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~ The present document comprises a working paper for the .
- Council of 18 November 1974, on the actions to be undertaken
to meet the fstruétural problems of the e‘c‘ono_mies, resulting

from the present sconomic situation in the Community.
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THE ECONOMIC SITUATION IN THE COMMUNITY

I. Initial positlon

1. Ihe COmmunlty and world economic situation is full of dangers and uncer—
tainties, as regards both the short~term factors and the medium-term outlook. -

'The position in the Community has deteriorated in the past year; the dis~

parities between the Member States have become greater.

Inflation continues serious: consumer prices in 1974 show a yearly rate of
increase of between 15 and 20% in Italy, Ireland, Britain and Denmark and
. between 10 and 15% in France, Belgium, Luxembourg and the Netherlands, with only -
Germany keeping to about T%.

World economic activity is declining: +the expected upturn in the United
States has not yet develcpe&, and is not likely to do so until mid=-1975.

Economic activity in the Community is'slowing‘down: it does still seem
possible that things will pick up in 1975, but a fall in industrial production,
-with its implicationé for employment, can no longer be ruled out. At the end
of the summer, the number of unemployed in the Community exceeded three million.

Many problems facing the Community can only be tackled on a medium-term
basis. There are still major uncertainties with regard ito the movement of oil
prices, the capacity of the‘oil—producing countries to import goods and services
from the industrialized countries, and the stability of the credit system. This
means that it is difficult to seize the situation in the short term. Some bésic
tendencies are, however, already‘discernible. These tendencies, for the large
. part appliceble throughout the Community, do however disguise certain dlvergencles

between countries; these are partly due to previous developments.

‘2. In the medium term a number of changes need %o be effected.
The rise in oil prices'must be offset by additional exports 6f goods and

servioés. In the longer term, these efforts will be facilitated by having recourse

to European energy resources.
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The apparatus of production must be restructured so as: ; : B v

. Yo develop new sources of energy; - o '_ . .

. to take acoount of the change in world demand, whloh will be dlrected more

to capital goods,

+ to make possmble ‘the internal adaustments n303381tated by socarcer and dearer

raw materlals.

' The deferioration in the terms of trade is & dfain on the'eoonomies of fhe
,Oommunlty, which 15 bound to lead to & dlminutlon 1n the amounts of goods avaie-

lable to meet internal requirements.

The necessany restrictions cannot be imposed at a stroke wmthout involv1ng -
intolerable and, moreover, inequitably distributed, social tensmons =~ the more
so as the burden for the Community as a whole works out differently for the
dlfferent Member States and on'some of them even bears very heavily. In any
oase, the oil-producing countries are not in a poszt;on to expend thelr extra
earnings speedlly and completely on extra imports. The organisation of new - .
mechanisms for economic co—operation which includes the industrialised countries,
%he oil—produoing countries and the developing countries wzll,neoeesarlly %ak9ﬂtlm§3
The Communzty will consequently be saddled for several years w1th substantlal
oﬁrrent—aooount balanoe-of-payments deficits. These have to be covered by foreign
‘indebtedness, indebtedness by reason of o0il’ defiolts alone is calculated as
| amounting within the next five years to over 60,000 million dollars.1- This
ovarall figure masks major differences, ranging from a substantial surplus in
the case of Germany to 31zeable financing requlrements in the case of other..
countries. ‘

With such indebtedness it will be possible to stagger.the burdens of ad just=
ment, but not to avoid the sacrifices altogether. Moreover, the indebtedness
carries considerable additional costs owing to the interest payments required.

(1)

Not counting interest payments.
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3. The Community will therefore have in the medium term to release the economic

means needed:

« to offset the deifdriorating terms of trade;
« to pay the interest on the foreign debi;

+ to effect the increasing investment necessary to indigenous energy productlon,

converslona of industry and the maintenance of employemant.

The overall cost for the Community in real terms could amount to over 4 per .
cent ofFGross National Product. This figure takes into account adjustments in
the terme of trade, debt charges and the additional increase in investment. It
represents an average for the Community as a whole; for certain member countries
it would be oonsidérably higher. This adgustment ev1dently does not have. to
occur immediately,‘bui should ‘be spread out over a number of ‘years.

As it is necessary to avoid damaging investment, indeed on the contrary it
is necessary to stimulate it, the necessary sacrifices will have to be borne by

public and private consumption.

There are many difficulties in constraining beybnd a certain point government:

expenditures, (one only has to consider expenditures of a social character); in
these ciroumstances, the sacrifice must largely be borme by privd%e consumption,
the growth of whioh must, therefore, be slower,
i ' A

The share of consumption in the Gross National Produot must, therefore, pro-i
gressiﬁely decrease in real terms. This must involve adaustments in the medium—

term evolution of income and savings.
In principle this could be done in three ways:

» maintaining the proportion of wages and salaries coupled with a marked 1ncrease

in saving hy those in paid employment;

« increasing taxatlon either of private consumption of of all 1ncomes, w1th

corresponding saving by the public authorltles,

. reduclng the propor%lon_of wages and salaries in gross national product,‘with
a corresponding increase in self~-finencing by enterprises.
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Aotually these possibilities could be used in combination.

4. Growth could be maintained in the medium‘term, though, due to inevitable
frictions in adjusting produotlon methods, the rate recorded hitherto must
nevertheless be expeoted to fall off. It is essential, however, that a lastlng
solution is found to the balance~of-payments problem. In any event the main-
tehance of'adequéte growth depends on structural changes in the Member States?
economies, supported or indeed launched by active meaéuréa of structural policy.

It would be wrong if structural change was impeded in the interest of keep=
~ ing low-productivity sectors or enferprises going. Such measures would be at
the expense of the growth sectors, which are the ones that must be encouraged.

These changes must inevitably involve major movemenis of labour from one
sector or one ocoupation to another. Consequently there will be much higher

frictional or structural unemployment'than before. It must be borne in mind that

unemployment is already considerable.

Restructuring will neceséitaie substantial investment in the fields with a -
future. This investment must at the same time enable workers rendered redundant

in the other sectors to‘be-reabsorbed here, It must.

+ be in line with the new demand arising out of thevchange in relative energy

-prices,

Some of the major growth sectors of the past; ,will no longer be the engine of

economic development they used to be;

~» make possible the development of new forms of enérgy‘produotion.

This will be a slow process, requiring to be assisted by systematic measures
for economizing 6n energy;

"« meet the néw outside demand. :

For this purpose efforts must be devoted to seouring conversions in industrial
‘production so as to promote the development of the sectors producing the goods

t(notably capital goods) which are in demand: otherwise the Member States could
find their exporis being impeded by bottlenecks at the producer stage.

| /s
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5. The problems which must be faced by the Community following the energy
crisis are the more serious and thelr solution the more diffiocult ow1ng to the

previous existence of serious 1nterna1 disequilibria. '

The persistence of inflationary trends has brought a distortion in the dis=
tribution of income and wealth, thus provoking a climate of sooial friction.
At the same time, investment has often been badly directed and marginal enter—

prises or sectors artificially maintained in existence.

The restructuring and improvements required will be heavier for the 6ountries :

whose economies have been the most seriously affected.

II. Outline of medium=term action

1. Despite their seriousness, the problems facing the Community and the Member
States are soluble, but require closer “‘solidarity between social groups within
countries, between the Member States within the Community and also between the

Community and the rest of the world.

2. Solidarity between the social partners is 1ndlspensable in order {0 ensure’
that the sacrifices which must inevitably be acocepted will be falrly shared,
whether it involves facing up %o the consequences of the energy 0r1818 or to

effectively conduot the fight against inflation. A prerequiste:for such s0li-

- darity is'a’ ‘getioral consciousness-of- the magnltude of “the problems,. bui it will

not ococur unless the 1n1t1a1 condltlons are taken into: account ;nsofar as the
structural distribution of income and wealth is too 1nequitable. The slow1ng—
down in the expansion of consumption will be more eas;ly accepted if there is
simuzlianeously an attempt to improve the quality of life. ‘

3o At the level of the Community, sclidarity is required to piotect the result
of the efforts undertaken in Europe so far to oreate a single market and which

has been the essential impetug for the improvement in the standard of living.

In present conditions, there is a risk tlhiat in tlhe absence of -common aciion

the fundamental disequilibria in the Community. will bring about a re—establlsh—

ment of protectionism or recourse to savage deflatlon.

eofee
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Beyond this aspect, the development of the Community must be considered a
major worrye. The Member States fihd themselves confronting problemsvof sub~
stantially the same character, the solution of ﬁhich, often difficult at the
national level, is to be found in its appropriate context at the Community levelj;
i.e. the effect of economic adjustments on the labour force, financing balance
of payment deficits, energy policy, the control of wasie, particularly econo-

mising energy, competition policy, etc.

4. International cooperation should be actively promoted:at the moment in

t-
which difficulties can provoke protecionist behaviour. The Community must play
an essential role in this field and ensure that its interests are accepted.

5. The fight against inflation must remain one of the ma jor objecfives of\
economic policy.

s~

The margin of manoever between inflation and recession is very narrow, it
?sgééiaiffiéﬁiéiﬁidbiemsfof strength and timing for the measures which must be

taken in the various memebr couniries.

' The couniries with the hlghest rates of inflation are at the same time those,
which suffer from the biggest balance of payment deficitse. Restrictive policies
continue to be necessary, they meet simultaneously the two objectives of intermal

and external stability.

The member countries which continue to‘éxperiehCe current surpluses must
undertake policies which assist deficit Member Countiies to reestablish the
balance of their economy in real terms. Such polidies, however, could be in conm
fliot with the objective of internal stability in surplus countries. These must -
therefore adapt stimilatory measures in such a way as to avoid creatlng new

inflationary impulses.

‘Invthe present world sifuation there is a serious risk of a slow-~down in
economic activity and, in consequence, a significant increase in unemployment.
It is necessary to avoid an indiscriminate stimulation to total demand which
would only result in adding fuel to inflation and eventually: recreating under
more serious conditions the problems of unemployment and growth.  Rather, the
response should not only vary according to the situation in each Member State,
but also in the individial sectors andregions of these.
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This situation implies a common definition of national measures, the extent
to which they are imposed and their timing.

6. When deciding what policies to implement, acoount must be taken of the
necessary structural adjustments required anyway to meet the crisis caused by -
the increase in oil prices and to eliminate the deep causes of inflation.

To a certain extent, the adjustments may take place under the spontaneous
influences of market forces. However, these adjustments should be encouraged
and facilitated by accompanying policy.

In fact, there is a risk that the necessary medium-term developments will
not be taken into account completely by-the Market. Thus, the economic agents
should be given an overall view of the restructuring requirements. Further,
public expenditﬁre should be restricied and the tax struoture adapted to respond
to the new requirements. '

Moreover, the accompanying policy is necessary in order to facilitate social
ad justments and to avoid marginal enterprises and declining sectors being main-

tained in activiiy to the detriment of ‘economic efficiency.

T. The measures io be taken must be seen in the framework of a long—term view.
To this end, the Community will determine the necessary measures on the basis
of a medium-term.economic policy pfogramme. This programme should be: prepared
very quickly during the first half of 1975.

.8+, The following measures could already be envisaged, some being applied to the

Community as a whole, the others concerning one or other Member State more .
particularly: A ’ ' ’

a) Social actions

-  The participation of the sociél partners in the process of restruoturing
economies, bartioularly with regard to the choice of measures to obtain a
slowing-down of the expansion in private consumption and to facilitate the
movement of labour. This action should not be limited to the national level,
but should be continued at the Community level, particularly in the Economic
and Social Committee and in direct contacts with the various economic and

social groups.

-~ The rapid examination by the Council of proposals to be submitted by the

Commission on essential measures for the partioipation of workers in

management.

e
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~  Improvement of the mobility of labour by retraining and voocational training
and also by more general actions designed to overcome the difficulties
‘”f"f/encountered by workérs who change jobe: housing, schools etc. In this

field the Community could play a role by enlarging the aot1v1ty of the Social
" Fund and by an extension of the social actions existing already within the

E.GeS.Cs

"= - Improving the social seoﬁrity gystem in certain States in order to facili-
'wtafe_adjustments, and alterations which are rendered inevitable by the

economic situation.
= A much faster reform of fiscal and parafiscal systems in certain Member

States so that they meet the economio and social requirements — this is an
important contribution for the equltable distribution of the sacrifices

demanded by the economic situation.

b) Public finances

« An improvement in public finance is necessary to ensure that, partiocularly
in certain countries, expenditures are covered sufficiently and structurally
by receipts and also for a more efficient orientation of expenditure. In
this context, priority should be given to investments over consumption,

. taking care, however, that this has economic and social benefits.

=~ | Public authorities should prepare investment lending programmes to be launched
in case of need. Coordination at the Community level should take place in
the preparation of these programmes, and in assessing their impaoct on the

economy.

c) Structural and Energy Policies

- A systematic slowing-down in energy consumption which should be 1n$egrated

into a Community programme.
= A battle against all kinds of wastage.

~ Stimulation of research and investment in the energy sector and in those

sectors responding best to the new requirements of world demand.

= A restructuring and an improvement within the Community of.rules and meaéures

on competition and consumer protecion.

vofes
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Intcrndl and DPxtermal fiuancinlApﬁobloms ‘ " "

The Community instruments on flnanclal solldarlty should be used and, 1f

, ‘necessary, reinforced during 1975

A% the internatlonal level, the lember States will act together to support
" 4%he reinforcement of {the measures of Inmernau1onal Institutions, the IIF and

. the World Bank. 'This action should be designed, among other uhlngs, to

fensure & sufficient aid to the poorest developlng countrles.‘

*

Fbr the implementation of these actions, the Commission, after consulting

the competent Committees, and particularly the Economic Policy Committee, will

make the necessary proposals to the Council,




