the
central government alone, the net borrowing reguirement will show,’
compared to 1974, an inorease equivalent to more than 3.5 % of
GeDuP. of which 1.5 % is due to the effects of the tax reform.

The remainder is chiefly attributable to the measures to encourage
investment taken within the framework of the anticyclical programmes
as well as to tax revenue shortfalls and additional unemployment
benefits resulting from the unfavourable economic developmentss
Since the major part of conjunctural reserves has been used for the
implementation of these programmes, the net borrowing requirement
which should reach 5 % of GeDeP. will be met principally by recourse
to the capital market. |

Even if no account is taken of the limits set down in the
Constitution on the Federal government's indebtedness, present
economic prospects for 1976 do not appear to make further growth
in the net borrowing requirement possible or even desirable.

If one assumes that, in fact, an upturn in exports, an increase

in private consumption and a marked recovery in corporate investment
could take place and that the financing need of the general government
continues to grow, the reduction in the rate of household savings

and the increase in the financing needs of companies would risk,

v
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given the orientation of the monetary policy of the Bundesbank in
favour of stable market conditions, to-produce a rise in interest rates
and consequently ocosts, whioh could have a negative effect on exports,
investment and prices. It would seem appropriate as the recovery
gradually develops to attempt to reduce the deficit, although when

one considers the take—off poini a sudden and sharp reduction

seems neither possible nor desirable. This implies, by compa=
rison with the previous years, a considerably less dynamic budgetary
policy which mainly will depart gradually from past rates of expen—
diture growth. In the interest of recovery in employment in the
Federal Republic of Germany and of conjunctural support in the
Community as a whole, such an orientation is dependent on the evidence
of a net recovery of internal demand in the autumn of 1975.

In any case, adequate atiention should be paid to investment within

the framework of overall expenditurse.

31, In France, the 1975 budget, which it was' expected at the
beginning of the year would result in a considerable surplus, will
probably show a slight deficit not only as a result of the support
measures adopted in April to halt the increase in unemployment and
whose budgetary cost will amount %o about 7 billion francs (0.5 %
of GDP), but also because of tax-revenue shortfalls which are

arising from the marked weakness in economic activity.

Even if economic activity picks up during the second
half of 1975, the budget outturn will probably show a deficit in
1976, because of the repercussions which are likely on state advances
to local authorities from the replacement of licences by professional
tax and from the effect of investment expenditure undertaken in 1975.
Under the prevailing economic conditions, it would not be appropriate
to try to eliminate the deficit by a significant strengthening of
overall fiscal pressure, the more 50 because financing by non-monetary
methods of a moderate deficit should not raise significant difficulties.
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2. ‘
3 In Ireland, the objective of the initial budget for 1975
This however,,continued to

was to stimulate economic activitye.
An additional budget

decline whilst the rise in prices accelerated.
was therefore introduced at the end of June aimed at increasing
employment by stimulating investment and reducing inflation through
lowering both indirect taxes and certain public charges while giving
SU%Sidies to consumers. In spite of increases in direct taxation

which were also introduced, the net borrowing requirement should increase

sharply to reach a level of 16 % of G.D.P.

In case the expected upswing of internal demand occurs in

':tzg::::;d ha?f of 1975 and if éxternal demand recovers in 1976,

policy should reinforce the anti-inflationary action pur—

sued by the authorities through an appropriate limitation of public

:::rzr::aze CO?Sumption, Such & policy should,.in 1976, make &

( educing substantially the net borrowing requirement
expressed as a percentage of G.D.P.), ip particular in order to

diminish borrowing abroad.

zz;Sid::aizzlw, the‘outturn of the‘1975 budget should show &
orsening compared with 1975. Expenditure is expected
;;:ztalzozéa::blz basis‘—.to increase by about 17 % and receipis by
rable deveio me tatter mainly because of the impact of the un
and the posszbin ° th? economy on the yield of indireoct taxation
o delay in collecting certain indirect taxes. The

result wi . :
ill be a net borrowing requirement considerably higher than
Of G.Do P-

favou~

that of .
{nstend the previous year and representing about 6.2 %
ead of 5, .
Slightly 5¢3 %. Te rate of increase of expenditure would thus
. d? exceed the limit fixed at the time of the provision of
edium~term financial support to Italye. :

ofe



However, this excess of expenditure can be justified by
the weakening of the economic situation which was worse than expectede.

On the other hand, in the recovery phase in 1976 efforts
should be made to reduce considerably the size of the net borrowing
requirement (compared with gross domestic product) so as to limit
at the same time the expansionary role associated with money creation
as a result of Treasury transactions. In spite of the constrainis
 affecting expenditure, it seems that thanks to the slow down of the
rise in prices, its rate of growth could be reduced compared with
1975, This moderation would not be sufficient however to achieve
the objective required and it should be accompanied by an appropriate
taxation inorease, because there is a danger that receipts will

increase spontaneously at a lower ratee.

34  In the Netherlands, the'budget will olearly have a stronger
expansionary effect in 1975 than was originally planned. In their
efforts to fight the increase in unemployment — with the balance of
payments ° strong and the evolution of prices relatively satisface-
tory = the authorities have on several ococasions (November 1974,
February and April 1975) inoreased public investment and transfer
expenditure, while revising in a downward direction estimates of
receipts. Thus, the net borrowing requirement will probably be
about 5 billion florins greater (almost 3 % of G.D.P.) than the
initial estimates. Only a part of this deficit will be financed
by recourse to the capital markets.

In spite of the expected recovery in economic activity, the
employment situation will still be unsatisfactory in 1976. In these
circunstances a deficit which is considerably higher than the norm
observed by the Netherlands in a medium term perspective Seems
acceptables GCradually as the recovery conbinues, it will however
be necessary to come closer to this norm. Taking account of the
already heavy pressure of tax charges and social Security contriw
butions, it is implied that new expenditure which would signifi-
cantly affect future exercises should be avoided 'in the 1976 budget
~ or that such expenditure should be offset within-the framework of

the existing plurisnnual programmes.
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35. In Belgium, the 1975 budget was restrictive involving meinly

heavier tax&tion, having regard to the tensions present in the

economy in the autumn of 1974. Its execution i8 being adapted t0
the new problems raised by the sudden decrease
bilities, as much automatically in the form ©

i
~ increases arising from unemployment as deliberately by economic
med at stimulating

in employment possi-

£ net expenditure

support measures taken in the spring and ai
in

vestment. The net borrowing requirement will thus exceed the
1eve} initially estimated.

own in the growth of
hoped for Trecovery

Because of the comsiderable slowing d

t .
ax receipts expeoted for 1976 in spite of the

in economi v : . e
¢ activity, the net borrowing requirement will increases

ptable in the economic con= -
as

Even though suoh a development is acoce

:::fa:o;:::izlfor this year, it will De necessary to restrict,
e, public consumption and transfer paymentse

Furthermore, there should be a readiness to curb public works

progra: N
grammes and other stimuli in the event of an upturn in private

invest
ment involving greater recourse to the capital markete In

this ?erSpectlve and taking account of the growing impact on 1976
ex?enaitUra of the public works programmes adopted in 1975,
fairly strict limits should be imposed on consumpbion and transfer
expenditure.
ii;ducfi:nr::§?s;on end, in particular, the serious fall in steel
in 1975, T ave had profound effects on the Luxemburg budget
bub now thezeli::irbye?rﬂ this always showed & substantial surplus
£ail on the tax ) e & significant deficit resulting from & shori-
_ n corporations and the measures which have had
Ew:z Yiliﬁ: ::Szzctaken particularly to combat employment problems.e
 will sti1l be in netOf BT meRSures ©o aid recovery, the Tulge?
' employment e ??flclt in 1976. Taking account of the
sctivity, sizzb:ezs which Oo?ld‘be caused by a continued weakness in
since the reservesuii?tary situation would seem acceptable especially

ich the, authorities have at their immediate

disposa i
posal will assure its financing without great diffioulty.

of s
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37« In the Uhited;Kingdom, the 1975~1976 budget should have an
overall support effect on economioc activity tending to limit the
extent of the decline in activity expected up to the end of 1975.
The resirictive effects of the tax;ihé}eases on personal income
and oonSumption should be more than compensated for by the impetus
generated from the strong 1ncrease in publlc consumptlon and transfer
expenditure and by the relief in company taxation. Overall the

. budget will show a ccnslderably larger borrow1ng requirement than
the preceding year amountlng o more than Te5 7 of Ge D P. It is
plainly important that the financing of the larger deflclt should
not lead to an accelerated growth in the money supply and so av01d
" any danger of relnforclng the expansionary 1mpact of the budget.

The expected improvement in the economic outlook for 1976
depends on the one hand on the timing and extent of the recovery
of world demand and on the other, on the success of the incomes and
prlces policy to reduce inflation to the extent and within the time
11mits envisaged., Budgetary policy for 1976-~1977 should therefore
be aimed at supporting action to moderate the rise in prices and at
encouraging the transfer of resources towards exporis. To this end,
it should attempt to reduce strongly the expansionary forces arising
from public consumption, prevent any marked rise in private consump—
tion and be strictly selective in its investment expenditure.
This orientation means a very weak development in global expenditure
in real terms and implies & reduction in certain expenditures, espe-
cially subsidies. 4 new.adaptation of public charges to the rise
in costs will be necessary to achieve this latter objective. If the
effort to contain expenditure is satisfactory, the net borrowing
requirement could be significantly lower in asbsoluie terms without

any overall increase in the ‘tax burden.
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