COMMISSION OF THE LDUROPEAN COMMUNITIES

SEC{74) 3355 final Brussels, 18 September 1974

ANNUAL REPORT 0N THE ECONUMIC SITUATION IN THE COMIUNIWY

drawn up in accordance with Article 4 of the Decicion of 18 Febmuary 1974
of the Council of the Puropean Communities on the attaimment of & high
¢esree of convergence of the economic policies of the Member States of the

Huronean Bconemic Community.

(Commission nronosal to the Couneil)


User
Rectangle

User
Rectangle

User
Rectangle


17

{NULL REPORT
ON_THE ECONCMIC SIGUATION IN THD COMMUNITY

THE COUNCIL OF THE EUROPELN COMMUNITIES,
Heving regard to the Treaty csteblishing the Burspenn Fconomis Communi ty,

(1

Having regurd to the Council Tecision of 18 FelLrucry 1974 ° ) cn the
attainment of o high Gegree of convergence of the econumic pclicies of the
Member States of the European Economic Community, and in particularp

irticle 4 thereof,
Having regord to the Proposal from the Conmigsicn,

Having regurd tn the Opiniwun of the Luropean Parliement and of the

Economic and Social Committee,

HEREBY ADOPTS THIS MWNUAL REPORT ON THE ECONOMIC STTUATTON IN THE COMMUNITY,
LAYING DOWY FOR 1975 THE GUIDELINZS 70 FE FOLLOWED BY EACH U'EIMBER STATE
IV ITS ECONOMIC POLICY : ‘

W ——————

(1) 07 To L 63, 5 March 1974, pe 16, ,
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Under Article 4 of its Decision of 18 February 1974 on the
attainment of a Ligh degrec of couvergernice of the eccnomic policies of the
Member States of the Furcpean Economic Community, the Council, acting on
a pronosal from the Commission and after consulting ithe Mnropean
Parliament and the Bconomiec and Social Commiitee, must, &t the end of
the third quarier, adopt an anmual report on tie econonic situation in the
Comrunity and muct get economic policy suicelines 1o be followed by the
Meaber Stetes in the following year. Once the report hasg been adopied
by the Council, the govermmentis must bring it to the attention of their
nationel Parliamenis so that it may be taiken intvo account in budget debates,

A

e guidelines contaired in thic repori may have o be adjusted
to talze account of the trend of economic development when the Council

carries out ius subsequent examirations of the econonic situation: .

O../...
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Disrmuptive

effects of

inflation

World
economic
downswing

~

Cat

The main feature of the economic situa’iom sc for in 1974

has been tie growing impact of inflation : tie gtrains on
the raw materials markets, particularly the cil markets
the appearance of external deficits

uhloh are difficult to live with and which cerwyy +the danger of a

restriction of world irade; whe dioor nization of the cupitel
growing difficuliy for enternrises to determine thelr nrocuction
costs, and comseguently the Teilure to realize investment plang an-
for emplcyment npospects to live up to expectations; tlie regretten
delays in infrastructurc invectment; the increased sccial siraings .
a result of disparities in the disiribution of income wnd wealth;
the spreading of inflationary expectations; the increasingly marls’

Girferences hetueen trends in the various cgun#ries and industries
whe Community; the deterioration in the possibility for growth in
the Community as a whole, &s & rensult of the uneven distribution of
resourcesj Lfinally, the appearance of the risk of the contirming
existence ot the same time of inflation and unemployment.
L. Internaisual backgrounc

Even before ihe snectacular upsurge of oil prices in autun
1973, world econemic growth Lad been slowing dewm, particulorly oa
account ¢f the difficulties which arose in the supply situation of

certain basic nraducts,

Since then the trends in the principal non-member countries of
Community have not been uniform. in the USA, during the first hald
of 1974 the grosa national produet fell in real terms, In Japan
ouiput olse fell in the first ruarter, but has sinse recuvered
slightly. The slowdovm in expansion was muclh loss marked in the
other indusgitrialised countries. Several of them, such «s Canada
and Sweden, even recorced a slight acceleration in economic activity

during the first quarter of the year.

0“/".
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Impact of
the increase
in oil prices

Iull in the
upward

movement of
world prices
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The hugo increase in the price of 2il adfed substanticl further
pressure te world inflation, It has led t2 a serious detericration
in the belance cf paymentsc of most vil-impordting countries, while the
incomes of the onil-producing couniries will grow by aboui

# 60 000 million in 1974 as a whole.

The upward mevement in the prices of rew materials otlier than
oil, which had clsc been very ranid ever gince the begimming of 1972,
has now come to a halt, Weskening industrial demand, improved supply
positicns in response to the high prices, and, in agriculture, as a
result of the betier harvesis in 1973, and high intercst rates, caused
the world markew prices of certain commodities to fall. The lorgest
reductions hLave beoon recorlod for non~foerrms-netals,

especially copner.

In the industriaclized countries the export prices of memufactfured
products have also risen o arply. World trade has therefore contimmed
to increese al an exiremely 1ivelj nece in value lerms. However,
crowth in real terms has eased to the extent that, in 1974 as a whole,
the volume of world imports will provably not be more than 5%-%

Ligher than in 1973.

vosfaes
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Horld trade

(5, change on the preceding yeor, on the bacis of imports)

1)

value volume

1069 14 10%
1970 145 9
1971 11 6%
1972 17 5
1973 4 3 13
1974;) . 8 5L
1) In dcllars
2) Eotimates by the Commission's departments.
B. The situation in the Community

Maintenonoe 48 a vhole econrmic activity in the Community contimed at a high

of activity jevel, In 1974 real gross product should grow by about 2% % (compared

with 5.6 % % in 1973). Dalsnce of payments Aiscquilibria and the strains
on prlces have become more marked in recent months.

Tec r-wth in the volume of cxports +o non~-icalior cuntries has slo"Pd
downe 48 L rosult »f the .ccclertion in the ricc in cxport pricces the

expansion of experis in value terms revertheless contimies to be rapid.

Intra-Community trade was given fresh stimalus by the second
20 % cut in customs tariffs between the six original Community couniries
and the three new members which took effect on 1 January 1974. In
the Federal Republic of Germany, which was already stronsly in surplus,
exports increased more rapidly than imports, In Itely, end, to & lesser
exient, France, the United Kingdom and Denmnrk, on the other hand,

the growih of imports was not bzlanced by the increase in exporifs

coifens
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. ,
Greater While overall domestic demand in money terms roemcined ouoyant,
differences in

demand trends in volume it tended to fall, [1though capital expenditure by inductry
(& .

iz still growing somewhat faster in 1974 compared with 1973, a certain
reluctance tn invest has become apporent. Enterprises are concentraiing
their investment on rationalization measures designed to check rising
costc. At the same time, uncertainty with regards to the movement of
world prices, credit restriciions and, in particular, the rise in interssy
rates, have made for a cautious approach in the monagement of stocks of
row materials, Furthermore, the growth of private and public expenditure
on construction slowed down distinctly in most countries, In the

Federel Republic of CGermany and the United Kingdom expenditure on gross
fixed capital formation is declining in real terms, while it is increasin:

at a sustained pace in Italy, France and Belgium,

Although incomes have deen adjusted in line with constanily
rising prices, the stimuli given %o the level of activity by private
consumption are relatively slight in most couniries. In the United
Kingéom private consumpiion could even fall slightly in volumes
Le regorés the other couniries, private consumption growth is slowest
in Ireland, the Netherlancs and he Federal Republic of Germany.
Pactors behind this have been the stebilization of the rumbers in
employment, and the increase in the propensity to save due in part
to the uncertain economic outlook and to the deferment of purchasges

of private cars,

Tollowing & vigorous resovery during the early months of the

Pendency for yeer, industrial production in the Comminity as a whole has tended 1o
jndusirial

groduction ctabilize since the spring. While some industries, such as iron anc
Yo stubilize steel, chemicals and electrical engineering, are siill experiencing

quite rapid growth, activivy in several other sectors, for example
censtruction, molor vehicles and textiles, is elcowing down distinctly.
Whereas certain Member States, such ag France and Italy, hove siill

recorded considerable increases, others, especiolly the Federal

vesfeos
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Republic of Germony, have experienced a phase of general stagnation
"since the spring. In the case of some products, particularly beef,
supply far outstripped demond, while shortages appeared on otner markété,'
such as for sugar.

Disparities O
. 4g o whole, the level of employment remainec hizh, but consigerable

‘nt‘h > L3 " 0 . ;
* © disporities hove appecred, The number of unfilled vnencies fell, and, at i:he

labour market
same time, unemployment rose in most member countries, The difficulties
which have arisen on the employment market stem essentially from “he
varying effects of the higher price of oil and of inflation in ceneral
on the various sectors of ceconomic activity. While the demand for
ckilled labour remained high in the busic indusitries and in the capital
guods irdustries, labour recuirements declined in *the consumer goios

industries, especially in the motor industry, and in construction.

Strong The most serious disequilibria affected prices end balancces of
upsurge of payments., Several factors - in particular the recent increases in
nrices world market prices, rising labour cosis, the depreciation of cerilain

currenoies,‘lowef productivity increases, the inelasticity of supply,
together with the self-perpectucting tendency of inflation - helped to
push prices up even faster, Consumer prices have risen by between
15 and'zo % on a year-to-year basis in four member countries, the
United Kingdom, Ireland, Italy aud Demmark; by between 10 ond 15 % in
Frence, Belgium and Lurembourg; by slightly less than 10 % in the

Netherlends and by 7 % in the Federal Republic of Germany.

Accentuation The balances of payments on carreni account heve been affected
of external by the hisher oil prices znd the differecnces between ths rates of

disequilibria inflation and the changes in relative exchange ratcs, Despite the
Federal Repullic of CGermany's record surplus, the Community's trade

deficit has increased sharply. The external deficits of France,

woofene
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Demmark, and in particular the United Kingdem and Italy, have worsened

congiserebly. However, as & result mainly of the lull on {he world raw

k>

raverial morkets, including the oil market, in recent months, ecome si:ms
of improvement have recently appeared in the external accounts of some of
these couniries. In total, the deficit in *the balance of payments on
current account of all the Member States in their trade with non-member
countries cculd amcunt %o some ﬁ 20 000 million im 1974 {1973 : about

+ $ 1 000 million),

After falling considerakbly ot the end of lagt year and at the
beginning of 1974, the gold and foreign exchenge reserves held by the
monetary aathorities have since stabilized throughout the Community,‘even
in those coun‘ries which aave recorded large exiernal cdeficits, except
Italy and Denmark. Thie +irend does nnt reflect ihe balance of payments
difficuliies. Several Nember States berrcwed abroad o finance their
deficits. nanges in exchange rates werae an important focuer £10.

The German mark, for inﬁtance, which appreciated in value by almost 10 i# 1)
between Jaxmary anc May, has depreciated noticeably since then.

The other currencies taking purt in the Community joint float followed a
similar, though less marked, trend, After leaving the "snoke" in Jamuary,

1)

the French franc depreciated; in iloy it had lost 4.5 % of its value,
compared with Jamuary‘1974, and despite a recovery since mid-July, it wos
finelly come 6 % down on the other currencies tcking part in the Community
joint floate The Italien lira recorded a weakening in the first half of the
year wut since then it has been steady, There hae been no significant chary~

in the value of sterling and the Irish pound,

oo-/c\uo

(1) Value weighted according to foreign trade structure.
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An assessment of economjc policies

| To'organize the fight against inflation at Community level, the
Council has adopted a _series of resolutions. The resolutions of > December
1972 and 23 June 1973, the results of whiéh were analysed in the lasi
annual report,l were followed by the resolution of 17 December 19732.
This year, the Council has examined the economic gituation in the Community
on several occasions and on 4 July adopted a decigion adjusting the econo-

inic policy guidelines for 1974.

The acceleration of inflation led the authorities of most Member
States to adopt increasingly restrictive monetery policies, which resulted
in dwindling liquidity and high inberest rate levels. However, the severity

of the restrictions contianed to show marked differenc . . or example,

since spring, restrictions hove been eased %o some extent in the United in "
‘ » v 3 T ey ek Sy e R
Treloy’, tw e, Dooenl Grruvng ond Dorropleyulile e ppordte lino wie ¥oll

in France, Belgium and Italy, where resirictions were further tightened.

In recent wonths, the rate of expansion of the money supply has
slowed dovm in most member countries. Since 1973, howecver, except in Italy,

a widespread and significent divergence has boen moted between the increase

'in the stock of negr-money and that of the marrowly defined money supply

(L), probably as a result of the preference shown by savers for time rather
than sight deposits, ~ on which 1little or no interest is poid -~ or long-

term investments,

Those changes reflect a more rational management of assets in an
”lutlonary situation and do not implj any changd in spending patterns.
In the middle of the year, the year—to~year increase in the uwoney and
near-money supply (M2) was still over 20 ﬁ in Italy, the United Kingdom,.
Ireland and the Netherlands; it was running at abowt 15 % in France ond
Beléfum; but at less than 10 ﬁ in “lhe Fodoral Reus F Germony ant Denmark,

Inferest rates reached record levels in cemain member countries;

in some of these countrics, short-term rates were higher than long—term

ratess This situation may oxplain in part the fact that savers are increasini-

ly reluctant to invest in long-term assets. In theee circumstances, real '
investment must to a large extent be financed by short-term torrowing. In
most countries, thc remumeration of finsnoial saving is at present lower

e

than the rate of monetary depreciation.

o1 §o 107, & December 1973, p.l.
2OJ No C116, 29 Deceuwber 1973, p. 22
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Ackion in-the In public finance, the size of budgets has increased substantially
Ludge- as-a-result of the faster rise in prices and costs. Among those countries

tary field

Recourse to
cther ine
struments

obliged by their externmal discquilibria fo employ budgetary policy to curb
domestic demand, France and Denmark will record substantial surpluscs.
Italy will reduce its deficit appreciably in relation to forecasts made

at the beginning of the year. In the United Kingdom, on the other hand,

the improvement in the balancesbty comparison with the previous financial
year, is likely %o be far less substantial than originally cnvisaged.

In Ircland, the budget will cxert a stimulatory influence. Arnong the count-
ries which arc not subjected to balance of payments constraints and which
want, moreover, to maintain the. level of their economic.activity, in the Federal
Republic of Germany will have a budget .deficit well in excess-of initial..
forccasts. The deficit will worsen to a more limited extent in the Nother—

iands, while in Belgium it <1l corrcspond to predictions.

In cmployment, the disruption caused by the oil crisis C e
' ) . Y
wr i HEPREEANN 75 TR SHEIE FEth Lo ok Gl L SR SELSIE 1 AR AR
brought several lMember States (l ol s Cumad, y Ladmixiey b r Belsi

t0 restrict immigration of workers from non-member countries.

Certain lember States, in particuler Italy, Dehmark, the llctherlands
and Belgium, temporarily strengthened their price. policies., Most commercial
policy measures taken concerncd trade in petroleoua products. These mecasurcs

were often taken at national level and ran counter to common policics. Never—

‘theless, it should be noted that an improved system of generalized preferen—

ces has beon applied in favour of developing countrics and that the second
20 % cut was made in customs tariffs betwoen the original member countries
of the Community and the threc new member counirios; both measures had
effect from 1 January 1974.

o/
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In general, the coordination of economic policy at Community level
has continued to be inadequate. The measures taken succeeded in halting the

sucoess of intensification of “inflationary pressures only in certain countries, i.e.

b isine-

action.

Poor out-
lcok for

world trade

JtqtionarY‘deeral‘Republic of Germany and the.Netherlandsj in other countrics, the

upward movement of prices continued throughout the first half of 1974 at an
accelerating pascce. '

II. OUTLOOK FOR 1975
A. OQutlook for the world economy

Economic activity in the United States and Japan should, from the awtumn of
1974 onwards,recover gtightly from its relatively low level in the first half
of the year. In the other industrialized non-member countriés, by coutrast,
}therg_is.littlekreason to expect any appreciable change in the tendency to-
wards relaxively modest growth., On thé'whole, no more than a slight incroase
in the imports of the industrialized countries should be expected from the

end of 1974 onwards, even on the most favourable assumptions.

In the chopt run, it is unlikely that the 6il—producing countries will
be able to spund mére than an insignificant part of their substantial reve-
nue. Hrwovor, from 1975 onwards, they may be expected to expand their purcha-
sing more rapidly. By contraeiy the other developing countries, faced with a
highor oil Bill, and probably a varistion in their torms of trade with the
indusirinlized comntries, will oftcn Iawve difficulty in maintaining the pre-
gen® volume of their imports. Consequeniiy, the expansion in the volwne of
woric #rude:in 1975 may be cxpected to sghow only a slight acceleration in re-
lation %o 197/ | '

"Be Ontlock for economic trends in *he Community
W TR TR 1T . 555 s A S AL i 5 T e RN e T

Provi 1) thn~t en appropriate econoic policy is pﬁrsued throughout the Communi-
ty, 3% aur re hoped that existing adgsgoilibria will be attenuated in 1975 and

that souiiiions for the ghowth of licmier States'economies will graduelly im-

prove.,
Maintaining World economic trends, as outlined above, point to scarcely any
the flow s e ‘ : ,
o ac erat 3 en C ic¢ » isw. of.
of - exports acceleration in exports to non member countries, In view of

000/000
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the leass repid rise in prices, however, the growth in the value of export
. sales will be somewhat more moderato. Although, on the whole, the competitive
position of Community countries on external markets is unlikely to show much
v improvement, certain countries - particulerly the United Kingdom and Italy
- may nevertheless be able to benefit;from the depreciation of their curren—

cies in recent years.,

Modest The expansion of domestic demand could become somewhat wore buoyant
?;ngzzzticin most member countries, especially if the expected slowdown in the upward
dgmand movement of prices encourages real growth., Gross fixed capital formztion may

recover in certain Community couniries in which it wes relatively low in
1974y in particular, in the Federal Republic of Germeny and the Netherlands.
Residential construction, however, is not expected to progress significantly
~ at loast in the first half of the year - since demand in this sector often

seems to recover only after an appreciable improvement in financing conditions.

The expansion of private consumption may accelerate slightly in rcal

: s - Mo Den. af Clapnr i
terms, mainly as a result of the developments expected in ~-:€ Fedl.Ren.of Gerniny,.

Slight in- In these circumstances, an increase in real gross domestic product of
gi:hzioighapproximatoly 3 % % from 1974 to 1975, as against 2 4% from 1973 to 1974, may
rate reasonably be expected for the Community cs a whole. Growth rates of member
countrics will generally be close to this average figure; however, growth
will be lower in Italy and the United Kingdom while France should record
. above-average results. These trends should be accompanied by somewhat larger
productivity increasog, with the result that the employment level and the un—
employment rate will be approximately stable for the Community as a whole.,
In employment, structural difficulties will persist, aspccially in Ircland,
Italy, the United Kingdom and the Nethorlcnds,

o
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Persigtence . A slight deceleration in thg upward movement of prices could well
§i<§;i;g be rocorded; however, inflation rates will continue to.give cause for concern.

ivflation PFurthermore, disparities within the Community will persist; prices will climb

raves at the slowest rate in the Federal Republic of Germeny and Luxembourg, while

in Ireland, the United Kingdom, Italy and Denmerk, the year-to-year average
inflation rate is likely to be well above 10 %

Allevia~  An improvement in the current balance of payments with non-member
t:on of ex— '
+ornal dige

acuilibria Community's terms of trade. Im particular, this reflects the less unfavourable

‘countries may be expected, mainly as a result of an improvement in the

trend predicted for those countries which, like Italy, the United Kingdom
and ¥rance, recorded substantial deficits in 1974. The surplus  of the
Federal Republic of Germany will fall somewhat, bui will nevertheless con~

tinue {0 be considerable..

III., GUIDCLINES FOR ECONOMIC POLICY

Ao General‘gulaellnes

The strug- 1. . In view of the disappointing results achioved in recent years, the

ffflzfizﬁitfight against inflation must once more be considercd the priority objective

¢ watter of Community economic policy. An appreciable slowdown in the price upsurge
08 prio-

. is éssential if a profound disruption of economic and social life is to be
A b

‘avoided, It would also contribute to the progressive improvement of balance
of payments positions. More than in previous years, economic policies must
be adapted tq/pgg%ioular situations of various countries and sectors, There
ghould be close coordination at Community level in drawing up those policics
and backing must be provided in the form of active solidarity from Member
States, £0 as not to worsen the employment situation.

Reeulation 2, All member countrles must restraxn the exnan51on of oversll demand. to

¢ demand keep it within limits compatible with the growth of productive capacity
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Since it would be advisable to avoid further affecting depressed
industries, i.e., motor vehicles, textiles and, in certain member countries,
building and tourism, action taken to curb the expansion of overall demand

* should ~ as far as possible - not cause any further deterioration in the

level of activity in these sectors.

-

s« bearing Demond regulation must take into account the constraints imposed on
in mind ¢ . . . . .
”n minc he various countries by {heir external positions. Curbs on domestic demand
onstraints
~poged by are particularly necessary in those countries where recources must be channell}zd
“he external . . . : ..
":uationna into exports in order to reduce a large external deficit. On the other hend,
R
those countries enjoying substantial currcnt balance of payments surpluses
should see that domestic demand develops in such a way that the upward move-
ment of costs and prices is held back by further productivity increases, while

avoiding the imposition of further strains on the productive apparatus.

3. In public finance, the continuing efforts necessary to control inflie
tion and improve current balsnce of payments positions will mean that most
Member States in 1975 must adopt a budgetar; policy aimed at avoiding any
_ stimulation of domestic demand. An importent exception to this guideline is
i:i;;; Egi;jhe Pederal Republic of Germany, which should maintain a moderately expansio-
sies nary budgetary policy so as t0 reduce the external surplus. The other Member
States should continue to follow a restrictive lines countries with structural

buiget deficits must take steps to limit them.

A rigorous approach is thereforc essential in relation to expenditure,
which should display only 2 minimal incroasc in volume terms in most countries.
In that case, the necessity for fupther increases in taxes nay become evident.
However, since the fiscal burden is already very great in certain countries,

a further increase might in these instances have inflotionary conscquonces.
The reduction in direct taxes in the Federal Republic of Germeny and Denmark

should have as a counterpart more moderatc wage denmands.,

/.
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Member States should ensure that restraint in the central government budget
is supported Yy parallel efforts on the pért of other public authorities.

4 Monetary policy must seek to provent a contimuation of inflation. This
implies a strict limit on the increase in the money supply, especially in those

countries with substantial balance of payments deficits.

This overall policy of restricting liquidity should be accompanied,
in certain countries, by particularly energotic measures on lending to

finance consumption or for speculative transactions.

Aﬁ the same time, monetary policy should help to assure the compati-
bility of interest rates within the Community and in relation to non-member
countrics. It is essential that levels should be comparatively higher in
countries with largce external deficits and which nced to attract conside-
rable sums from abproad. A policy of this kind is desirable, not only from
the point of view of re~establishing:balance of payments equilibria, but

algo because of its restrictive effects on the internal business situation.

s
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The Community countries having,henceforth, to obtain substantial funds
g0 as to cover their overall erternal deficit, their action would be more
effective if thoy adopted a cormon position - especially by issuing Community
loans, Further, member countries could jointly establish the necessary machinery

to attract long-term funds, particularly from the oil-producing countries.

Closer cooperation between central banks is neceded to supervise the'ope~
ration of the Buromarket, in view, on the one hang, of its importance Tor the
financing of external deficits audy on the other, the growing wariness created
by the difficulties recently erperienced by certain credit institutions. It
would be desireble to extend this cooperation to the principal non-member

countries.

Saving should be encouraged not only by making interest rates more
attractive but also by specific measures designed to benefit savers in the

least well-off economic categories.

The fight ageinst inflation will undoubtedly be greatly facilitated
if exchange rate relations within the Community, and with the main trading

partners, remain relatively stable.

He The new burden resulting from the rise in the prices of petroleum products
will affect standards of living. In countries with substantial %balance of pay-
ments deficits, a temperary halt in the rise of the purchasing power of house-
holds is inevitable. Nevertheless, it is importent that the sacrifices to be
made should‘be fairly distributed among the various groups of the population

and, above all, that special protection be alfforded to the least well-olf

“social categories. Since the situation varies greatly from one couniry to enother,

it is important that the lMerber States hardest hit should be able to rely

on the active solidarity of their partners.

o/
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The social injustibes brought about by inflation - to the detriment of
‘the . . . saver in pafticular -~ together with the economic disequilibria which
cause numerous difficulties for business firms, are liable to lead to- serious
upheavals. In thesé'circums%ances, it is in the interests of the two sides of
industry to cooperate to contain inflationary tendencies and rcpair the
damage caused to the economy - ecspecially in the form of accentuated distor-
tions in the trend of incomes, losses or deferred invesiments, and the deterio-
ration of éompetitive posi%ions. There is an urgent need to bring home to the
public fhe consequences of inflation - in particular its social costs - and

1o organize a‘broad programmne of public information on the subject,

foeial 6. The member countries in which unemployment benefits are relatively limi-
ffifiii ted ghould examine the possibilities of easing the conditions under whiqh
rointen-  benefits are granted and increasing the amounts concermed. The danger for
giiicgient employment resulting from persistent inflation is such that absdlute priority

should be given to this type of social transfer over other types of transfers

from the central government budget. The solution to problems of structural unemploy-

ment, which exists in cerfain sectors or regions, should be sought through

specific actions concerning the work-forces in question and not by global

stimidatory measures which would inevitably e a further impetus to inflatio-

nary trends. The facilities for readgpting the labour force should be im-

proved.
Prices Te According to the situation in their respective countries, Member States
polioy should pursue active prices policies, based nbove all on the machinery of
effective competition. In the absence of such competition, it is to be feared
that price reductions on world markets may lead to the establishment of inflatio~
nary profits. If these are to be aﬁsorbed, it is essential that, in evéry'
member country, demand must not be allowed to exert excessive pressure on
protuctive resources. iarkots rust once moro become buyerst markets and firus .
mugt adapt thomselves to neow market conditions by basing their frading strategy

on expanding the volume of gsales rather than on increasing profit mergins.

of .
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In certain member countides, distribubtion circuits need to e rationa~

lized and regulutions governing tha display‘df'prices more strictly enforced.

" Gaorera~ O “he social disparities brought about by inflation and the economic
'ﬁ‘" - - - . - 3 - L3 3 -
j(fnsggiqldlsequlllbrla which are the root cause of business difficulties threaten to

sarftners result in serious disturbences. It isy in these circumstances, in the interest
of the social partners to dooperate in the control of inflationsry tendencies
and to repair the damage which has been caused 10 economiesy in the Form
 particularly of growing Fict 2¥mY 4y the distribution of income, investment
delays and ceterioration in compotitive positions. It is urgent that all should
becone awore of the disastrous consequences of inflation and, in particular,

of its cost in socizl terms.

9. Economic growth will probably continue in 1975 in the Community as a
whole, but major factors of uncertainty are neveitheless present in the econo-
mic out}ook. Public investment programmes suitable for immedidte implementation
should be preparecd in ocase it night be posesible, in certain countries, to bring
the upward movement of prices rapidly under control by restrictive measures
combined with an autonomous slowdown in activity. In this field, the initiative
lies principally with the Pederal Republic of Germany and the Benelux countries,
which are the least alfected by constraints arising from their external positions.
In any case, the Community must remain extremely vigilant and must reinforce
cooperation between the member countries, none of these being in a position

to withstand a long recession.

o/
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B, Guidelines for the igﬁividual countries

In Qgggggg the slowdown inleconomié activity, which began
in spring will probably become more marked in the months ahead.
However, the delayed effects of the steep climb of wages and prices
‘are likely to be reflected in continuing inflationary tendenciea;
eSpécially as the subsidy granted to enterprises to limit the rise
in costs will be cut by half between now and the end of the yeanx.
The éurrent balance of fayments deficit will probably remain high.

Short-term economic policy must therefore continue to Ee
aimed principally at improving the internal and external equilibrium
conditions. To this end, the measures already taken to limit the
growth of domestic demand should be kept in force,

In the budgetéry field, steps should be taken to ensure
that the surplus in the central government budget for 1975-76 is
not Eess than the surplus for the present financial year. The
effects of the income tax reform planned for the beginning of 1975
and which will probably cut direct taxes by some Dkr 10 €00 million,
should be offset by an increase in indirect taxation and outs in
planned expenditure. In addition, major efforts must be made to
limit the increase in local authority spending. In this connection,.
care should be taken to prevent the 1ifting of the freeze on public
building from triggering off too sharp a retovery of spending in
this sector.

Monetary policy will have to be kept tight until the rise
in prices and costs has slowed down distinctly and as long as the
balance of payment situation continues to be precarious. In
particular the growth of domestic liguldity which has been
gradually losing momentum since the end of 1973 must continue to
be kept under stricst control., ©Strict eeilings should be applied
to lending in the months ahead.

.l./l.'
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~ 4n active incomes policy, written into the framework of the tax
re#orm Would improve the economic outlook and ease inflationary strains,
It lwould make it easier to channel resources into exports and would thereby

help to cut out the balance of payments deficite

In the Federal Republic of Germany, where external surpluses are very

high, a recovery of domestic demand in the coming months would clearly be
weicome. However, it should not come in the way of further progress in
lowering the rate of inflation, The abolition of the counter-cyclical
surcharge, the incrense in pensions and war victims' allowances, the latest
wage increzses under certain collective agreements ond the large deficits
in, the public authority budgets will all be factors sustaining demand,

The entry into force of the tax reform on 1 Jamary 1975 will also provide
‘fresh impetus. INevertheless, certain cautious and temporary measuree are
clearly necessary to ensure that in the immediate future output grows at 3
to 4 % in line with the average increase in capacity, The announcement by
the Federal Goverrnment on 11 September. that, together with the L¥nder, it
wiTl ellocate D 900 million to public works contracts for the improvement
of

direction,

the infrastructure which are rcady to be put to tender is a move in this

: In view of the heavy burden that the tax reform will place on the
buéget, the tightest possible limits should be imposed on the increase in
public authority spending in 1975. For the Federal Government and the
Linder, this increcse, allowing for the effects of the tax reforﬁ‘shcuid
not exceed 12,5 %, so that their total borrowing requirement will not be
more than DM 12 000 million higher than in 1974, The necessary savings
should be mede primarily on current cxpenditure, in particular, by restraining
public service salary rises and by exercising a cautious recruitment policy.
Thé large budget deficits which are likely will have to be financed from

th% capital market,

A
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Monetary policy must remain tight in the coming months and
ensure a limited growth of the liquidity. Should it later become
apparent that the growth factors are too weak to achieve an economic
growth rate in 1975 in line with the objective set out above, the
authorities should,take additional reflationary measures, in parti-

cular by easing monetary policy.

In France, the level of employment and the capacity
utilization rate have remained high. Prices are likely to go on
rising rapidly in the months ahead. The trade balance will remain
' in - ... deficit despite the appreciable increase inrexports.

o

Inflationary pressures and the deterioration in the external
position are therefore the main problems that short-term economic
policy will have to tackle. Ih order to lower the rate of inflation
to any substantial degree without increasing unemployment excessively
or jeopardizing future growth, there will have to a distinct temper-
ing of wage claims. In addition, the authorities will have to press
on with their policy aimed at curbing the impetus from domestic

demand.

In the field of public finance with a central budget
surplus in 1974 of some FF 9 000 million, the increase in central
government spending in 1975 will have to be kept at a much lower
rate than that currently expected for the growth of gross domestic
product in money terms (14 1/2%) and a budget surplﬁs will have to
be maintained. Although the financial situation of the local
authorities does not, on the whole, seem likely to deteriorate, they

will also have to be cautious in their spending.

Monetary policy must continue on a tight line. However,
the gradual replacement of the credit policy by a tight control of
the money supply might well prove more effective as an instrument

for curbing demand.

‘,0.'/"0.
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The policy of encouraging private saving should be con-
tinued. There is still a very good case for specific measures on
prices, such as those which are actually envisaged in the intro=-
duction of a counter-cyclical tax on firms applying large increases
to prices or wages, and also for measures to rationalize distribu-

tion circuits,

In Ireland, the pace of growth will probably accelerate
slightly in the coming months as the budget for the current
financial year adds momentum to consumer spending. Wages could
rise even faster., The upsurge in domestic prices will remain
sﬁrau;although the rise in import prices will be more moderate.

The current account deficit is likely to increase substantially.

Given these prospects, a very firm position will have to
be adopted in applylng economic policy in order to ease the
inflationary pressures which at present are very heavy. An active

incomes policy will have a major role to play in this respect.

In the budgetary field, the aim should be to see that‘the
net borrowing requirement in 1975 is only slightly higher than that
for the current financial year on an annual basis. The tendency
for the budget deficit to grow, whieh has been very strong in
recent years and particularly so in 1974, will have to be curbed,
more especially’as the neé borrowing‘requirement is alreagy

considerable in relation to gross domestic product. 4 strict 1imitetion of
tho growth of ezpend%ture is. required. <is"a resylt, «of the shoarp. rise in the mmber

of civil servonts,ond the heovy.investment burden on the centnwl government
budget, iﬁ,wil;gprob@bly be necessary Lo gggreasé taxation,

At the same time, monetary policy will have to be
tightened, although finance must be made available for priority

investment projects.

o‘./ooo
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In Italy, priority muist be given to bringing the current balonce of
payments progressively back into equilibrium.‘ A striét credit and public
finance policy is essential, To this end, the authorities adopted in
summer o stabilization programme centering on large increases in indirect
tox revenué,'sociai security contributions and public service chargess -

The aim of these measurcs is in porticular to moderate the growth of the

_ purchasing power of private individuals,

 In the coming months, resolute steps will have to be taken 1o bring
the economy on to a sound basis and the close cooperation of the iwo sides
of industry will be essentials’ The increase in centrgl-government
spending in 1975 will have to be well below that of grdss}domestic product
in money terms,  The central government budget deficit must not be higher
than in 1974, If further tox increases cre to be avoided, virtually mo
latitude exists for increasing spending-in real terms, Any;neﬁ éxpenditure
will have to be offset by savings in other fields; this could be done by
reviewing budget priorities, The central govermment will have to make use
of its supreme authority to ease the upward trend in the deficits of the
other public bodies, 1oca1‘authorities, social welfore institutions,

antonomous public enterprises,

Monetary policy mﬁst remain tight and selective at least until
budgetary measures are clearly seen to be having their effecis. It is
important to moke sure that the rate of expansion of gredit is such,as was
the case in the second quarter of 1974, as to remain within the Lit ‘ ‘
22 400 000 million credit ceiling for fpril 1974-March 1975 confained in -
the commitments which the govermment entered into with the IMF, especially
as the oil deficit at the end of this year could well prove to be lower
than feared and since the recent rise in public enterprise chargés will

reduce their financing needs, In particular, the terms for private consumer

credit should be tighteneds.

411 these measures should facilitate the chamnelling of real

resources into the export sector which could thus support the level

of employment, -

' 0/3'6 .
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In the Netherlands, where the first part of 1974 saw a

recession in construction, growth could take a firmer hold. Because
of the large degree of autonomy in energy suppliés énd the favour-
able effect this has on the production costs of much of Dutch
industry, the competitive position and the growth outlook for exports
continue to be favourable. As a result mainly of the measures

taken at the beginning of 1974, the price upsurge has not been as
strong as in most other Community countries.. Nevertheless, with

the price freeze being eased some&hﬁt,;thé ;éte;of increase in

1975 is likely to slow down comparatively little;

"~ “With the danger of a slump in activity obviated for the time
being, the way must now be prepared for a gradual return to
acceptable rates of price increases and employment policy must be -
strengthened in order to create a greater mobility of labour .into
the growth industries. In order to attain these two objectives -
price stability ard stimulation of employment - major investment
efforts will be needed both in the private sector and in the publiec
sector, and this will tend to reduce the structural surplus -of the

current balance of payments,

In the budgetary field of_public#finance there must be a
return to comparatively neutral budget manage@entf The central |
government budget for 1975 must be implemented in such a way that
the net borrowing requirement is kept near to the medium-term
public finance objectives, that is to say some F12 000 million.
To this end, expenditure should increase at 2 rate similar to. - L
gross domestic product in money termswhich means that there will

still be room for increasing expenditure in real terms.

o'-/'oc
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Monetary policy must see that the growth of domestic
liquidity is kept within limits compatible with the capacity of the
Dutch economy to absorb new investment without. triggering

inflationary pressures,

In Belgium, wﬁe?e demand-pull inflation has added to
imported costupﬁsh inflaﬁion, the;growth rate continues to be
buoyant. The external account’surplus could fall further and give
way to a deficit on the ocurrent balance, The priority objective
of short term economic policy must continue to be the moderation
of the upsurge in prices and costs by reducing the strains on the

productive apparatus in certain industries.,

Efforts to moderate the impetus provided by public finance

must thérefore be pursued. In particular, strict priorities should

be fixed in the field of current expenditure - as regards subsidies

to enterprises and other recipients - so that the net borrowing
requirement in 1975 is less than that of 1974, The raising of
certain tax‘rates foreseen seums inevitable. In the same vein,

the increase in the current expenditurc of the local authorities

which could result from the rapid rise in their own tax revenue ahd‘

in transfers from the central government, should be kept as low

as possible, Ways should be found for flnancing the substantial
deficits of the public authorities without using monetary means and
without borrowing abroad.

In the coming months, the authorities must maintain ar
restrlctlve line on monetary policy in order to curb the expansion
of demand in money terms by slowing down the growth of liquidity.
In particular, a close watch must be kept over the trend in.
building loans, | | . |

In Luxembourg, the foreseeable increase in export demand
should ensure that economic activity continues at a relatively
buoyant pace in 1975. Prices will go on rising although More
slowly., The manpower shortage should not be an insurmountable ob-

stacle to the expected growth of. output.

.t‘/do.
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Caution still needs to be exercised in the field of publiec
finance, There will have to be tight selectivity in the current
spending of the central government and a closer watch kept over
the operations of the investment fund so that expendigure increases
more slowly than in 1974 and the budget closes with a surplus much
the same as that forecast for 1974. Credit policy will have to

remain tight.

In the United Kingdom, real gross domestic product will

probably grow more slowly than production capacity. While the

pace of'price and cost increases should slachén,sgmewhat, it may
nevertheless remain very rapid. An improvement in the terms of
trade and an easing of the pressure'from domestic demand could well
bring(about an appréciable cut in the current balance of payments
deficit in 1975, clthough it will still be comparatively large.

Economic policy must continue to be directed essentially

at limiting the growth of domestic demand and in particular consumer
expenditure in order to achieve a substantial and lasting reduction
of the current payments deficit by curldng imports and transferring
resources into exports. As there is little chance of improving
purchasing power, it is important that the .ooperation of both

sides of industry be obtained to limit increases in prices and
money incomes,Substantial progress in the fight against inflation is

necessary to preserve & high level of employment in the longer term,
In view of these objectives, there secems to be very little

room for manoeuvre for new reflationary measures either in the
autumn budget or in the initial 1975/76 budget. At all events
efforts will have to be made in 1975/76 to achieve a lower public

authority net borrowing requirement than in the previous year.

-oo/o-o
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To this end, the increase in surrent expenditure from
1974 to 1975 should be well below the inerease currently forecast
for gross domestic product in money terms .; T R
The rise in current transfers to publie corpc:an;ons in 19?5 should
be linmited, o : R T . A

. oo . ,. ’ N . .
L) i T . & . ; . . .

The need to attain internal and external equilibrium will
probably mean that a restrictive policy will have to be pursued
covering both the money supply and interest rate levels} As regards
the 1atter,.the need to financc the current payments deficit and
to retain internatlonal confidence in the pound will mean that

rates will have to remain relatively. high. Certain sclective
support mes, SUPCS in the housing- sector mlzht newerihcless be cdvisable,
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CONCLUSION

In.1975 the Community will still be faced with serious
problems of economic equilibrium. Inflation rates which have
reached new record levels in most member countries will continue
to cause concern. Certain Member States wili have Eo strengthen
their external positionswhich have suffered serious‘damage from
the rise in the price of oil -and from the partiéhlarly sharp

upsurge in prices and costs.

There must therefore be no let-up in the struggle to over-
come inflation throughout the;Community,whigﬁ shculd bhé earried tut so as not o
couse wancecsoarily an,inerecse in uaemplogmenty . buy 1% must not he forgotten that
the myintenonee of inflaiionary trepds. end-mygers. tihe level of employment and long-
term,growth. ) Special effofts.must be made to changg the structure of the
econonies of the‘membéy countyries feced with the most se:ioué internal and externzl
disequilibria, |

If the policy to combat inflation and gradually to wipe
out the external deficits without causing a serious detericration
in the economic and social situation is to be a real success, all
the social categories will have to cooperate actively; this means
that there will have to be a fair distribution of the sacrifices

and burdens,’

The measures to be taken must be closely coordinated at
Community level in order to smooth aver Lk dtepey
the Member States and the uncertainties whieh zpe A burden on

.ties between

economic and social development. They must have «s their base the

active solidarity Qf‘the partner countries.
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PRODUCTION AND EMPLOYMENT

— e u -
(% annual growth rates) .

“ “ ‘_ e ,

. Gross domestic product in real terms . « Persons in paid employment

! . V :

1966-1971 . 1972 1973 1974(1) | 1966-1971 | 1972 973 [1974(1)

: Dedmark 4,6 5,1 3,8 2,0 1,4 . 2,0 04 | ~1,4
Germe..y by 3,0 5,3 1,9 0,5 | ~0,3 0,7 i -1,2
France 5,8 5,5 6,0 5,2 1,7 | 1,5 2,4 1 a7
Ireland b, b 3,2 6,0 3,5 0,8 -0,9 . P .
Italy 5,2 342 549 | - 5,0 152 0,1 1,9 m 2,0
Netherlands 5,6 4.3 4,7 3,3 1,3 -0,7 0,1 w -0,1
Belgium k.ﬂ 5,2 5,7 Pao AMN 0,5 141 m 0,7
Luxembourg 343 Ioh6 7.4 L, s 1,7 3,7 2,9 u 1,9
United Xingcom 2,2 2,3 5,6 -0,9 -0,8 | 0,7 1,3 a1,
Community 9 b4 m 347 5,6 2,7 1,0 0,1 | w 6.0

Sourece: SOIC

(1) Eetimates by the Commission '8 - depariments,
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CONSUMER PRICES
% annual growth rates)
1966-1971 (1) . 1972 1973 L197h (2)
, .
| ; E
Denmark 6,3 6,6 9,3 k2 !
Germany 2,9 5,5 6,9 L 7,3 !
France 4,5 6,2 7,3 12,5 :
Ireland 5,9 8,6 11,4 14,8 %
Italy 343 547 10,8 15,4 '
Netherlands i 5k 7,8 8,0 8,8
Belgium ? 3,6 5,5 7,0 10,0
Luxembourg E 343 5,2 6,1 . 843
United Kingdom | 5,4 741 9,2 bk, b

'

Source; SOLC

1Average for the period

2January - June

3
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TRADE_BALANCES
(levels, in national currencies; '000 million units) g
| 1966=1971 (1) | . 11972 1973 1 197k (2)
;’ f | ; | '
Denmark -5,8 ! ~5,0 ; -9,4 : - -8,3
Sermany +15,1 L 420,3 L 433,0 L 429,7 (3)
Feance L =6,k -k, 5 : -6,2 : -16,5 (&)
Ireland L =0,17 ; -0,19 | ~0,27 ; 0,29
Italy ; + =h20 L =3267 =394
“sztherlands i 4,2 E ~T, bk i ~1,8 ; ~1,3 (5). "
velglum y +1,1 ‘i +29,2 f +17,6 i ~14,2 (5)
Luxembourg ) % é o % ;
Uaited Kingdom:  =0,99 O -1,39 i -3,42 i =3,58

j

i .

dource;  National statistics

1Average for period

2January - June, unless stated otherwise

3January - July

Januvary -~ May

5January - April
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)
& CENTRLL COVERMMENT BUDGETS
= < A ) e -
f% (% tisereass) .
w
W As nercentngs of
Expenditure Rewvenue ; Surplus/deficit GN? at market
i (levels in nationmal prices in 1973
! currencies; '000
: M million units)
lm” u i w m w i ot an Y gy -y
1972 1 1973 (197811972 1973 | a97k(1) 1972 . 1973, -197%(1) |Expenditurd Rev. JM¥ IV
i i | ] , ; i :Defiel
: ’ + Y : ; : ! | —
Denmark® 14,1 10,6 24,5 | 16,1 . 16,8 | 19,0 , +m.ﬂm +5,5, +3,8 29,9 33,2 +7,3
Germany 11,8 | 11,9 1,0 | 12,0 1,4 | 9,0 w -6,5| -2,2; -13,0 24,0 23,80 -0,z
France 9,9 m 11,0 15,0 12,1 11,6 18,0 “ +4‘m~ +r.mw +9,5 19,C wgm.rw 0,0
Ireland vo | 22,5 ' 27,1 - 19,7 | 20,6 | .. | -o.m@ 03 36,5 128,61 7,0
Ttaly E,% 0 36,0 1 27,5 6,0 12,4 | 20,5 =3382 Twuwé 16400 28,0 18,4, -n,5
Netherlands 12,1 W 18,2 | 17,5 15,2 18,1 16,0 0,9+ -1,1: -2,0 26,8 mmm.é -0,7
Belgium 17,6 | 13,3 | 16,0 | 13,0 | 17,1 | 18,5 1 -84,9 81,81 82,0 | 29,5 24,9 -6
_ : { { i i i |
Luxembourg 1,1 18,5 | 16,0 14,5 2k 1 14,0+ 1,01 42,31 +2,2 D 24,3 wmﬂ.mm +343
. . 2 i i : ! ! ¢ i i
United Kingdom™ | 14,1 ; 13,8 “ 18,9 m 7.8 ~ 13,2 22,0 | ng.mM -2,22 -1,86 | 37,7 wwfm,WH -3,1
i T | I -
Ammdwamwom by the Commission's departients,
®Financial years 1972/73, 1973/7%, 1974/75
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WEIGHTED APPRECIATION OR DEPRECIATION
OF THE CURRENCIES OF MEMBER COUNTRIES

W

- EEL;:;'EEHLAND (Reference period: "Smithsonian
"""""""" ’ITALIA Agreement", December 1971;
““““““““ NEDEBLAND, weighting acocording to the
I B ao0, JU.EaBoLe structure of foreign trade) i
—_— s ‘UNITED KINGDOM ; ' :
e e e e e IRELAND '
________ DANMARK :
N ) O/' .,.
240 240
. 20; 20,
1Gn 160
12a 126
8a 8e
49 49
Ou Os
A wbo
-8, ~8a
-12a ~124
~16% ~164
-20s 1-20s
244 L | l JPRES TE IRR ‘ o ST T N WY l T B -24e : ¥
_'1973 - 1874
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