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4 COMMUNITY STRATEGY FOR FULL EMPLOYMENT AND STABILITY

/

The present document whos main lines have been approved
by thé’ﬂommission, is intended to serve as a basis for
the consultations with the social partners which the
Gammissiop will hold pursuant to the mandate given by
the European Council for the pre?afation of the next
Tripartite Conference.
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A COMMUTEITY STRATECY FOB FOLL EMPIOTMEST AWD STABILITY

I+ The nrezent situation end the oubtlook

%o Tm the spring of 1976 dhers sve definite signe, for the Gommunity as

8 whole, that the economy is pioking up. On the kesls of present

. . - . ’ - ]
. evidanoe, a growth in gross netiopsl product of almost 4 % -~ following
7~7;;-‘ a denline of 2.5 % in 197% ~ and sows lome of momentum in the upward

prive movessnk « from 12.85 4 %9 & rate edill D high as 10 % ~ can

be expooited for | §W3m_ On dhe other bend, 1t is %o be feared that, for
< the mommm@x»y’&@ B whole, svorage um@mmlmym@mﬁ for 1976 may »till be
& % - M

w im 1975 (3.9 %)

)

ﬁ@mwmha. b

7

we There bs great uwnoeytaindy ss to the pace, duration and soale of %h@

m&»

present vpewing and %h@ longer-term prospects for economic d@vmlavm@%

Bven the ophtimietin - &raaatﬁ of the mediwm-term projectiovne for the .
Individnal Community Mewber Sintes offer ne more ihan & groomy view -

mm»mwnW/wu«mm RS T '; B

of the folurs. In @ﬁmnariamm wi%h the schisvemends of the ten ysars

preceding the 1?’4/Z3 recession, Shey polud to @
;e glower growin in u@ antial (NP,
« higher wnomployment,

= & gharper intresse in conpumer prices.

v

Tha @e&aimiﬂm.%iﬁh regerd o growth, employment snd inflation emerging
from these projeotions vefleots the experiense of recent yeard., T+
foreabadowe a trend aoverding %o which, lrom $y@1a o cyoels, growth
rates will deoline, wemployment will rise and the inflationayy @piwﬁl

will buem ever fosters Sush a developsent could indesd prowe o reslity

2f we fall Yo lesrn from 4he mistekes of the past end do mot plot
the wey &h@mﬁgaﬁeurm@@iv and oarefully, The demeorstin forces in the

o politiond, soodal and eoonomic institutions of fhe Member Stetew mmﬁ%

oo together 4o thin Formideble @h&ll@%gﬂ» Ten o .

Sream o,
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II.' Tho reasons for the recession and the lessons 4o be d.re.wn from 11,

. 3. The roota of the recession of 1974/75 reath 'baok into the' sixtiese , :v;, -
;’75 The a.lmost uninterrupted eoonoxnio growth of the posi-war period
‘had resulted in substantially hzgher living standards but had

» ®lso inoreased the need for structural change and generated

i expectatlons {that could not be satisfied, at least not in the
short {term, considering also the different adaptabxln.ty of the
economicse At the same time the ecomomic and monetary interpene-
“tration of the industrial countries among themselves grew om a sca.le T
W which the boldest optimists had not predicted, but so did the

+ mutual dependence of the industrialized countries and their

e dependence on raw maberials imports from developmg conn'bries.
*_: &% all events, in almoat all the member countriea, ‘the excess otrain

_imposed on GNP by 'the soolal par“bners and the government seotox: S
~ had already reached a oritical level at the 'bag:.nm.ng of the'seventie &. ‘7 _:
“while unemployment had already been on an upward trend since 1965«-:66« -

“‘:‘44 Without the booa‘b 'l:o 1iquidi'by assooiated with the collapse of the
‘- Bretton Woods System, it is ‘likely that the crisis would not have
ji“‘f become acute as ocarly as {4 did and in the way it dide Becauze of i
ocommitments with regard to the maintenance of exchange rates, those fl-_j (
~ implementing monetary policy had to comply with severe constraints
4n all the Member States until 1973, the result being an uneontrollm&.
“ xplosion in money supply. - The exchange rate changes made in 19(.1 |
and 1973 alse forced the Hem‘oer States to make sharp adaus%men'hs amcl
“%he way in which the dollar ra.te has since fluc tuated and 'the ¥
devalnaﬂons of 1mportant member state’ currencies have adaed 'to %he

R ma.mr wcertas.n‘cies already'olouding the m'!;ures i B




i;ﬁa Efforts to achieve greater income shares within the industriaslized
._: oountries have been parallelled by a oorreaponding strugzle at the_
w%,;i worid level, With the economio trends running parallel and inflation
‘}fi,tending o keep in step in the industrialized countries, and with
| the failure of the harvests, 1973/74 saw. & world-wide inorease in
v'waw raterials prices with speculation in theae commodities,- culminating

ina 400 % inoresse in world oil prices.

" 6s  The extent to which the sharp incrcase in oil prices woulé
inhibit demand was underestimated by the governments of all R
industrialized countries., Since the demand deriving from L
,5. the oil cartel countries did not expand immediately follou1ng e
f,"the increase in their export earnings, a demand pgap opened in the f?;
, industrialized countries vhich was not, closed by economic poliey
' measures, because the authorltles, rightly or wrongly, vere
. more . concerned with the 1nflablonary impact of the oil pr:ce_
increase.. The res sulting demand gaps within the countries were
further aggravated by the interdependence of the economies
| affectedo The resulting decline in demand and the deterloratzon
‘in corporate profits led o severe stock depletlon and this in
" burn meant lower output and invastmen% and higher unemployment.

,797 This combination of national and_international faotors is unlikely
' to ooocur again, but the component faotors of ‘the present sifuation _
have lost none of their Beverity, either at national or at internationali
levels At both levels, a defensive attitude has sgince developed.
In the relations between the social paritners, in the relations betwean
them and the government, in the relations between the industrialized
countries among themselves and in those between the industrialized '
oouniries and the developing countries, each protagonist is far more
ooncerned with his ownshare of the available "oake" than with the g
possible size of the future "cake" itaelf. Unless there is a profoun& S
change in thia attitude, a further aggravatian of the struggle for
| inoome shares must be expeoted in the second half of the 'seventies, i
 entailing more inflation and more unemployment. Such a development :
eould well prove too much fbr our demooratic forces. | PRy
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tIi.  RéBtoring full emplpyﬁént while ensufing stability_<

’:;3*,8 It is8 clear that in the present a;tumtion full enployment must be

- given highest priorxty, what is not se olear im the contribution
 which a higher growth rate can make to solving the employment proe »
ié;blem and whether a higher growth rate can be aitained W1thaut underaff'

,:yxmining stébillfyo SR

35 It is widely believed that even after a sharp eqouomic upswing,
::7mnemployman€ in the Community will remain appreciably higher than

Whax it was at the‘beginning of the 'seventies, éinoe,

x'Y industry has kept a good many workers on its books who at present;,ﬁﬁ
" are not fully employed - this would in faot allow of a vigorous

'ifexpan31on of production without the firms being compelled ta ta? v

" on more workers; S

V. ;81n0e‘production is becoming more capital-intensive and structur‘lﬂ;]i
changes are accelerating, more aobs are being eliminated than ar :

.

being created;

more young people are Joining the labonr foroea than ol& peapla

.ere leaving it.

‘3Qf Thefe is no doubt that inkooming years these factors will tend to
. work against an inorease in the volume of employment or Wlll tend to .

Tk incresse wnemployment. Co \
N . ‘ K 0‘ .

On the other han&; it is also olear that full employment cannot be
achieved without viéorohs‘economiovgrowth, . Therefore, a GNP growth|
. rate must be aimed for going béyohd:ihaﬁ which is presently regarded
" as feasible for the years up 4o 1980 (about 4.5 % on the sverage for
. the Community as a whole)s, However, & higher growth rate will ﬁoogﬁ

employment only affer a substantial time-lag and will not automatic

g restore full cmployment.' Therefora, direct employment policy meas
- must be deployed to ensure that at leasb the oyclical component of ‘
 employment is eliminated as rapidly as possible, and ‘that the .strue uraif

'f‘f'diaequxlibrxnm on the labour market’ is eoped with in & vay which ao 1.
o not jeopandize %he future scope far actions. et SRR
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e KA hxgh level of demand is not a suffzcient condition to restore f'
.'hE‘f; full employment; it is also necessary to have adequate flexibiliﬁy
% -~ on the supply side. In certain member oounxries supply factorg?
" have been relatively flexible and employment has adapted rapidly5
to ohanges in demand. In other member countries, however, reactions
R i:? have been slower, leading to peréistant structural problems and 7
"n5f';»lowar'overall rates of productivity groﬁth. o »;U_”fffyf;;,

'_f} The obstacles are not just technical or financial - it is also } .. .~ .
;{f'a question of resistance to change. Greater efforts must be'madqﬁ-,,uﬁk‘_
o undars%and the fears end misunderstandings that produce such P
 gt,res1stance and Yo promote discussions and fbrge closer links between ;;e

;”P'aconomic and social policies to resolve the conflicise 20

This implies-a more careful approach in the development of soczal
©+ policy %o make it compatible with available resources; it also :-j
Lo requires that the pattern of economic growth takes fuller account

of concerns aboux qualitative aspects of employment and working

. conditionss Without these precautions, economic policy will '
*flcontinue to meet the difficulties it has encountered in the 1ast

10 years.

1ip‘ ‘A higher growth rate will be easier %o achieve if it is

made part of a Community stratezy. For one thing, the

Member States account for about half of their external trade‘

emong themselves. Secondly, the Community produces about a =

; third of the national product of the Western 1ndustria11zed ft%‘
" countries and thus more than & fifth of world ONP, A o

- concerted growth polioy in the Community would thus provide

K vigbrous support for each individual Member State and for

" the world economy, whereas an’expansion polioy pursued by e
+ individual countries alone would be bound sooner or later Yo -
- - run up against the limits set by the requirements of exiernal
s ~economic- equilibriwms This should make it easier for the
’ ‘ individual Member States to decide to work for & mors vigorous ' ‘_"”
;exploitatian of the aoope for growth._-uij~i ‘ ' o

L .
\_.,v, PRt
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* ' om a more ambitious growth policy, the main reason for this
‘ﬁtfwould be their fear that sudh a policy would ‘boost inflations

6o

If the euthorities should none the less hesitate to embark

:o. Inflation is still running in most Member States far above \
.fl the levels which in the’ medium term, in the interests of _
,( ;{€'&mierna1 and external equilibrium, ¢an be considered %olerablea‘j:
 15?f_The price inoreases of recent years have robbed potential
" smvestors of the stable conditions they need to take their

ugﬁbf7ﬁeoisions,,and'havé also had a disturbing impaci on CONBUMETE 4
'f3 and country~to-country différehdgs between inflation rates
;ﬁg_hame°led to severe strain within the Community. If these -
*if trends were to‘céntinue, the competitive situation of {he
”jCommunity Vis~a~vis non-member cOuntries would suffer.

j7 Oonsidering the dependence of the Community on basic imports from 1}
. third countries, it is'absolutely essential to preserve its .

: ﬂ-overall competitive position. It ‘would be illusory to imagine

13,

| that the Community could solve ito employmen% problems by having
”f recourse to protectionist measures, which, on the conirary, might

ultimately result in even more unemployment, both at home and

. abroade -,

]

On’ the other hand, we have seen in recent years ithat there
is no olose positive correlation betweon growth rates and : &)
the rate at which money declines in value; if anything, it %;ffﬁ}Ai
seems that, under present . candmtions, money depreciation B

. rates tend to olimb all the hlgher, ‘the smaller the growth

' being achieved. This paradoxical sxtuatlon can be avoided -
in the future only if mors restraint is exersised by the,_:~w

;a/;
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':“ﬁq_vnooial partners, vhen taking their deoisions with regard to prioea
;i_-”and wages, and by the authorities in their decisions with regard
  §3to public expenditure and revenue. This will be 511 the easier e

,;,s 'f;5'to achieve the more those ooncerned are certain that the |
% corresponding burdens are being fairly distributed and that the
;ftotal real income will in fact be larger. The goal should be to

' soale down price increase rates gradually in all Member States to SR
& figure of 4 to 5 % per year at most; at the present time this T

" goal may seem ambitious, but it is in fact only the same as what’

i wes achieved in the second half of the 'sixties.

p T
. - L]

: It w111 be all the easler to. achieve more growth and more stab111ty

L 7. the more confidence investors, consumers and governments have when '~h 
7'§ﬁﬁ}  fftaklng their planning decisions. In this connection, the national _

2 ‘economic policies, particularly in the monetary and tax areas, must
 be set on a steadier course and must be more fully concerted. 1In »
‘, general terms, a valuable coniribution will be made to the restoratzon,f#
- of confldence with regard to planning if a consensus were achieved on f?j
the main social and economio policy goals and if all those concerned
would focus their attention more on mediumwterm interests :

IVe A Community gsagﬁégi for fullzeﬁglozment and stability
""" 15¢ The restoration of full’employment while ensuring stability is not a
' chimera but a politiocal neoessity. It will be achieved only if all the
; ..f demooratic forces in the varioua areas of economio life, in government,. o
and in sooiety as a whole Join 1n an alliance for full employment and
" stability. The goal. of full employment against a baokground of stability
" has always been a challenge to our social and economio system, but the
_ohallenge has never been greater than it will be in the near future. -
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:_. they have drifted and progreas must be made toward the objeotiﬁﬁ f
f" reg1ona11y and sectorally balanoed growth, free of inflation, with
. high level of employment. Since the social and economic structurea ‘
. aiffer between Member States, the economic and sooial policy instrnme :
" %o be used for the aohievement of this goal camnot be the same 1n "
ggf‘each country. . | . §

= In the fbllowing sections, consequently, only examples ar
* for discussion of how the common goal could be achieved. e

; esaential pr;nciples of the development to be sought, agreamen’
) ?junions and managements, and between unions and managemahts
“hand and the authorities on the cher must, however,
_the Buropean levels ' :

' Such an agreement should extend tokthree areas : "

e an attempt to restore rapidly thg general economio conditions.fb
. an optimal growthj : -

“ia reappraisal of the role of labour market policies, tO‘énéb* the

: 10 move towards a forward looking and aotive part in %h
”-polioies of Member States;

- a move towards a better assessmeni of the conaequences of growth, :
.80 a8 to influenoe its content, 1n a medium-term prospeot, towards'

The following seotionﬂ will be foqused on the first of thesoﬁ
as whioh is the most urgent. Ite laqting auOOesa will hawnve
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26
7 contribution to the rapid reatormii«ﬁ“af full employment, with

9e

Those aspects of eoconomio policy which oan make the greatest'

ﬁ_thé paintenance of astability, are the following : employment

= ‘?“ policy itmelf, invesiment policy, imcomes policy, price and
" competition policy, finance and monetary polioys Their SPQOiin;

75u00n%rihutions are deslt with in the following sections

" individually, but the effectiveness of the individual measures

will be largely determined by the other meaaurea.adopﬁed at the»

,)':sama time, 1.0 the invdividusl measures camnot be replaced by
“"othera, if full employment and stability are to be achieved.

Moreover, alongside short-term messures, other action, which.

. will take full effect only in the medium term, is needed.

such action must in particular tackle the siructural problems _
and imbalances which the Community and mors specifically some of
its member countriés face in many respects (lack of capacity to
adjust, rigidities of the labour merket, existence of deoclining
industries, regional imbalances).

Vs Direct measures to promete employment

B

In the short'term, it would be a mistake 1o expest that &
reduction in the supply of labour would make any early and

; ; substantial conirlhuticn to the solution of the unemployment
- problem : this is true in respect of any g@ner&l reduction in the

retirement age or vaiuing of the suhea;»leaving age, Just as it

7 . applies in respect of a shortening of working hourse Bven

"v, where such measures may seem desirable far soclal policy reasoms,
v'%heir 1mplemantation raines so many severe economic, finanoiallx_’
cor polit 1oal probvlems that they can be @outemplﬁted only for .
- %he medium term,

) waavmrg there 1s scope for limited actions toward & better

sharing of work; they should be considered by saoial partners

' 'end governments in specific sectors or for apeoific oategoriese

3‘;}@he-fb11@wing measures are submitéed for disoussiop i

f w eagler ancess %o f%%iWHMQn% for alderly wark@rﬁ wha h&va ‘been
" ;au% ef work et lesst 12 months;

4
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‘fswj‘ m'encburaging the recruitment of additional personnel rather than
| f.b extension of overtime 2 because of gxtra costs of additional
:li'rearuitmen%w regtrictive Eagiﬁlaﬁioné concerning lay-off of = 5
‘ 'workersVand uncertainties as to the medium-term demand prospeots.;-f ::}
o firme may often be more inolined in the recovery to extend . 7_“51f
ovértime rather than to take on sdditional workerse _Whefeﬁer Pk
_'téahnically and eﬂonaﬁically'feaaible, unions and employers
should be encoufagad‘to limit the expansion of overtime in the
months ahead and +thus contribute to & more even sharing of
'~_ aéailable worke Finsncial incentives in the form of {temporary

 employment premiume may help in this respects Lo

e the limitation on %he reoruiiment of additional labour from

2o non-member couniries existing since 1973 /74 in the member states’ L

;'flf sh0u1d continue in any case until the end of 1977. SRR R o
N . \ R

3

'j.’ﬁha emphasis must however be on positive measures for the rapid L f;?ﬁff
v' ﬂreduction of unemploymeni, and on an active employment policy. B
‘fiﬁherefore 1% is proposed to discuss measures such as employment

‘pramnums te be granted temporvarily for sdditional recruitmenta,

© and aotiona to increase employnent among young peoplea

 The case for considering temporary employment premiums as an b
slternative o the psyment of unemployment compensation is based -

ffj‘f}ﬁ;fgf;: ¢on the fo]lowing 2 .
"{ :‘~ In 197; public expenditure of the meumber countries for the
. 4,6 willion registered unemployed amounted to 10,400 milliona
 EUA or 2,260 EUA per unemployed. ‘

" If one adds to these direot axpenditures the loss in governmenf
revenus (direct taxes, inmdivect taxes, soois) security =
contributions ), the averags total comt per unemployed to the ﬂw

- membex countries' govermmenis mey be estimated to have beén “7 ‘
of the order of 3,500 EUA, This very substantial budgetany -

burden wes not offaset hy any produptive work.-
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= Up Yo the lovel of the direok and indireot costs of one unemployed . 
person it ia, in overall eoonomio terms, better to pay the "g R ST
transfer peyments not to the unamployed persons but to the ‘
© firws, provided thia generatea additional employmente

7!L: « For +the firms, employnent premiums : :
1‘  can be an incentive fo .inor¢ase the work force in at least Lﬂ
5{¢two sitvations : in the first place, new recruitments become o
"'5an attractive alternative to more overtime, if the authorities ;

v provmslonzlly agsume part of the costs; mecondly, such premluns :
£ can induce firms to br:ng forward staff 1ncrcases originally .
i ~eontemplated only for the medium termy ioe. to hire Bt&ff9.3: 

8o to speak, in edvance, with government assistence, while thexf;
labour supply is etill abundant and of good qualitye. '

';ffi;‘,In parallel with the temﬁorary'eﬁploymshf premium,'u
) the.fbllcﬁing pet of measures should.be contemplated,
 *ifi'”their specific aim being the reduction of unemvloyment among

' young peovle; the. actual content of the meazsures would have ',x}'j{ R A

to Yo tailored io the organizational and educational arrangements‘”'A

o apooifmo to each country and Yo the speoifio nature. of
&iﬁ"_i wemployment among young people in eachcountry :

“u Grénting of reoruitment premiums to private and public-seoctor
firms which increase the supply of apprentiteships and
- traineeships, the premium to be substantially below the general

-~ employment premium but to be paid for a longer period.

. w An inorease in the supply of apprenticeships and traineeships by»f'
~ ¥he public suthorities (central and local administrations, railways, 3
Poat offioes, social seouriﬁy agmnoieav 0%0s)e 0

bl



- The provision of training and/br education subsidies :‘ Seie
< for unskilled young people attending public or inter— .ol
' firm vooational training agencies (including the basio |
" vooational training year) and who wonld otherwise be 1fﬁ'
“out of worke ' SR

.Promotion of local initiatives of a labour intensive - . L
";6hara0ter to oreate new jobs, especially for young - = =
' people, that would both increase motivation to work

' among young people and respond to specifioc local

. needs (eegs urban renewal)e

-%~;general labour market measures, to enable stru@tural ch&nges
to take place smoothly. '

.~ In particular, more emphasis needs to be placed over the

. medium term on the expansion of exieting ‘employment policy
.instrumentao These include :

}u the devalopment of the publio Jjob plaoement servioces which
.vary oonsiderably in their effectiveness hetween ocuntries«

t

b

« the expansion and improvamenf of aids for training, re= .
?adaptation and mobility in order to better equip the 1abour_
»fforoo to oope wﬁ.'bh tha ohanging pa‘bterna of amploymen'b.
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L 2le
=;ﬁ°;f'policj'aiso needs to be considered. In recent years, Member
tistates have made major improvements in social provisions to ’ o
"~ reduce the hardship of unemployment and have taken extensive . = -
- . legislative actions to increase job security. These social
. protection measures must not be put in question. However,
" their future development must be'olosely'related to the
. forward looking elements of active employment policy to ensure
F;: that social employment protection contributes to the process
e of economic change and does not become an obstacle to changee

13,

The relationship between sooialipolioy and active employment

- -

: 23.»"
'~ improve,. The decline in profits which has
~ ooourred in all the countries will be mede good only when

}f'vvj, { Investment policy

}kIn 1974, gross fixed asset formation declined in the
. Commuity for the first time since the end of the war, and =
‘:3’the trend worsened in 1975. Full employment cannot be '
tﬂff_restored in the Community unless there is, in the short

';'and medium term, an above average inorease in investment.
- The Oommunity s policy must therefore be o boost oapital
' spending. This applies partioularly for those Member

"; States and areas in which growth and the propensity to invest‘
~ have already been weak in the past. S5

" firms are once again operating nearer or at capaocity.
- The improvement in the investment olimate associated with ff
 this development would be deoisively atrengthened and | .
‘the managements' investment "horizon" appreciably extended_lf'gf*"”

Private investment will not recover unless corporate profiislf

~4f the government authorities and the social partners
- eould reach a joint agreement on & growth and stability
?poliqy for the ooming years.,:;;‘ SRS ;_ ' .
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L ihvestmen%a.lik@ly to prove ill~conceived. In the coal

s :

are suggested : . . L

“ff;‘u For sﬁecifio categories of invesiment the encouragement -
~.of which is in the 1nbcreats of the general economy,

" : special depreciation rules or subsidies should be granted

- investiments to.alleviate pollu%ion of thé water and the
- air, and investmenis .to improve health and safety at the

“oularly in industries which are capital intensive and vulnerable

-should thercfore be given to the idea of applylng this pvooedure,fﬁ

: capaeity is parbmcularly commono'“

' "-f’:v;':: 1de

T IO C ' . . [P

Y

Yn addition, the following measures to stimulate investment

w In areas-with pérsiéting high unemployment = €.Ze regions'.V*
in which unemployment has been %% sbove the national

;“”awerage for at least two years - invesiment subsidies e

E geared direotly to actual job oreation ~ should ba ' "fwkf'} yg;4

‘bff,J'awarded for periods covermng several yaars. , .

MY

"\ temporarily,e,g.for the years 1977“79.Re1evant investiments here.uuw'"

“are building invesiments t¢ save energy (heat~insuiatioﬁ), o ; 3*‘:

work placee

Another way of helping to develop a firmer investment trend, par%i—ﬂ:i

~to the business cycle, is an information sysfem concerning current,’ e
agreed or intended invesiment programmes. Such a sysiem would ;3,;‘
inorease information available with regord to planned capacity
expangion and in this way woyld contribute 4o forestalling

and steel industry the investment raportmng procedure has
been working well for twenty years, S8ince 1973 investment ‘
reports for the energy field have’also. been used, Consideration}i*

at Community level along similax 1inea in other industries,
. partioularly in those vhere the perxndic emergcnce of exoess ."{
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z5.». Sinoe publio investment aocounts for nearly a fifth of gross
"--‘f, fixed asset formation in the Community, it is clear that this
xﬁfoatggory of capital spending is of orucial importance to the
' oontrol of the investment trend, in particular in the
" building industrye A further advantage for the purposes of.

1pub110-sector investment policy was not as fully used in

* :severity of the decline in economic activity.

following principles in the field of public invesiment :

should be raised and the shares accounted for by public
consumption and transfer payments reduced. Many public
"+ investment programmes have a directly discernible impact

' oh economic growth or on the quality of life in the

"' Commuity and the subsequent operating costs they entail for

the authorities are relatively low. Relevant projects hefe
would be in partioular infrastructure schemes for public -
transport and for the municipalities. '

-“.A11  Member States - ahd local authorities should preparei;9Qf3 
- contlngency budgeta for 1977=79. These would be implementedVijf

if and when oertain maoro~economic thresholds were reached
(mainly, the unemoloyment rate)s This measure should be -

~ regarded as a concrete application of the undertaking gmvan*}i
. by the Member States to prepare five-year public investmont f,

programmes (Artiole 6 of Directiva n® 74/121).

'v po1icy 1mplementation is that the timing of investments carrled o
out by public and semi-public undertaking is subject to controle L
_In the recession years 1974/75, the scope for oountercyclzcal f:foj?i’,_

. some Member States as should have been the case, given the t_,:-, e

 §‘For,coming years, the Community should base its action on ﬁhe> ff;i”"'

‘= The share of public investment in government expénditure ST




'f; 'ﬁ~‘ In considéring bublic investment projects as well as in
o assessing public subsidies, greater attention should be
paid to the direct and indirest emplbyment effects, €l
in terms of the locatioen and quality of the jobs craated'
it may be necesaany'tO'develbp new methods to measure

such effeocts. o o ‘ E o

{‘?Ifd! Inoomes and asset ownership policy

" 264" An essential part of the alliance for full employment ‘and stabilzty’la
: *““515 an acceptance of the need for concerted action and co]lective l{

"1selfhd1901pline regarding inoreases in incomes and pricess

o

j ,Wi%h regard to incomes policy, a considerable contribution to"  |
- & practical discussion of the problem would be made if clear

. distinctions were made vetween real and money income trends

b and between short~iterm and longer-term requlrements,

;.~27é1 With regard to money wage ti‘ends9 the principle must be obserwved
B ';_'f‘-that the money depfeciatimn rate regarded as unavoidable must be
:¥11' ' f:: ffu1Ly accounted for in wage agreemenis snd that any price inoreases E
o 'gi7'going beyond this must be accounted for subsequenily in wages paid,
~ for if this is not done the workers would lose part of their fair
- ghare of national incomes Where price increases are due to official -

measures (esge 10 an incremms in indirect taxes), this should, however
be taken into acoount in the formulation of wage polioy, to avoid an b
acoeleration of the upward price movement as a result of the process:f;:
of simply passing higher prices in the form of higher wages. ' i
'_Natianal systems of wage in&axation would have ‘to make allowance for
~ %his event as well as the aven% discuased below, of a deterioration
in the terms of trade. '

‘in the overall economy is the key paremeters. Deviations
- from this yardstiok will, however, be necessary, for . e
 example, if the terms of trade were %o deteriorate (o@l'pricea),;if7'
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" because in these circumstances for each import.imit relatively =~ i
f ‘more export units would have %o be made ayailable, i.e. only o
';?f4‘, - some, and in certain circumstancasnone at all, of the producti=

L svity gains achieVed would actually acerue to the domeat:c

economw. ‘ :

SR | In the short term, the social pariners must :
also bear in mind that as a result of the 1974/75 recession there
'?? has been a - steep increese . in the ratio of wages and salaries

- %o the naiional product. . The improved utilization of existing
‘:t' capacity will be accompanied during the present upswing by an
. above-average increase in labour productivity, but this will be no more

. 4han the reflection of the below-average increase in productivity - = f’.‘fi
d,,‘ 5 durlng tho recession. If the relationship between consumption and 1n~estu' ~;5;n

. ment. « is to revert to normal, the trend of real wages must for
| t; a time lag behlnd the’ trend of productivity. Wage discipline,
) which will thus be requlrcd of the workers during the upswing,
'lmust. however, slso be honoured by prioe discipline on the pari
of the ‘firms. o

, 29. An alliance aiming at ﬁore stability will be extremely difficult
‘ : ’ unless the sooial paftners oan be certain that wage or price resiraint
,a f‘will not entail a-deterioration in the respeotive share of national .
"?;‘inoome. In the present oconjunctural constellation it is partioularly*,;,ﬂ
uncertain how the faotors which have the greatest impaot, in the .
medium term, on the trend of nominal wages, i.e. prices and produotivity.'
will develops Should prices or prqduqtivity inorease faster than was
assumed when the wage contf&ots were concluded, the result could be
- & profit explosion which would be inexorably followed by a wages
explosion. A greater elasticity of collective bargaxning agreementa

could help %o avoid such a course of events, Oonsideration-might»be o -
~glven to the possibility of including in wage ocontracts provisions deai’i’r‘ng’f?‘;-‘_-
~ with unforeseen economic developments. Such olauses would also BRI
' ‘faoi1itate the conclusion of longer-term colleotive agreements, whioh

would in turn reduoe unoertainty for the planning deoieions of the"

firme : REt
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~   absolute wage inorease (inmstead of an equal relative wage ipcrease)g74? 
" Such a policy would promote distributional jusfice since the in-

31;;

- ig, in p011t10a1 ‘terms, casier to establish if.a larger proportien iﬁ.«

of incomes. Conversely, a lighter tax burden for the low

“income categories could help appreclably to encourage wage moderatlon.fr 

" often been the reflection of other sources of dissatisfaction

“' ' » | | -’ | 180
It is posslble that an inoomes palicy aiming at more stability

of the increase in wages is diatributed in the form of an equal

flation of recent years "has probably hit workers at the lower end.
of the wages pyramld harder than those receivxng higher incomes, _
In addition, this policy is particularly attractive in countries

where taxation policy contributes little to a.mere even disiribution .

One should also bear in mind that pressures for wage increases have Sy

L viorking condxtzons for instance have tended to lag behind improﬂﬁents g}

. in living standards and expectatxons.' It cen be better to negotiate - .
~ improvements in working oondmtlons rather than compensate for the

lack of»such;impruvemente by excessive wage increases.

32,

"'f} d1stribut1on policy has already been under keen discussion for some ;f~

 {{_fo110wfng type 1

.;f‘# direot participation of the workers in business profits (e.g. through

, ‘{ @ fthe payment of investment wage bonuses; i.e. wage bonusea allooated

- to counter the danger that a eharp upsurge in profits could then lead to

_‘.ftlme in certain member countries. But without further 1n1%iat1Ves'_f
Y in this field it is to be feared that as in the past only a small

- promotion of worker saving through statutory.aavings bonuses, eton{‘

-8 Wage exploszon. It is up to the sooial partners and the governm‘V ;,4\”
‘ments to create the conditaona, by the right ocollective barguining
- agroenents and legal arrangemante,}tq prgvan%_this happening.

s

The promot:on of agset ovmership as a contrlbutlon t0 a wealth TOw .

shere of the overall growth in wealth in coming years, will accrue
to the workers. The main measures that should be studied are of the

- the dlntrlbutlon of employees® shares at preference prioces);
golely to the formatlon of produotxva asgetls;

this being alsc justified by the losses dve to inflation which sma11 
~ savers have suffered in all- the member countries because of the low
noninsl interest rates payable.k "' : '

Further initiatives with regard to aését-ownership policy could also hélpf
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 ;.350 A valuable ‘contribution to the. obaectlve pursuit of the debate concerning
» W,the fair distribution of income and wealth would be made if there was.
' fuller understanding of inoome and asset distribution and the trends in

these variables. In most of the member countries, there is still very
-little in the way of reliable statistical 1nformatlon on this subjeoct, and

“this is a problem that should be cleared up as quickly as ppssible. L

”“‘"v34v' Parallel to this exercice, the debate on worker participation in

k *5fooﬁpany decisions must be intensified at the Community levels In
this respect, special attention is drawn to the Commission's Green
Paper on worker participation and the structure of companies.

VIII, Price Policy

. 3;359 Direct price p01101€s are already pursued in most of the member
 countries, although with varying degrees of success.
Although there is evidence +to believe that 1nterference of this

kind in price formation can lead to 1nefflclent distribution of
. resources in the medium term, = there is no deny1ng that at 1east
g tempqréry use of this instrument in exceptional situations is
" worthwhile and in certain circumstances is indeed’unavoidabie
.  V(e.g. -temporary price tontrols to curb 1nflatlonary upward price.
.‘ movements, reporting requirements for "speotacular" price 1ncreases).fz*
. If a “social compromise" is to be aohieved in certain. member - !
 1’.countries, it will still be neceasary to use dlreot price policy - »
instruments to. attempt to control the rate at whloh money depreciateqbﬁ
not only oontrolling the prices of goods and servzoes, but also rentsfi
_'»interast and dividends, For the next.eighteen to twentwaour months,
' however, it is.the firms  which should provide the main contris=
 bution to price polioy, since they will be in a position to E
| practise price discipline as wnit costs tend to deoline in.the'oourae{;
of the upswing. Such disoipline would be the proper reflection of  g¢\
wage resiraint shown by the workers, which is always urged by the ~ﬁ};}
empioyers, and it would create = according to the motto "small : LR
profit, 1arge turnover” = the conditions enabling a “quantity boom" . :-’I*f*
40 take the place of the "prioa boom" which has prevailed in the '
last few years, S E
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. rates, tramsport rates, e laotricity charges) will be decisively in«
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The medium—term trend of publicly adminisiered prices (e.g. posta]

fluenced by the development of overall prices and costs in the

,feoonomy; for as long aslpublio services are to be provided at
~ rates covering costs, the state will be unable to break free from o
. the general cost and price trends, In the short term, there is.

. however, some room for manoeuvre in decision-making, which can be

~J;nsed for the purposesof prbmoting stability. For example,'theﬁvV"

~fivpublio authorities could undertake to avoid the imposition of

- official price increases at the same time as the private sector

is increaslng priceés and to delay increases in charges whlch,

. though justified, may tr:gger off wldespread private sector- 1ncrease

‘There is also some room for manoeuvre with regard to farm prices-

policy, although -here too, with the maintenance of the present
system, it is true that in the medium term farm prlces will be all
the more stable the more stable the general price level.

- Competition Policy

i‘37° Although competition policy cannot be used directly as an inétrument

1o reach  medium-term economic'policy ebjeotiVes, an effective polie,
against. pr:cing agreements and cartels organlslng quota systems,

" against resirictions of free competltlon and behaviour whmch ene

dangers ‘the unity of the Common Market and leads to artlfmc;al
separation of markets and against power concentrations in the econom
remains one of the essential conditions for an effective solution

to the existing economic and socio-economic problems in the Communit

" The continuing process of concentration has led to important sectors

' ,of the ‘economy becoming increasingly independent of the market laws’

and thus also independent of measures of competition policy.. An :
always growing share of economic production is ooncentrated in an i

ever diminishing number Of'busmnesseﬁ,both national and multiw y#f¢
national firms,  ;~ b Te AR : : .
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The Buropean rules of Eompetition in their present form enable = '

the Commission to intervene again&t the abuse of an already

" existing market-dominant firm. Experience shows, however, that’

© structural changes, in the sense of an extension of the power .
Lof large businesses which restrict the working of the free

| 39.

X [Finance policy

¢7-1; 4l‘

- Through this measnre traders and consumers would be informed off:

fh‘market, can only be prevented in a few individual'céses, In j“fi;
~order to have an effective European competition policy, to vf,ef_f

prevent damaging structural changes, it is therefore essential
to provide the Commission with an instrument to systematically

fcontrol mergers. In this way the creation of dominant market:
positions could be forbidden. A proposal to this end has been

before the Council since July 1973. .

Additional incentives for the protection and promotion of free -
competition in the Community would also be provided by a stricter

national competition policy in the Member States, A precondition.

’for thls is, however, that the Member States which do not have

their own competition laws create these first,

Finally, measures which led to an increase in‘the transparency'ofi Co
the market could contribute to the reduction of the still 1arge :
price dlfferenoes for the same produots or servzces which exlst

.‘between the' different Member States. In this respeot oonslderatio

should be given to prioe surveys for selected produots or servioes
vhich would be made by the Commission'in closs oooperatlon with
the Member States, and the result of which would be publ:shed.'ﬂ?'

all the esgential price differences and ocould exploit themy ..

In almost all - Member States, government budgets have

. expanded in the last five years far more than would, for

the medium term, be in line with stability requlrements.
These medium=-term tendencies have, as a result of the recession 1f l¥
in the last two years, grown even stronger. In 1974/75, :

- expenditure, malniy because of the sharp 1noreaqe in income

transfero, grew fastcr, while revenues because of the

- recession, fell WOefully short of the growth in expenditurea. o

';;wThls 1eft a]l the Member States with deficits of quite

!
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The deterioration of the publiolfinance situation follows on
» & long-term ‘tendency fbr ‘the public eeotor share to inoreases. B
" 'Tnis is the result of a steady inorease in the relative oosts
7 of the ‘tasks traditionally ocarried out by the public '
“ﬂ{'administrations, of the extension of the existing sysbem of S
%" public services and of the assumption of new tasks by the ,fQVT‘M

Efﬂgov&rnmenb authorities.
“ Deficits on the present scale cannot be maintained in the.
_ medium term. Part of the deficits will automatically

' disappear when the recovery gets properly under wayYe ' The -
J:&i‘?;7]‘);>elzm1nation of the remaining structural defxczts must not be 5\"ﬂ ﬁ”’“
7 carried out too hastily; it must be properly related to the - f,:
ff further progress of {he econdmy and should be concerted
??;wifhin the Communitys This general guideliné will be all the

" easier to implement the greater the readiness shown to help, |
”“; by Community measures, those countries in which.there is most
- need for consolidation but in whioh'cdnsolidation will be most

~ difficult fo achieve. |

- How high the siructural deficits in the last resort will " be
" depends on how high or how low ‘the medium-term GNP growth rates

prove to be- more growth therefore means also more scope for

 "oovering publio needs. Conversely, if unemployment persists,

" the-time will come,sooner or later,when in terms of stabilisation

- policy it will be no longer responsible polioy to finance on &
: monetany basis, as in 1974/76 the addifional,expenditure needed -
t0 secure employment and incomes. Tax inéreases would then ;

‘be unavoidable unless private savung'left enough scope for
;,a&ditional publio 1ndebtedness.
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4+ However the government budgets are mainly consolidated =
. whether through retrenchment oxr téx‘indreaaes - it wil% in
- any case be important to avoid provoking reactions with :
regard ‘o wages and price policy liable to conflict with_the_3{*tgi
aim of stability. This meané that there musi be prior ‘
concertation with the unions and employers. . The need SR
" for concertation will be particularly marked where, for. e
exanple, for the purpose of combating unemployment,,measures
are contemplated leading directly $o a permanent increase fv} ;L
‘in public expenditure (ee.g. reduction in the statutory : '

retirement age).

‘pf,”ﬁg; Public expenditure and revenue have reached very high levels
R ,_i‘l_ in all member countries; more success in establishing steadier
'”7};ﬁL f;“  publio finance polioy would therefore make it appreciably easier
L % put the economy on a steady medium~term growth path. :
This cannot be done withoui the introduction or the extension ;

‘of public finance plans covering several years, and these
plans should haww more binding force ithan is the case at
presents The main lines of +these plans should also be
~concerted within the Community.

”wf xI;. Monetary policy

ffﬁ-,»?' 46, If the unions and managements on the one hand and the

: k authoritles on the other can agree on the principles of a°
policy for full employment and stability, monetary policy s
.will assume & new role. Instead of, as in the past, eithef"j“5ﬁ
passively financing the inflation process or through abruptjﬁ“;'f
resiraint ﬁeasuras shtarving those sectors of the economy L

~ which are particularly sensitive to changes in interest

rates, monetary poliocy could well be used as an instrument

to ensure more sgieadiness in the medium term. The aim

should be an expansion in monetary supply concerted within = :
the Community and related 4o the wedium~term scope for growth fl?*"L
" of the GNP and to the rate of inflation regarded as unavoiQ 'g f"
‘dable in the individual Member States. |

47+ A policy of publicly announcing in advance the'degree of
expansion of the money supply would provide olear indicators
"for the unions amd.managementg and for the government ‘L o
suthorities; at the pveaent time this is done only by one | ,bbi'\ 
ocentral bank, . | | KRR e




S An &rguméﬂt in favour of guch a paliéy is that in the medium term
there is a relstively olose corrvelation between the expansion of the
xoney supply and the growth of overall expenditure ian the econowy,
although in the short terw the relationship can be conmiderably
distorted by flucituations in the velocity of circulstion of money.
Therefore such a policy should be introduced as soon as po&sible‘

~dn all the member countries and should be concerted ai Uomnunity level

If short- and medium~term cmardinatidn of monetary and finance policy
within the Community were schieved an important precondition would be .
fulfilled enabling ooet and price treuds in the member countries to
‘bs brought graﬂualiy cleser together and exchangs rateé within %ﬁe ;

Community to be stabilized.

)




	



