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I. THE OVERALL SITUATION

Although activity in the Community continued at a relatively high level during the
autumn, several indicators show a cooling of the short-term economic climate. In
the last conjunctural surveys, heads of firms in most member countries were less
sanguine about their order books than in preceding years. They were also more
besitant as regards their expectations about the future growth of their output.

A stimulus bas come from the rapid growth of exports to non-member countries.
Internal demand on the other hand has slowed down appreciably since the summer.
The willingness to invest on the part of firms has weakened, the efforts toward
rationalization to offset cost increases being insufficient to compensate for the slow-
down in other sectors. In most member countries both private and public
construction has become less dynamic. Furthermore housebold demand has grown
more slowly during the autumn, with the exception of the United Kingdom and the
Federal Republic of Germany.

After being very rapid in the early montbs of the year, the rate of growth of output
in the Community as a whole bas significantly slowed down. While agricultural
output grew substantially, on average in the Community industrial output stagnated
in the autumn. Although certain industrial sectors showed quite a bigh rate of
growth, output in other sectors dimin.shed markedly. This situation has led to
considerable sectoral discrepancies in the labour market. Unemployment bas tended
to increase in all the member countries. The volume of imports from non-member
countries bas only risen slightly in the last few months. Prices have continued to
rise quickly, although at substantially different rates in different countries. There
bave been some signs of improvement in the balances of payments of the countries
in serious deficit, while the surplus of the Federal Republic of Germany has been
somewhat reduced.




The economic outlook both inside and outside the Community is full of uncertainty.
There are strong reasons to believe that economic growth in the Community as a
whole will be very weak in the first half of 1975. Undoubtedly there will be some
slight downturn in demand from the major countries outside the Community. As
for internal demand, there are few signs of improvement, especially since in most
member countries the acute balance of payments deficits inbibit or at least seriously
limit the possibility of an active expansionist policy. However, in the Federal
Republic of Germany and in the Netherlands internal demand will undoubtedly
become a little more dynamic owing to the softening of the restrictive budgetary and
credit policies, and also in so far as the Federal Republic of Germany is concerned
the stimulatory impact of the tax reform.

The growth of the gross Community product in real terms, which will probably reach
some 2V2 % in 1974, should be between 2Y2% and 3% in 1975. The situation
in the labour market could worsen again in the months to come.

In most member countries consumer prices will certainly continue to climb. As
regards the balance of payments on current account, it is at present very hard to
make forecasts since its future depends to a large extent on the price of petrol.




A. Short-term economic policy

In the past few months the economic situation
in the Community has not developed satis-
factorily. There have been increasing signs of a
slowdown. The business climate in industry
has worsened. More and more firms are report-
ing a shortage of orders, unduly large stocks of
finished products and growing problems of
finance. The expansion of production has
slowed down distinctly in most member coun-
tries, and in some the indices for industrial
production even show a slight fall. With more
workers on short time and the number of un-
employed rising, employment problems have
grown. Despite a slight improvement in the
trade balances of those member countries with
the heaviest deficits and a reduction in Ger-
many’s surplus, external disequilibria were still
considerable. The upsurge in prices has con-
tinued unabated.
prices at annual rates was over 20% in Italy,
between 15% and 20% in Ireland, the United
Kingdom, Denmark and Belgium, between 10%
and 15% in France, Luxembourg and the
Netherlands, while only about 7% in the Fede-
ral Republic of Germany.

The increase in consumer

The present difficulties are no doubt partly due
to the impact of the unusually sharp rise in oil
prices. But they are also largely a result of a
rate of inflation that has gone unchecked for
several years. This has not only led to consi-
derable disparities in the distribution of income
and wealth, growing social strains and jockeying
by the various economic groups for an absolute
and relative improvement in their incomes, but
it has also appreciably falsified economic judge-
ment and distorted the allocation of resources.
In recent years, this survey has repeatedly
referred to the dangers inherent in such a
process.

They are all the greater since the jump in oil
prices, and the very sharp deterioration it has
caused in the external equilibrium of some mem-
ber countries, require that the structure of the
European economy be changed as rapidly as
possible. The Community’s productive potent-
ial must be first geared to the development of
new sources of energy, the stepping up of
exports to oil-producing countries, which in the

next few years are likely to concentrate much
of their demand on capital goods and base pro-
ducts, and to the shifts in the pattern of
domestic demand caused by the higher cost of
energy. In the next few years private con-
sumers’ expenditure will be less of a driving
force behind economic growth than in the last
two decades. If the problems thrown up by the
necessary restructuring are to be solved, the
share of private consumers’ expenditure in the
gross national product will have to fall slightly
and the share of investment and especially of
exports will have to rise.

Developments in 1974 suggest that these
changes are not yet sufficiently under way.
Exports to oil-producing countries have ex-
panded vigorously, but not all member countries
have been able to benefit from this adequately.
The propensity of enterprises to invest has
weakened in most member countries while a
greater readiness to invest is desirable to sustain
economic growth and speed up the restructuring
process. This is particularly true for the basic
and capital goods industries, where capacity
utilization rates are at present still very high;
for reluctance to invest in these sectors might
mean that a future business upswing would very
quickly come up against bottlenecks in these key
industries, and so reinforce inflationary ten-
dencies.

The poor performance of business investment
owes much to development as regards incomes.
Germany is in fact the only country where
income claims have moderated recently although
even these the latest wage settlements—includ-
ing all fringe benefits—are still above a 10%
increase. In the other countries, by contrast,
no weakening is yet discernible in the very sharp
upsurge in wages. The great threat to economic
growth and the level of employment posed by
the sharp upsurge in prices and costs should
give both sides of industry cause to reconsider
their wage and price demands.

As long as there is no appreciable moderation
in the upward thrust of prices and costs, there
would be little point in attempting to counteract
a deterioration in the business climate by the
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indiscriminate reflation of aggregate demand.
Such a policy would give a new twist to the
inflationary spiral and further increase employ-
ment problems in the longer term. It would of
course be equally wrong to wish to solve the
problems of inflation and the balance of pay-
ments by a deflationary policy resulting in
excessive unemployment. For this reason the
level of employment should primarily be sup-
ported by selective measures which help to speed
up the restructuring process in the economy.

In view of the uncertainty surrounding the fu-
ture course of the economy, all member coun-
tries should at all events have at their disposal
public expenditure programmes suitable for
immediate implementation. The initiation of
such programmes is warranted particularly in
those countries which are not faced with current
balance of payments deficits. Such programmes
have already been introduced in the Netherlands
and in Germany. Additional measures to
sustain private investment might be required,
particularly in Germany, where unemployment
is rising and external surpluses are still very
large. A policy of reasonable growth in the
surplus countries, which should not of course
jeopardize progress in stabilizing prices, would
make it easier for the deficit countries to step
up their exports and thus maintain a high level
of employment, and would help to improve
their balances of payments.

In the medium term the current balance of
payments of the Community as a whole can be
brought back into equilibrium only through the
successful restructuring of the economy together
with an increase in the import demand of the oil
producing countries. Pending this, deficits will
have to be financed by drawing on foreign
exchange reserves and by borrowing. In this
respect the situation varies sharply from one
member country to another. Large suppluses
in Germany and the Netherlands contrast with

considerable financing needs in other member
countries. The Community as a whole records
a very heavy deficit, so that in the medium term
the deficit countries’ adverse balance on current
account can be covered to only a limited extent
by the surpluses of the other member countries.

Aid of this sort, amounting to 1,562.5 million
units of account ($ 1,884.9 million), was
granted to Italy on 28 June 1973, in the form
of short-term monetary support; it was extended
until 18 December 1974. At the meeting on
18 December 1974, the Council agreed a
directive extending medium-term financial assis-
tance of 1.159.2 million units of account for
three and a half years to Italy. Current balance
of payments difficulties prevented the United
Kingdom from contributing to this assistance,
although the British Government announced its
country’s willingness to continue the renewable
credit to the Bank of Italy for the same amount
(403.3 million units of account) as the Bank of
England had extended within the framework of
the short-term monetary support. On its side
the Italian Government agreed to implement
certain economic and monetary measures with a
view to repairing the internal and external eco-
nomic situation.

In order to raise capital in non-member coun-
tries and particularly in the oil-producing coun-
tries, at its meeting on 18 October 1974, the
Council approved the Commission’s proposal to
set up machinery for issuing Community loans.
Initially, however, these are not to exceed a
total of $ 3,000 million (principal and interest).
They will run for a minimum of five years. As
in the case of medium-term financial assistance,
economic policy conditions will be imposed on
the country receiving such funds. The new
machinery is an important step towards the
Community’s direct participation in the process
of recycling the oil-producing countries’ foreign
exchange surpluses.
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B. Recent developments

1. The world economic situation

The slackening of economic activity experienced
at the beginning of the year by the industrialized
countries, particularly the USA and Japan,
became even more marked in the third quarter.
Unemployment has increased in these countries.
Domestic price levels have continued to rise
owing to the massive jump in oil prices, the

rapid upsurge in food prices and also to the
persistent increase in the pressure of wage costs.
However, the spot prices of many industrial raw
materials, unlike those of foodstuffs, have fallen
distinctly since the spring, which should relieve
the pressure of costs slightly, at least in the
longer term. In October, the Reuter and Moody
indices were up only 5% and 35% respectively
on a year eanlier.
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World trade has developed very unevenly since
the beginning of the oil crisis. In the first six
months the industrialized countries’ imports ex-
panded very slowly in terms of volume, while
the volume of their exports continued to grow
at a fairly satisfactory rate. Much of the ex-
pansion in exports was due to the sharply in-
creased purchases of the oil-producing countries

and of the state-trading countries. The total
volume of world trade, excluding imports by the
Community, will probably still grow by about
8% in 1974, as against 14% in 1973.

Contrary to the forecasts made before the sum-

mer in Quarterly Survey No 2-1974, economic
activity has slackened further in the Upnited
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States in the second half of this year. Real gross
national product, which fell by 1.89% in the
first and by 0.4% in the second quarter, was
down a further 0.5% in the third quarter.
Capacity-utilization rates dropped. Employment
rose at a noticeably slower pace, and in October
was 1.1% up on a year earlier. Even so, the
unemployment rate climbed from its low of
4.6% in October 1973 to 6% in October 1974.

Exports expanded relatively slowly, and in vo-
lume terms they even declined, notably as a
result of lower agricultural exports. Residential
construction also remained slack but business
fixed investment continued to grow rapidly. The
moderate trend of export and consumer demand
does not yet seem to have affected the pro-
pensity to invest of industrial enterprises. Real
private consumers’ expenditure grew only
slightly in the second and third quarters, after
declining in the first. What expansion there
was came from a reduction in personal saving.
Real personal disposable incomes have been
falling since the end of 1973 owing to the sharp
price rises. The increase in average hourly
wages has nevertheless accelerated : in August
in the private sector they were 9% up on a year
earlier.

The upsurge in domestic prices has gathered
additional momentum mainly as a result of a
more rapid rise in food prices. During the
summer months the consumer price index
climbed at an annual rate of 13%, as against
some 119% in the second quarter. In September
the index was 12.1% up on a year eanlier.

With exports of agricultural products slackening
and the cost of imported oil going up, the
balance of trade deteriorated further. A grow-
ing deficit has been recorded since May,
reaching $ 2,600 million (fob/fob) in the third
quarter, despite some improvement in Septem-
ber. The balance of payments on current ac-
count, which was still close to equilibrium in the
second quarter, may therefore have been in defi-
cit in the last few months. However, the
United States recorded a large inflow of
petrodollars.

In Canada, the growth of economic activity has
slowed down somewhat in recent months as a
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result of capacity bottlenecks in certain sectors,
strikes in building and construction, and sluggish
demand for Canadian exports, particularly from
the USA. Imports have risen sharply and the
balance of trade has deteriorated. In October
consumer prices were 11.6% up on a year
earlier.

In Japan, real gross national product grew at
only a very moderate pace in the second quarter
after falling distinctly in the first quarter.
Industrial production slackened further and in
September was 109% below the peak reached in
November 1973. Al the components of do-
mestic demand, especially investment, were
sluggish. The balance of trade (fob/fob) has
moved back into surplus, due mainly to the
sharp rise in export prices in the summer
months. Although the upsurge in domestic prices
slowed down somewhat, compared with the first
half of the year, the consumer price index was
still some 24% higher in September than twelve
months previously.

In the other industrialized countries outside the
Community economic growth generally con-
tinued to slacken. Only Norway and Sweden
escaped the general trend and experienced a
period of relatively fast expansion.  Almost
everywhere exports were less bucyant than at
the beginning of the year. Inflationary pres-
sures remained strong in all countries; during
the last twclve-month petiod for which figures
are available, consumer prices rose by some 9%
in Sweden, 10% in Austria, Norway and Swit-
zerland, 169 in Australia and 189 in Finland.

In the Eastern bloc countries production in
general expanded strongly. Trade with western
countries again grew faster than intra-bloc trade.
The oil-producing countries used part of their
greatly increased oil revenues to step up their
imports of goods. Although the other develop-
ing countries were faced with much higher bills
for their oil imports, it would appear that the
volume of their imports of other goods was still
expanding in the first half of the year. How-
ever, the situation varied sharply from one
country to another, and some developing coun-
tries are experiencing growing financial diffi-
culties,



2. The economic situation in the
Community

Since the summer the expansion of demand and
production in the Community has shown a
distinct tendency to slow down, which has made
employment problems more acute. In most
member countries this has as yet had little if any
effect on the rate of price increase.

(a) External demand

Despite the stagnation in exports to North Ame-
rica, the volume of Community exports to non-
member countries has continued to expand
appreciably. However, in the last few months
these exports have lost some of their buoyancy.
The sharpest increase has been in sales to the
oil-producing countries. In recent months ex-
port prices have tended to rise more rapidly.

(b) Internal demand

Since the summer, the effects of the energy crisis,
and also of inflation, seem to have been reflected
increasingly in a tendency for all the major
components of domestic demand to weaken.
Thus the propensity to invest of enterprises,
which was still high in several member countries
in the first half of the year, has declined in
recent months, at least on the basis of the latest
trend of business in the capital goods industries.
The main factors are poor profits and financing
difficulties, the unfavourable view taken of the
sales outlook and the rise in unused capacity.
Even the continued strength of investment in
the energy sector has not cancelled out these
factors. Investment in residential construction
has also been falling off distinctly, although
there are very considerable differences from one
member country to another, with the sharpest
drop recorded in Germany and Denmark.
Public investment has so far not provided any
major expansionary stimulus. The pressure on
liquidity, the high cost of borrowing and the
tendency for world market prices to stabilize
have induced firms to implement a very cautious
stockbuilding policy. This applies in particular
to stocks of raw materials and semi-manufac-
tures, while involuntary stocks of finished pro-
ducts have built up in sectors such as the motor
industry which are faced with serious sales
difficulties.

The growth of private consumers’ expenditure
has also started to slow down in most Commu-
nity countries except the United Kingdom and
Germany, where a slight pick-up has been
recorded compared to the spring. The strong
upsurge in prices and the deterioration of the
situation on the labour market had particularly
marked dampening effects on the buoyancy of
private consumption. This led to considerable
shifts in the pattern of expenditure. Private
consumers in some countries tended to prefer to
purchase consumer durables, such as household
electrical appliances, in order to beat price
increases. Except for food purchases, this con-
trasted with a cutback in expenditure on non-
durable goods such as clothing and on certain
services, particulanly in the tourist industry.
Furthermore, purchases of passenger cars con-
tinued to be severely curbed by the high price
of petrol and in certain countries, the increase in
taxation. In Germany, however, there are signs
of an improvement in that sector. New registra-
tions of passenger cars in the first eight months
of 1974 showed a drop on a year eatlier which
ranged from 3% in Iraly to 26.7% in the
United Kingdom, the average for the Commu-
nity being 16%.

(¢) Production, employment and imports

After accelerating briskly during the early
months of the year, the growth of total domestic
supply in the Community has slackened
distinctly since the summer.

Nevertheless, agricultural production has in-
creased further despite the relatively poor fruit
and vegetable crops. Cereal crops were about
2% up on a year earlier and beef and veal
production were up as much as 15%.

By contrast, industrial production in the Com-
munity, on a seasonally adjusted basis, showed
little if any growth up to the beginning of the
autumn. In the third quarter it was about 1%
up on a year earlier. Only in France is produc-
tion still rising briskly.

Quite generally, activity slackened, particularly
in building and construction and in the con-
sumer goods industries, There was also a fairly

1



Industrial
production

[T

1963 = 100
TTTTT 7T

G

190 T 71T TTTT? TT

180

170

160

T

150

Lt

MRl

o L Lo Lt A L L L L L L
[T TR T O I < N L T TR O G O I U

1972 1973 1974

marked decline in the motor verhicles, textile
and clothing, and leather and footwear in-
dustries. However, the trend in the basic mate-
rials industries such as petrochemicals and in
certain capital goods industries, e.g. mechanical
and electrical engineering construction, remained
relatively favourable into the summer at least.
Steel production, which rose sharply during the
first half of the year, has maintained its high
level since then.

Activity in the services sector also tended to
slow down, particularly in the transport sector,

the tourist industry and in certain of the distri-
butive trades.

At the beginning of the autumn the labour
market in the Community showed a trend to
rising unemployment. The countries most
affected were Denmark and Germany. Unem-
ployment also rose quite sharply in the other
Community countries. There was also a distinct
tendency for short-time working to increase.
Furthermore, the situation varied considerably
from industry to industry and from region to
region; this emphasized the structural factors in
unemployment in ITtaly. In most countries un-
employment is very high in building and con-
struction, an industry suffering not only from a
cyclical but also from a structural decline in
demand; the industries associated with building
are also finding themselves faced with growing
employment problems. The same applies to the
textile industry. Demand for labour in certain
capital goods industries, on the other hand,
increased further. Unemployment rose faster in
the case of women than in the case of men,
particularly in France, the Netherlands and
Belgium. Most member countries experienced
an increase in the proportion of unemployed
accounted for by young people looking for first
jobs.

Industrial Production (1)

(% change on preceding quarter)?

1972 1973 1974
III v I 11 HI v 1 II III
Germany + 20| 4+ 35| +32] —01 |+ 15| +02| —02|—02]~22
France + 13+ 40(+ 33| + 02| + 01| 4+ 30+ 241 — 03
Ireland + 38| 4+ 36| 4+ 53| — 08 0 + 17! 4+ 56 . .
Italy +10 + 72| — 721+ 95| + 58|+ 24, — 08|+ 11| — 26
Nethetlands + 36+ 29| 4+ 23| — 12 4+ 31|+ 45+ 11} — 1.8
Belgium - 10} + 3814+ 13 — 18|+ 01|+ 27|+ 7.7 + 20 .
Luxembourg + 31|+ 41| 4+ 55| — 11| + 12|+ 49|+ 37| — 32 — 0.4
United Kingdom + 14+ 29| + 38|+ 01+ 22| — 16| — 70| 4+ 60| 4+ 2.2
Community 2 + 25|+ 30| + 18|+ 13|+ 21| 4+ 09| — 09| + 1.0

-

Denmark, no comparative data available.

Ireland: OECD figures.
3 Estimates.

Excluding construction, food, beverages and tobacco.

Calculated on the basis of the seasonally adjusted indices

Ireland: mining and manufacturing industries. For

of the Statistical Office of the European Communities,
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In recent months demand for imports from non-
member countries has been very sluggish in
terms of volume, particularly in Denmark, Ger-
many, Italy and the United Kingdom,

Contrary to the usual past experience, intra-
Community trade has expanded much more
slowly than exports to non-member countries.
This may have been helped by the fact that some
countries, particularly Italy and Denmark, are
making deliberate efforts to curb domestic de-
mand and the growth of imports.

(d) Balance of the markets

The conditions determining economic equili-
brium have remained very unfavourable in
recent months. There is the strong impression
that inflation is increasingly feeding on itself.
In any case, prices have been rising very fast
throughout the Community, with some coun-
tries even experiencing an acdceleration at the
beginning of the summer. The prices of indu-
strial products climbed particularly sharply in

TRENDS IN CONSUMER PRICES SINCE 1970

% (rate of increase in % at year end)
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September 1974.
Figures for the Community at the medium change.

all member countries. There was a very marked
rise in the prices of certain services in the public
sector and in the tourist industry during the
summer months. Rent increases, on the other
hand, were below average in most countries.
The decline in the world market prices of some
important raw materials since the beginning of
the year has not yet had any noticeable moderat-
ing effect on producer prices. Prices of agricul-
tural foodstuffs showed conflicting trends; for
example, the import prices of commodities such
as soya beans and maize dlimbed very sharply
and there was also an increase in the prices of

For 1974, the year-end rate has been calculated according to the vanation between December 1973 and

products for which harvests in the Community
were poor, while meat prices tended to stabilize.
In some countries beef and veal prices even fell
considerably.

The appreciable deterioration in the Com-
munity’s balance of trade recorded in the first
half of the year came to a halt in the third
quarter as a result of very weak import growth
and a more favourable trend in the terms of
trade. There are now first signs of a reduction
in the trade deficits of Denmark, Italy and the
United Kingdom. The large surplus on Ger-
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many’s balance of trade has for some months
shown a slight downward tendency.

The foreign exchange markets have been much
calmer during recent months than in the first
half of the year. Some Member States, such as
France, the United Kingdom and Italy, whose
balances of payments were hit particularly hard
by higher oil prices, have recently recorded small

inflows of foreign exchange. Moreover, within
the group of countries participating in the joint
Community system, there were appreciable
transfers of reserves from Germany to the
Netherlands and the BLEU as the German mark
had to be supported at the lower intervention
point between July and the beginning of Octo-
ber. At times the German mark was also weak
in relation to the Danish ctown. In September,

Consumer Prices

(% increase)

June 72 | Dec.72 | June 73 | Dec. 73 Oct. 72 Oct. 73
Country to to to to to to
Dec. 72 | June 73 Dec. 73 | June 74 Oct. 73 Oct. 74
Denmark 33 5.3 6.8 7.9 10.3 16.9
Germany 31 4.6 3.3 35 6.6 7.1
France 4.1 3.2 5.1 8.4 8.1 149
Ireland 431 7.12 521 10.4 2 11.23 17.9%
Italy 4.4 6.9 53 10.9 11.0 243
Netherlands 33 4.8 3.5 5.5 7.9 10.7
Belgium 37 32 4.0 8.3 6.8 15.8
Luxembourg 31 3.5 2.5 6.1 5.5 10.8
United Kingdom * . 4.0 5.1 5.2 10.8 9.9 171
1 May/November
2 November/May
3 August
4 Retail prices,
Gold and foreign the German authorities therefore abolished the
exchange reserves Mio Eur cash deposit requirement introduced to stem
G ARRRRRAN LA RANRARRRE EREERN AN '@') undesirable inflows of capital and at a rate
0000 - amounting, in the end, to 20% of foreign
,.-/ \ N borrowings. Since the beginning of October,
/
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the Community currencies temaining in the
joint Community scheme have been strengthen-
ing again against the US dollar owing to the
fall in short-term interest rates in the USA. The
fluctuations of the Community currencies float-
ing independently have stayed within relatively
narrow limits. In the middle of November,
however, the Italian lire, the pound sterling
and the French franc were once again less firm.
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Overall, in recent months monetary policy has cond half of October the banks’ rediscount

remained restrictive in the Community although quotas were raised. The additional domestic
there has been evidence of some relaxation in a liquidity created in other Community countries,
number of countries. In Germany, for example, especially in the Netherlands, by the need to
the minimum reserve ratios were lowered at the support the German mark was not siphoned off.
beginning of September and again at the begin- Some of the liquidity restrictions in force in the
ning of October in order to compensate for the United Kingdom, Ireland and Denmark have
drain on domestic liquidity caused by outflows also been relaxed in recent months.

of foreign exchange. Furthermore, in the se-

DEVELOPMENT OF MONEY SUPPLY (M2 resp. M3)
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.. No data available from March to May 1974 owing to banking sector dispute.
Demand for credit has remained relatively low expenditure was introduced in October to
in most Community countries. In France, the assist low-employment areas. In Denmark and
general ceiling controls were tightened for Germany, reforms of direct taxation are to enter
December, but the grant of export credit was into force at the beginning of 1975, substantially
made easier. In Denmark and in Belgium it was increasing private consumers’ spending power.
decided, in August and September, both to ease In Denmark the loss of revenue is to be offset
rules on export credit and to relax the general by expenditure cuts. In Belgium too tax relief
credit controls. was granted for persons in the low and medium
income ranges; this is to be offset by an increase
In most member countries the cash transactions in some direct and indirect taxes. In Italy,
of the public authorities had an expansionary budget management continued to be expan-
effect during the summer months. While tax sionary and in the United Kingdom too it pro-
revenue was still Ti;sing sharply in some count- vided stronger stimuli to economic activity than
ries, such as France and Belgium, its growth in the preceding months. In France, on the
slowed down appreciably in others, particulanly other hand, the cash transactions of the public
Germany, so that considerable financial deficits authorities had a contractionary effect on
arose despite the moderate increase in expendi- liquidity.

ture. In Germany an additional programme of
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As a result of the various determinants, the ten-
dency for the money supply to expand more
slowly has continued in most member countries.
The broadly-defined money supply, M3, showed
a slower annual growth rate than a few months
ago, notably in the United Kingdom, Ireland,
Denmark and Germany. In the Netherlands, on
the other hand, its already rapid pace of expan-
sion has quickened still further.

It appears that a reversal in the trend in short-
term interest rates is occurring in most of the
Community countries. In the United Kingdom
this has been helped by a reduction in the Bank

of England’s minimum lending rate from 11.75

to 11.5% on 23 September. Similarly the
discount rate was brought down in Germany
from 7 to 6.5% on 25 October and in the
Netherlands from 8 to 7% on 28 October.
Short-term interest rates have also fallen in
France and Belgium. On the other hand there
were further rises in Italy. Long-term interest
rates stayed at a high level in most member
countries and, indeed, they continued to climb
in Italy. Obstacles in the way of a decline
include not only the general reluctance of savers
in view of the fall in the value of money, to
invest long-term but also the large financing
needs of the public authorities in some countries,
notably Germany.

Demand for and supply of goods and services

19721 19732 3 ‘ 19742 3 l 19752 3
At
current
prices o .
Med % change on preceding year
(in Eur
000
million) Volume Value | Volume Value | Volume Value
Exportst 178.1 | 4+ 12.4 4209 |+ 10 + 331, + 6%
Gross fixed asset formation
1787 |+ 45 +139 |- 1 413 0
Public current expenditure on goods and
services 1259 | + 3.8 4 13.9 3 + 17% + 21
Ptivate consumers’ expenditure 4584 | - 4.6 4+ 13.0 {4+ 11 + 14Y, + 21
Gross Domestic product 7748 {+ 54 + 133 | 4+ 21, + 121, + 21,
Imports? 1704 | + 123 + 249 | 4+ 4 + 41 4y,

1 Statistical Office of the European Communities (SOEC), National Accounts.

? Based on Community totals of the aggregates of individual member countries converted into units %, account

(EUR) at the exchange rates applicable on 31.10.1974.

3 Estimates.

4 Goods and setvices including intracommunity transactions.
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C. Outlook

1. Outlook for world economic activity

There are many indications that world economic
activity will not show any significant improve-
ment in the eatly months of next year. The
economies of important industrialized countries
outside the Community will probably stagnate
or grow only very slowly. However, much
depends on the policies adopted by the govern-
ments to combat the continuing inflation and to
avoid, as far as possible, a downturn in em-
ployment. The Japanese economy can be
expected to pick up only gradually. Similarly
any revival in the United States is unlikely to
occur until after the summer. Most other in-
dustrialized countries will probably experience a
further decline in economic growth. A world-
wide recovery of economic activity may not be
possible before mid-1975.

Although the imports of the industrialized
countries are likely to rise only moderately,
world trade will probably continue to expand,
but at a slightly slower pace than in 1974. This
will be helped by the expected sharp increase in
the imports of the oil-producing countries.

The economic trend in the United States is un-
likely to show any fundamental change in the
coming months. The economic programme
announced by the President on 8 October will
probably produce effects mainly in the medium
term. Nevertheless, the specific measures to
assist residential construction, the increase in the
investment tax credit from 7% to 10%, the
reduction of tax on low incomes and the
additional measures to help the unemployed
should help to maintain economic activity, des-
pite the plan to cut budgetary expenditure by
some $ 5,000 million and to introduce a tempo-
rary 5% surtax on companies and on persons
in the higher income brackets. Overall, a
recovery of economic activity between the se-
cond half of 1974 and the first half of 1975 is
therefore unlikely.

In Japan, production could gradually pick up
during the eanly months of 1975. Exports
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should provide a further stimulus to growth, and
investment activity could also become some-
what brisker. The balance of payments on
current account is likely to improve further.

In Canada, economic expansion will probably
continue, though at a less vigorous rate than
previously because of the stagnation in the US
economy. Growth rates are expected to fall in
Austria, Sweden and Spain too. Switzerland’s
growth rate will remain low. Only Norway,
which is benefiting from the oil boom, is likely
to experience more rapid expansion.

Among the developing countries, imports of the
ofl-producing countries will go on rising rapidly,
with increasing emphasis probably on capital
goods for improving the infrastructure and esta-
blishing an industrial base of their own. Import
demand in the other developing countries will
probably be very weak, held back not only by
the higher oil prices but probably also by the
effects of the worsening of their terms of trade
with the industrialized countries.

2. Outlook for the Community

The slowdown in the expansion of economic
activity will probably persist during the coming
months, but, assuming that appropriate econo-
mic policies are followed, it seems that this
trend should not lead to a marked fall in
production.

Exports to non-member countries are likely to
expand much more slowly in real terms. The
markets in other industrialized countries will not
be very buoyant. A large proportion of the
increased exports will probably go to the oil-
producing countries and the state-trading count-
ries. However, export prices can be expected
to continue rising distinctly,

Domestic demand will also remain weak. Gross
fixed capital formation will probably be compa-



ratively sluggish in the first half of 1975. The
current flow of new orders for capital goods
reflects a distinct reduction in the propensity to
invest of firms in most member countries,
especially Germany and Italy. However, the
outlook for investment demand in France, and,
to a lesser extent, in the BLEU, is somewhat
more favourable. Expenditure on residential
construction will probably show little increase
in the coming months owing to the high interest
rates. Nor will stockbuilding give any boost to
activity. There are, however, two exceptions to
the general tendency of investment demand.
Firstly, expenditure in the energy sector will
continue to expand rapidly as a result of the oil
prospecting drive and the construction of nuclear
power stations. Secondly, governments will
probably find themselves forced, in the near
future, to step up public building programmes
in order to prevent excessive unemployment.
Such expenditure programmes have already been
announced in Germany and the United King-
dom; building activity can be expected to pick
up somewhat in Denmark, too, following the
ending of the building freeze in the public
sector.

Trends in private consumers’ expenditure are
difficult to forecast at present. There has so
far been no sign of a slackening in the rise in
earnings in most member countries, except in
Germany where a slower rate of increase should
follow the recently concluded wage agreements,
However, in Germany, as in Denmark, a com-
prehensive tax reform will enter into force on
1 January which will substantially increase the
purchasing power of private consumers, On the
other hand, the deterioration in the employment
sttuation through higher unemployment or more
widespread short-term working could not only
dampen private consumers’ money incomes but
may also lead to a higher savings ratio. The
real increase in private consumers’ expenditure
will be curbed by the strong upsurge in prices.
Under the combined influence of these factors,
real private consumers’ expenditure may on
balance increase only slightly. This could entail
some recovery in demand for cars in some
member countries.

According to the results of the EEC business
surveys, managements expect a further decline

in industrial production in the coming months.
The Community’s real gross domestic product
will probably grow by about 2% to 3% in
1975.

The employment situation could therefore dete-
riorate still further in the coming months and
the level of unemployment is likely to rise. This
could cause particularly severe problems for
young people seeking their first job.

The volume of imports into the Community will
grow slowly in the months ahead, but could in-
crease more rapidly again after the spring when
activity picks up in some Community countries.
Furthermore, the third reduction of 209 in the
customs duties between the original members of
the Community and the three new member
countries, which will come into effect on 1
January 1975, should give an additional stimulus
to intra-Community trade. Considerable uncer-
tainty still surrounds the trend of import prices.
Should the tendency to put up oil prices, of
which there have been signs in recent months,
make further progress, it will be much more
difficult to reduce the trade deficit. If oil prices
remain constant or increase only slightly, there
should bc a gradual improvement in the trade
balances of thosc countries which now have very
large deficits on current account. The Benelux
countries will continue to have a current pay-
ments surplus. Germany’s surplus, though
probably still very large, is likely to be smaller
than in the first nine months of 1974. For the
Community as a whole, the balance of payments
on current account will remain in considerable
deficit,

Consumer prices will maintain their distinct
upward movement in the Community. In most
countries, however, the upsurge can be expected
to stop accelerating. This is due partly to the
anti-inflationary measures which Member States
have taken, and partly to the tendency for the
prices to stabilize on world commodity markets.
Nevertheless, the future price trend will depend
a great deal on the size of wage settlements, for
which only cautious forecasts can be offered at
present in view of the wage negotiations yet to

be held.
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Major economic policy measures

July 1974 :

— The decision of the Council of 6 June con-
cerning the alteration of the guidelines for
economic policy in 1974 was adopted finally on
4 July.

— On 16 July the Council decided to suspend

until 31 October 1974 the granting of import
licences for beef.

September :

— The short term monetary support provided
by the European Monetary Cooperation Fund
(EMCF) to Italy was renewed for the period
from 18 September to 18 December 1974.

October :

— At the session of 21 October 1974, the
Council approved the Fourth Annual Report and
decided on a regulation in relation to Com-

munity loans permitting the financing of deficits
caused by the rise in oil prices. These loans
from outside the Community cannot amount to
more than a total amount equivalent in units of
account to § 3,000 million (principal and inte-
rest) and will be issued for a minimum period
of five years.

November :

— On 18 November the Council gave its
agreement in principle to several economic policy
guidelines proposed by the Commission covering
the following objectives: the braking of inflat-
ionary trends, preventing unemployment, the
gradual restoration of balance to external pay-
ments, the adaptation of economic structures to
the new international environment.

Having noted the advisability of the Com-
munity’s contributing to Italy’s medium-term
financial requirements, the Council also ap-
proved a directive granting medium-term financ-
ial assistance of 1,159.2 million units of account
to that country for an average term of 35 years.



Community

TABLE 1: Basic data 1973

Co:‘li‘gu' Denmark | Germany | France | Ireland | Italy Ni::’:‘;;' Belgium Ll‘)‘;‘lfr'g' Ili(:}::ig?
Total area ('000 sq. km.) 1528.2 43.1 248.6 547.0 70.3 301.3 40.8 30.5 2.6 244.0
Total population ("000) 256 621 5 027 61 967 52 134 3051 54 890 13 439 9 742 350 56 021
Density of population per 168 117 249 95 43 182 329 319 135 230
8q. km.
N\:y‘;gg;-s in employment 101 980 2 385 26 202 20 954 1042 18 310 4 564 3816 154 24 553
Numbers in employment,
breakdown by main sector
(%):
Agriculture 9.2 9.5 7.5 12.2 25.0 17.4 6.8 3.9 9.1 3.0
Industry 43.2 33.8 48.9 39.4 30.8 44.0 36.2 43.3 48.7 43.3
Services 47.6 56.7 43.6 48.4 44.2 38.6 57.0 52.8 42.2 54.7
Share of gross domestic
product (%) :
Agriculture . 7.7 3.5 5.9 16.9 9.2 5.8 4.3 4.7 2.9
Industry . 38.2 50.9 47.2 32.3 38.9 39.9 43.3 56.1 42.5
Services . 54.1 45.6 46.9 50.8 51.9 38.7 52.4 39.2 54.6
In 9% of gross domestic
product : ?)
Private consumers’ expen- 59.2 56.9 54.0 59.7 65.8 64,7 55.9 60.6 57.7 63.6
diture
Public current expenditure 16.2 22.6 17.7 12.3 15.3 14.8 16.7 14.9 12.4 19.1
on goods and services
Gross fixed asset formation 23.1 21.0 26.0 26.0 22.1 19.4 23.2 211 30.8 18.2
Total exports 23.0 28.7 21.6 17.2 35.8 20.0 46.0 43.5 309 21.6
Total imports 22.0 28.2 19.9 16.4 41.2 19.7 43.4 41.0 81.8 21.8
1) 1972
TABLE 2: Key indicatots
% change by volume on preceding year ‘i’notiiu;l:
1963 = 100
1968 1969 1970 1971 1972 1973 1973
Gross Community product + 5.4 + 6.0 + 4.9 + 3.3 + 3.7 + 5.4 156
Industrial production + 8.5 + 9.3 + 5.1 + 2.3 + 4.7 + 8.6 170
Imports of goods and services + 111 + 144 + 10.7 + 7.0 + 8.9 + 12.3 242
Private customers’ expenditure + 4.1 + 5.3 + 5.4 + 4.3 + 4.9 + 4.8 154
Gross fixed asset formation + 65 + 7.9 + 7.1 + 25 + 2.9 + 4.5 166
Exports of goods and services + 125 + 128 + 9.5 + 8.1 + 7.6 + 124 248
Intra-Community visible trade + 19.5 4+ 225 + 124 + 9.0 + 11.8 + 6.7 301
Gross product per capita + 4.8 + 5.5 + 4.3 + 2.5 + 3.0 + 4.7 146
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TABLE 3: Basic monthly indicators

Year | Jan. | Feb. | Mar. | Apr. | May | June | July | Aug. | Sept. | Oct. { Nov. Deec.

Industrial production 1972 153 153 161 163 162 160 142 124 160 167 174 172
(1963 = 100)
1973 164 173 175 174 175 176 153 137 175 180 186 177

1974 170 178 181 179 179 133 158 133

4156 | 4500 4424 | 3983 | 4117 4280 4666 | 4716 | 5007

<
<

Imports from non-member 1972 | 3908 | 140941 4
countries (cif, million Eur)

w
N
=3
@

1973 | 4961 4981 5008 585681 5591 | 5503) 5316 | 5763 ) 6303 | 6202 | 6676

1974 | 7319 | 7646 8 9091 9160 | 8845

=t
fart
(=}

Exports to non-member 1972 | 4001 | 43281 4703 4476 4768 | 4871 4552 | 4265 1483 | 5345 | 5071 | 5601
countries (fob, million Fur)
1978 | 4969 ( 5158 | 5470 5302 62471 5853} 6279 5443 ) 6033 7065| 6813 | 6853

1974 | 7195 7303 ] 8350 | 8474 8963 | 3204

Balance of trade 1972 | + 93| 4 234 + 239 | + 320 + 259 | + 447 | + 564 | + 148 | + 203 679 | + 355 | + 594
(million Eur)

+
1973 |+ 8| +177| +265| + 294 | + 380 | + 267 + 776 | + 127 | + 270 | + 757 | + 611 | + 177
1974 [ 124 |- 343 |- 530 (- 617 |- 102]~ 641
Intra-Community trade 1972 | 4020 | 4403 | 4954 4470] 1692 4861 4130 | 3971 | 4663 | 5137 | 1988 5 100
(million Eur)

1973 | 5036 | 5245 [ 5435} 5259 5994 | 5814 5503 5004 | 5743 | 68007 6 340 | 6 059
1974 | 6636 | 65821 7572 | 7599 7897 7135

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (SOEC).
Conversion into Eur (1 Eur = 0.888671 g fine gold).

Graph 2

Three-month moving averages of the scasonally adjusted indices (excluding construction, food, beverages and
tobacco).

Graph 4

Monetary authorities’ reserves of gold and convertible currency, holdings in special drawing rights and reserve
position in the IMF. Gross figures, i.e. including foreign liabilities. Position at end of month.
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Table 1

Total population at mid-year,

Resident population in employment at mid-yeat.

Percentage shares of the main economic sectors at factor cost.

Percentage shares of demand aggregates and of total imports at market prices.
Total Exports and Imports; goods and services.

Table 2
Industrial production, excluding construction, food, beverages and tobacco.

Trade between members countries, on imports basis. Figures for the original members of the Community up to
1972, from 1973 enlarged Community.

Table 3
Industrial production: see notes to table 2.

External trade: Imports from non-member countries, exports to non-member countries: as shown by foreign trade
statistics. Trade between member countries, on imports basis. Figures for the original members of the Commu-

nity.
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I1. THE SITUATION IN EACH
OF THE COMMUNITY COUNTRIES






A. Denmark

In the last few months the main features of economic activity bave been a pro-
nounced fall-off in domestic demand and production and increased unemployment.
The upward movement of prices slowed down a little in the summer but bas since
accelerated. The trade balance bas distinctly improved.

For the end of 1974 and early 1975 a very slight expansion can be expected while
the rate of unemployment will remain bigh. Rising prices and costs may slow down
and the current account of the balance of payments may improve.

1. Recent developments

Activity has continued to slow down in recent
months, mainly due to the steadily shrinking
domestic demand. Unemployment has in-
creased. Prices continue to move upwards
rapidly but the current balance of payments has
distinctly improved.

The growth of exports slowed down sharply in
the second quarter and then picked up speed.
The rate of growth in money terms! season-
ally adjusted in the third quarter was 5.7% up
on the previous quarter. This growth was all
the more remarkable in that it was mainly due
to an upsurge of exports of industrial products,
particularly capital goods. On the other hand,
sales of agricultural products fell by some 5%
in money terms. Even taking into account the
fall in prices in some important sectors, the
volume of agricultural sales has also dropped.

Domestic demand has continued to slow down
in recent months. Investment activities have
once again slackened. The unfavourable sales
outlook on the domestic market has no doubt
put a brake on or delayed investment program-
mes in the private sector, as shown by the
results of the October business survey and the
fall-off in imports of capital goods and raw
materials. In the construction sector, the drop

1 Excluding ships and aircraft.

in demand was particularly noticeable. In the
period July-September, the number of housing
starts was almost 539% less than in the same
period in 1973. At least until the ban on public
building by local authorities was lifted on 15
August last and on 1 October for central govern-
ment construction, the level of demand in this
sector remained very weak.

Private consumers’ expenditure has not in-
creased in recent months as can be seen by the
trend of retail sales in money terms; in real terms
there has been a net reduction since May. The
number of new car registrations which had
picked up slightly between February and May
has since then declined to a marked extent. In
September it was over 68% less than a year
previously. The slowdown in household expen-
diture can largely be accounted for by higher
indirect taxation imposed last May which had
led to precautionary buying by individuals be-
forehand and no doubt also by the deterioration
in the employment situation. Despite a consi-
derable increase in wages and salaries, public
expenditure rose slightly more slowly.

Production seems to have weakened in recent
months. Industrial manufacturing sales have
fallen and employment figures have decreased in
this sector. There was a particularly sharp drop
in building and construction. Agricultural pro-
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duction benefited from bumper harvests of grain
crops (+109% compared with the previous
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Industrial production Semi-Log scale
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year) and a marked growth in the output of
meat and milk products, which rose in the first
half of the year by 2.5% as compared to the
corresponding period of 1973.

Employment has sharply decreased since April.
The number of unfilled vacancies has declined
by over 50% in the third quarter against the
preceding quarter. The number of employed in
manufacturing industry has dropped by 1.1%
during June-August as against March-May. The

Labour market
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number of insured unemployed has gone up
considerably in recent months; in October it was
about 67,100, namely 7.9% of the total of
insured persons as against 1.5% one year ago.

After slowing down in the summer months, the
upward movement of prices once again acceler-
ated, since September. In October, the con-
sumer price index was about 16.8% higher than
a year ago, mainly due to the faster rise of prices
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of foodstuffs and services, and despite a near
stagnation of import prices.
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Imports, which had definitely slowed down in
the second quarter both in real terms and in
money terms have since then remained at a fairly
low level. All the categories of imported pro-
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ducts have been affected by the slowdown in
domestic demand.

Consequently, and in view of the accelerated
growth of exports, the trade balance has distinct-
ly improved. The deficit which was Dkr. 4,800
million in the first quarter and Dkr. 4,200 mil-
lion in the second quarter is now Dkr. 3,000
million in the third. Because of this the cur-
rent balance has improved markedly, the deficit
being Dkr. 900 million in the third quarter as
against Dkr. 1,900 million in the second. If oil
is excluded there is a slight surplus on the cur-
rent account. Total net reserves have dimi-
nished slightly and are now Dkr. 6,600 million
at the end of October.

The expansion of credit has remained moderate,
despite a slight easing in the terms for loans,



Demand for and supply of goods and services

19721 1973 * 1974 * 1975 3
At
current % change on preceding year
prices
(in Dkr
’000
million) | Volume Value | Volume Value Volume
Exports * 437 {4 84 4+ 195 4 6 + 23 + 5
Gross fixed asset formation 44314+ 92 4+203]- 3 + 14 - 3
Public current expenditure on goods and
services 325 |+ 47 +154 |+ 4 + 24 + 31
Private consumers’ expenditure 826 |+ 43 +135|— VY 4+ 14Y + 2
Gross domestic product 1588 | + 3.8 -+ 148 |+ 1% 4 15 + 1Y
Imports ? 426 |+ 180 + 304 |- 2% + 27 -
1 Danmark Statistik.
3 Estimates.
3 Goods and services.
particulanly for construction and export sectors. 2. Outlook

The increase in the money supply (M2), not
seasonally adjusted, continued to slacken; in
September, the year-to-year growth was only
6.8% compared with 14.9% in September
1973.
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The present trend of the economy which is
typified by a slowdown in domestic demand,
production and employment should continue
until the end of the year and during the first
half of 1975.

Given that the demand from the main trading
partners, particularly the Federal Republic of
Germany and the Scandinavian countries, will
not be so dynamic as has until recently been
supposed, exports can be expected to expand
less rapidly. The reduction in customs duties to
come into effect on 1 January 1975 between
the original and new member countries of the
Community, however, could act as a worthwhile
stimulus.

Domestic demand should continue to grow quite

slowly. Business investment will no doubt be
affected by the downward revision of industrial
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investment programmes and the expected de-
crease in residential housing construction,
However, now that interest rates are lower and
the ban on public building has been lifted,
demand in the construction sector may gradually
strengthen.

Private consumers’ expenditure may remain de-
pressed until the end of the year. Until this
date disposable income will be affected by a
number of negative factors: the impact of higher
unemployment and part-time working, the re-
percussions of higher indirect taxation applied
in May and payments made in September, Octo-
ber and November under the compulsory sa-
ving scheme. Furthermore, arrears of direct
income tax to be collected by the State for 1973
amounting to some Dkr. 1,000 million will have
a dampening effect on private consumers’ expen-
diture. On the other hand, in early 1975, house-
hold expenditure should pick up somewhat as
a result of the tax reform' to come into force on
1 January. It will have the effect of reducing
direct taxes by some Dkr. 7,000 million, partic-
ularly in the medium and lower income
brackets. Public current expenditure should
grow fairly slowly.

In early 1975, production is unlikely to make
much progress. The movement towards
stagnation or even to a decrease could even be
reinforced when the industrial and commercial
sector reduce the level of their stocks. Em-
ployment may continue to drop and unemploy-
ment is likely to be high.

Combined with the trend of domestic demand,
imports are likely to continue to remain at a
relatively low level. Thus, the deficit on the
trade balance may continue to shrink, provided
the terms of trade improve slightly. Rising
prices should slow down as a result of the
stabilisation of the prices of imported raw mate-

rials.

Thus, the main problem of economic policy is to
avoid the likely consequences of too sudden a
slowdown in activity on employment levels. At
the same time it #s important to ensure that the
current stage of weak domestic demand, which
could facilitate the transfer of resources abroad
and compensate the current deficit, also has a
rapid braking effect on rising costs. In this

1 Details of this reform are given in the list of major
economic policy measures and decisions.
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context, a reduction of direct taxation should
help to temper wage claims at the end of the
year and put a brake on the growth of nominal
incomes during the first quarter of 1975.

Major economic policy measures
and decisions

May 1974 :

— On 15 May the Danish Parliament adopted
certain temporary and permanent measures to
increase indirect taxation.

— temporary measure (from 8 May to 31 De-
cember 1974) :

— increase of 50% in the vregistration
charge for new cars of less than 4 ton-
nes. This tax only applies to those
vebicles imported from 8 May.

— permanent measures (indefinite duration) :

— increase of 50% on the road tax for
private vebicles. The tax for commer-
cial vebicles of less than 3 tonnes was
also increased.

— imposition of a 20% excise duty on
domestic equipment (fridges, washing
machines, cookers, extractors, razors,
etc.).

— increase of excise duties on tobacco, ciga-
rettes, alcobol (incl. wine and beer).
The increase varies according to the pro-
ducts in question.

— imposition of a 10% excise duty on tape
recorders.

— The Central Government bas, in negotiations
with the local governments and the counties,
fixed the investment- and borrowing limits for
the local authorities for the fiscal year 1975-76.
The amount for investments was cut down from
Dkr. 4,800 million in 1974-75 to Dkr. 4,400
million in 1975-76 and the possibilities for
obtaining loans were fixed at an amount of Dékr.
665 million against Dkr. 1,330 million in
1974-75.

June :

— The Parliament adopted on 11 June the
housing policy for the following 4-year period.
The main elements were :



— stabilizing the annual level of construction
of new dwellings at 40,000 units of which
8,000 units shall be social dwellings.

— the system of financing the social residential
construction was changed. The basic capital
must now be 269% of the total costs, pro-
vided by the State (10%), local authorities
(5%), social societies investment fund
(8% ) and the tenants deposits (396). The
remaining 74% of the total costs shall be
financed by credit societies on normal con-
ditions.

— the rules concerning the imputed taxable
value of living in owner-occupied family
bouses and dwellings will be modified gra-
dually.

— The investment and borrowing limits for
local authorities were relaxed.

— On 11 June the Government increased the
tax rate for limited companies from 36% of
taxable income to 37%.

— From 1 April the system of basing loans for
new houses on real property values as of April
1973 was abolished.

August :

— The ban on public construction was abolish-
ed on 15 August as far as local authorities are
concerned.

— The credit ceiling was raised by 3%, i.e.
about Dkr. 2,200 million on 26 August.

— The quantitive regulation adopted in June
on the construction of dwellings was abolished.

September :

— An income tax reform partially passed the

“Folketing” on 20 September. The reform will

come into force on 1 January 1975. The main

elements are :

— incomes up to Dkr. 9,000 for each person
are tax-free( against Dkr. 7,000 before the
reform).

— taxation will be assessed according to the
following scale, based on average local taxa-
tion: Dkr. 9,000-50,000: 39.5%, Dékr.
50,000-90,000: 53.9% and Dékr. 90,000 +-:
64.7%.

— the reform means a reduction of Central
Government direct income tax receipts of
Dkr. 7,000 million in 1975.

— 1o finance the reform savings on the budget
1975-76 of Dkr. 6,700 million (about 5,000
million Dkr. in 1973 prices) bave been
proposed, including: construction and other
investments : Dkr. 820 million, expenditure
governed by budget ceilings: Dkr. 500 mil-
lion, reserves [or new legislation: Dkr. 670
million, reduction of children’s allowances:
Dkr. 800 million and abolition of subsidies
on certain dairy products: Dkr. 220 million
(all savings in 1973 prices).

— In an attempt to improve the unemployment
situation, the Government and the National
Bank took the following measures:

— the refinancing of export credits in the
National Bank has been cased. The interest
rate bhas been reduced from 9% to 8%.

— export credits of the private banks are no
longer included in the credit ceiling.

— the financing of new construction by mort-
gage societies has been cased.

— an export credit institution will be establish-
ed to help firms in financing long-term
export credits.

October:

— The levy of 2% % on house sales was
abolished on 1 October.

~— The ban on construction as far as the Central
Government is concerned was abolished on

1 October.

November:

— The credit ceiling was raised by 2% from
30 November 1974.
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Denmark

TABLE 1 : Key indicators

1969 1970 1971 1972 1973 1973
% change by volume Indices
on preceding year 1970 = 100
Gross domestic product + 8.2 + 2.8 + 3.8 + 4.5 + 3.8 112.6
Industrial production + 12.8 + 5.8 + 35 + 7.3 + 6.6 118.5
Total imports + 14.5 + 7.9 + 1.9 + 3.7 + 18.0 124.6
Private consumers expenditure + 9.9 + 1.3 + 23 + 3.0 + 4.3 109.9
Public current expenditute on goods
and services + 9.0 + 11.4 + 8.6 7.7 + 4.7 122.5
Gross fixed asset formation + 10.2 + 49 4.1 + 4.5 + 9.2 118.9
Total exports + 94 + 5.8 + 7.3 + 71 + 8.4 124.6
Gross domestic product per head of
population + 7.7 + 21 + 2.9 + 4.0 + 3.1 110.3
Gross domestic product per person in | + 7.5 + 14 + 2.8 + 4.1 4+ 3.1 110.3
employment
% change by value
on preceding year
Gross income per employee + 121 l + 123 ] + 112 |+ 10.0 1(+ 14.3) 139.8
|
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in million Eur — 2952 | — 4245 | — 2528 |+ 1441 | + 4376
as percentage of GDP 1.9 2.5 1.3 0.7 31
Unemployment rate 3.9 29 3.7 3.7 2.4
Price-index of private consumers expenditure
(% change on predecing year) + 34 [+ 56 |+ 50 [+ 55 |4 8.8

32




TABLE 3: Foreign trade (at current prices)

Denmark

% change on preceding year
Million % of
Eur total
1971 1972 1973 1973 1973
Visible exports
Total + 8.3 + 12.5 + 22.1 4 855 100
Intra-EEC + 8.6 + 13.8 + 32.3 2 242 46.2
To non-EEC countries + 8.1 + 11.6 + 14.5 2 613 53.8
Exports of food, beverages and tobacco
Total + 8.1 10.3 + 248 1726 35.6
Intra-EEC 4+ 3.2 + 3.4 + 39.9 1064 21.9
To non-EEC countries + 15.7 12.3 + 6.4 662 13.6
Exports of raw materials, fuel and power
Total + 11.3 + 9.7 + 27.2 4538 9.4
Intra-EEC + 4.2 + 12.2 + 25.8 225 4.6
To non-EEC countries + 15.7 + 9.0 + 28.8 233 4.8
Exports of semi-finished and finished industrial goods
Total 4+ 8.1 + 14.4 + 19.6 2 671 55.0
Intra-EEC + 14.6 + 18.8 + 26.4 953 19.6
To non-EEC countries + 5.0 + 11.7 + 16.7 17138 35.4
Visible imports
Total + 3.2 + 3.0 + 32.6 6 131 100
Intra-EEC - 0.6 + 45 + 32.9 2 826 46.1
From non-EEC countries + 6.6 + 1.9 + 32.3 3 305 53.9
Imports of food, beverages and tobacco
Total + 4.8 + 5.3 + 37.9 613 10.1
Intra-EEC -+ 10.7 + 3.4 + 60.3 174 2.8
From non-EEC countries + 31 + 5.9 + 30.7 444 7.3
Imports of raw materials, fuel and power
Total + 8.2 — 1.6 + 28.5 1 084 17.7
Intra-EEC + 14.4 - 1.1 + 45.6 359 5.9
From non-EEC countries + 5.9 - 1.9 + 21.4 725 11.8
Tmports of semi-finished and finished industrial goods
Total + 1.7 + 4.0 + 32.9 4 429 72.2
Intra-EEC - 3.2 + 5.3 + 29.4 2 203 37.4
From non-EEC countries + 7.7 + 2.5 + 36.9 2136 34.8
TABLE 4: Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial production 1971 116 118 119 119
(1968 = 100) 1972 126 127 126 131
1973 134 126 131 136
Unemployed 1972 37.0 39.0 31.6 32.6 37.2 30.6 30.9 27.6 23.9 21.5 21,7 25.9
(1 000) 1973 20.0 16.6 16.1 30.3 19.6 19.0 20.7 19.5 18,7 17.0 19.8 25.6
1974 26.3 17.8 15.7 25,2 32.9 38.0 39.8 47.8 58.0
Construction: permits for | 1972 1684 3854 2242 2995 3627 5372 15633 2637 3347 | 2471 2579 | 2 855
residential construction 1973 42481 4793 6 601 3 931 4725 4209 3115 3 860 4 661 4853 2834 3467
1974 3104 2407 2590 3294| 1690 | 2760 | 1113| 1224
Private consumers expen- | 1972 135 137 142 144 143 145 147 151 153 147 151 151
diture (1968 = 100) 1973 158 157 156 158 157 165 165 169 171 172 174 175
1974 177 179 174 182 185 179 181 180
Consumer prices 1972 158.5 | 159.2 | 160.3| 1€'.4| 163.0| 164.1 | 164.4| 165.0 | 166.3 | 167.5| 163.9| 169.5
(1964 = 100) 1978 169.8 | 171.6| 172.6 | 174.9| 177,1| 178.5| 179.7| 180.8 | 182.7 | 184.8| 187.9| 190.8
1974 | 194.2 | 194.8,| 196.5 | 199.8 | 202.4| 205.9 | 208.4| 209.6| 213.1
Vigible imports 1972 353 379 354 365 348 346 375 386 409 413 424 395
{million Eur) 1973 517 441 417 434 554 480 493 532 532 543 567 526
1974 749 650 675 729 667 615 651 670
Visible exports 1972 328 307 290 307 325 313 307 314 318 338 341 345
(million Eur) 1973 346 392 374 313 378 370 420 381 404 426 437 460
1974 468 492 485 475 481 479 488 527
Balance of trade 1972 | — 25— 72| — 64— 581 — 23{— 33| — 68| — 721 — 91\ — 75{— 83| — &0
{million Eur) 1978 | — 173 | — 49| ~ 43| — 121 | — 176 — 110\ — 73| — 151 | — 128 — 117 | — 130 | — 66
1974 | — 281 — 158 | — 190 | — 254 | — 186 | — 136 | — 163 | — 143
Official gold and foreign | 1972 756 780 794 754 749 726 705 732 660 647 727 774
exchange reserves 1973 807 867 893 964 969 961 911 755 778 799 | 1007 1097
(million Eur) 1974 954 880 837 865 707 652 635 670 630
Money supply 1972 8021 7965 8193 8422 | 8475| 8628| 8565, 8656 | 8766 8793 | 9212| 9328
(miltion Eur) 1973 9151 9093 9233| 9495 9647 | 9884 | 9773 | 9873 | 10 068 | 10 156 | 10 407 | 10 507
1974 | 10 202 | 10 160 | 10 156 | 10 429 | 10 504 | 10 640 | 10 467 | 10 537 | 10 755




Denmark

NOTES TO GRAPHS AND TABLES

Source: Danmarks Statistik (except as otherwise indicated).
Conversion into Eur (1 Eur = 0.888671 g of fine gold).

Graph 1

Industrial production: volume of sales in manufacturing industry; seasonally adjusted.

Graph 2

Labour market: sesaonally adjusted; three-month moving averages. Insured unemployed, SOEC.

Graph 3

Wages: hourly earnings in industry (including bonuses).

Graph 4

Importts: cif; exports: fob; excluding ships and aircraft. Seasonally adjusted; three-month moving averages,

Graph 5

Bank lending: by commetcial and major savings banks.

Table 1

GDP at market prices.

Industrial production: value added by industry;
Expotts and imports: goods and services;

Gross income per employee: income from employment.

Table 2

Balance exports less imports: Goods and services.
Unemployment rate: insuted unemployed as percentage of total number of insured workers.

Table 3

Exports fob, imports cif; the products have been grouped on the basis of the Standard International Trade Classi-
cation (SITC): tood, beverages and tobacco (Groups 0 and 1 SITC), raw materials, fuel and power (Groups 2-4
SITC), semi-finished and finished industrial goods (Groups 5-9 SITC). Figures for Ireland are not included for
1971 and 1972.

Table 4

Industrial production: volume of sales in manufacturing industry; seasonally adjusted.
Unemployment: Number of insured unemployed; adjusted for seasonal variations; SOEC.

Construction: number of dwellings authorized. Not adjusted for seasonal variations. Until the end of 1972 the
figures only cover large urban areas.

Private consumers’ expenditure: Retail Sales Index; adjusted for seasonal variations.
Consumer prices: Consumer price index; not se asonally adjusted.

Imports : cif, exports: fob; seasonally adjusted.

Balance of trade: difference between the seasonally adjusted figures of exports and imports.

Official gold and foreign exchange reserves: monetary reserves: monetary authorities gross reserves of gold and
convertible currency, holdings in special drawing rights and resetve position at the IMF; liabilities to abroad
have not been deducted, position at end of month. Danmarks Nationalbank.

Money supply: notes and coins in circulation and deposits at post giro accounts commercial and major savings
banks, position at end of month, Danmarks Nationalbank.
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B. Germany

countries.

Economic activity in Germany bas continued to slacken in recent montbs, but this
overall picture marks sharp differences from one industry to another. Unemployment
bas risen sharply. At some 7% at the consumer level, the uward movement of
prices bas remained relatively moderate in comparison with other industrialized

In the months ahead, the expansionary stimuli provided by the public sector will
probably boost activity, although a general economic revival will be possible only if
there is a distinct improvement in the investment climate.

1. Recent developments

In the summer and early autumn, the business
situation in Germany continued to vary sharply
from industry to industry. While in some sec-
tors closely associated with exporting activity
remained very brisk, in others the process of
adjusting to a falling volume of demand led
increasingly to cuts in production. With total
economic activity on a slightly downward course
and with wage costs having soared in recent
years, firms were forced to lay off increasing
numbers of workers.

Although export demand increased at nothing
like the unusually rapid pace in the first half of
the year, visible exports continued to be the
principal expansionary factor. In terms of value
they were 32.2% up in the third quarter on a
year ago. After adjustment for price changes,
the increase was 9.8%.

With sales prospects being clouded in more and
more uncertainty, especially as regards the do-
mestic market, and with profit margins being

Exports Mio Eur
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rapidly eroded by the persistent pressure of
costs, the propensity of enterprises to invest fell
further. The volume of investment in plant and
machinery, for example, contracted appreciably.
In the building industry, with authorized pro-
jects and buildings already in progress being
rapidly completed, a shortage of new orders
both in residential construction and in industrial
and commercial building led to a cutback in
production. The public authorities sought in-
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creasingly to boost business in this sector by
bringing forward new building and civil
engineering orders.

Although there were signs of a certain revival
after the summer holidays, private consumers’
expenditure continued to expand at a sluggish
pace. In the third quarter, retail sales were
9.5% up on a year eatlier, but in real terms the
increase was merely 1.4%. Sales of new pas-
senger cars have recovered slightly in recent
months, but new registrations in the third quar-
ter were still 6.1 9 below the level at the same
time last year. The slow-down in business,
which in some sectors was becoming more pro-
nounced, was reflected to only a limited degree
in the trend of wages. Wages per person em-
ployed in industry were 14.2% up in the third
quarter on a year eanlier. Because of the fall in
the numbers employed, however, the increase
in the gross wage and salary bill was only
10.9%.

Although the situation varied sharply from one
branch to another, total industrial production
weakened, with the result that capacity utiliza-
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tion rates in the economy dropped further. In
the third quarter, total industrial output was
2.2% down on a year earlier,

The upward tendency of unemployment, which
has been evident for some time past, became
more marked. At the end of October, there
were, on a seasonally adjusted basis, 835,000
unemployed and 253,000 unfilled vacancies.
Following a temporary fall in the summer
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months, short-time working also resumed its
upward course.

There was a distinct revival in visible imports.
In the third quarter, their value was 36.3%
higher than a year earlier. Some of this reflects
a sharp rise in import prices, which in terms

Imports
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of average values increased by 33.4% over the
same period. The volume of imports also
expanded somewhat more rapidly and was
slightly up again on the level a year ago.

With the sluggish trend of consumer demand
limiting the scope for passing on price increases
and with substantial cuts being made in mineral
oil and food prices, the trend of cousumer
prices in the summer was comparatively favou-
rable. In October the consumer price index
was 7.19% up on a year ago. The upward
movement of industrial producer prices con-



Germany

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books A Stocks of finished products B

—{ 1)
1973 1974 1973 1974

Trend in production c Trend in selling prices

20

100

Answers to questions in the EEC business survey, carried dut in the German Federal Republic by the IFO-Institut.

GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers,

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weightod as follows :

by 0.03 for the answer ‘‘above normal”, or ‘‘up”’;

by 0.02 for the answer ‘‘normal’’, or ‘‘no change’’;

by 0.01 for the answer ‘‘below normal”, or ‘down”.
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tinued unabated. In October they were 14.6%
higher than in October last year.

Balance of trade

With export growth losing some of its buoyancy,
the foreign trade surpluses have fallen slightly in
recent months. In the nine months to the end
of September, the visible trade surplus
nevertheless totalled DM. 36,900 million as
compared with DM. 22,800 million for the same
period last year. Despite the sharply increased
deficits on the balance of service transactions,
considerable surpluses continued to be recorded
on current account. As the capital account
showed further net outflows, the Bundesbank’s
net currency reserves fell in the first ten months
of the year by DM. 3,500 million. By reference
to the central rates at the end of 1972, the
weighted appreciation of the mark against all
other currencies, decreased from 21.6% at the
beginning of May to 16.8% at the end of
October.
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Foreign exchange outflows and the renewed
upsurge in monetary capital formation bhave in
recent months acted as an appreciable brake on
the growth of the money supply. The Bundes-
bank countered the contractionary effects by
lowering minimum reserve requirements and
easing other restrictions on liquidity. At the
end of October the stock of money and near-
money (M2) was 2.4% higher than a year
earlier. While short-term interest rates fell
slightly, notably because the Bundesbank sought
to ease money market conditions, the trend of
long-term intetest rates remained very firm, one
of the main causes probably being the public
authorities’ large long-term borrowing require-
ment.,
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Demand for and supply of goods and services

1972 19731 l 19742 ’ 1975
At
current % change on preceding year
prices
(in DM
000
million) Volume Value | Volume Value Volume
Exports® 180.1 | + 167 +19.2 [+ 15 33 + 54
Gross fixed asset formation 2174 |+ 11 4+ 58— 7 — 1 - 2
Public current expenditure on goods and
scrvices 146514+ 40 +151 14+ 4 4 15 + 3
Private consumers’ expenditure 450.9 | + 2.9 + 10.2 0 + 7 + 3%
Gross domestic product 8346 |+ 53 + 115 |4 1 + 7 + 21
Imports® 1647 |+ 99 + 148 |+ 41 4+ 304 + 6
1 Federal Statistical Office/ National -Accounts, Series 1, 1973,
3 Estimates.
? Goods and services,
2. Outlook New orders received by Industry 1963 = 100
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due to come into force on 1 January 1975, will /{\/
increasingly provide an expansionary stimulus 300
which could lead to a gradual revival in domestic 0
economic activity and especially in private con- 4+ Dothestif orflers| |
sumption, it is still by no means certain that 200 N ~
the rallying expansionary forces will be suffi- 1
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will depend on the outcome of the forthcoming 1972 1973 1974

wage negotiations and the effects they will have
on the investment climate.

Even though this year’s unusually rapid rate of
growth of export demand may slow down, ex-
ports can be expected to go on expanding
briskly, especially as German exporters will con-
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tinue to be highly competitive, helped by a
domestic price trend that is considerably more
favourable than in most partner countries, and



also by the relatively short delivery dates they
can offer.

A distinct revival of private consumption in the
months ahead could also boost investment acti-
vity. However, these stimuli will probably be
limited by the margin of spare production capa-
city which will no doubt continue to exist for
some time to come. An appreciable and lasting
improvement in the investment climate can be
expected only if corporate profits, which at pre-
sent differ sharply from industry to industry,
turn up appreciably. A further sharp decline is
likely in building investment. In residential
construction, the very heavy backlog, which up
to now has helped to sustain activity, has shrunk
visibly. The expected reluctance to expand
production capacity will probably keep the
damper on industrial and commercial building
too. The acceleration in public building acti-
vity, particularly through the special program-
mes to support the building industry, will pro-
bably provide only partial relief.

Expenditure on consumption, by contrast, could
accelerate appreciably. While the expansion of
public consumption will probably slow down
distinctly, private consumers’ expenditure will
be boosted considerably, in particular by the tax
reform, even if part of the DM. 14,000 million
or so which this reform will add to households’
purchasing power went into increased savings.
A further appreciable deterioration in the em-
ployment situation could however prove a
serious obstacle to the recovery of private con-
sumption.

All in all, the expansionary forces will probably
be slow in developing. The 3% growth rate
for production — the target set in the annual
report on the economic situation in the Com-
munity—can only be achieved if firms show a
greater willingness to invest.

Even if a revival in domestic economic activity
was to trigger off a more rapid expansion of
imports, the foreign trade surpluses should
remain high.

The main problem for economic policy in the
period ahead will be to secure a sufficient revival
in domestic demand, and in particular invest-
ment, without jeopardizing further progress in
the struggle against inflation, for which the
conditions are somewhat more favourable in

that the exceptional upsurge in the price of oil
and other major raw materials should not be
repeated in 1973,

However, the danger of the economy moving
on to an undesirable course is particularly great.
One main threat would come from unduly sharp
increases in domestic costs, which could con-
front those responsible for economic policy with
the dilemma of having to combat a persistent
decline in private investment and a fall in em-
ployment on the one hand and a renewed
upsutge in prices on the other. The wage nego-
tiations scheduled for the end of 1974 are there-
fore of fundamental importance for the future
economic trend, especially as the expected large
public authority borrowing requirement will
leave little scope for additional budgetary
stimulus,

Major economic policy measures

June 1974:

— At the beginning of June the Bundesbank
instructed the commercial banks to report their
forward exchange commitments monthly be-
ginning at the end of July. Figures must be
given for aggregate foreign positions and sepa-
rate data provided for all dollar and sterling
positions.

— At the end of June the Federal Finance
Minister called on the Federal departments and
authorities to cut their administrative expendi-
ture, grants and subsidies in the current year by
at least 10%. In addition, the number of
Federal authority posts is to be reduced by
1,400. These cuts will not affect capital
spending.

July:

— The measure restricting to 75% the propor-
tion of rediscount quotas which banks could use,
which had been in force since 31 May, was lifted
by the Bundesbank at the beginning of July.
This gave the commercial banks extra rediscount
facilities totalling some DM. 2,500 million. The
Bundesbank stated that it was willing to grant
credit institutions unrestricted advances against
securities at the going rate for these transactions
(9%) with no limitation of the amount in-
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volved. Advances granted at special interest
rates were suspended until further notice.

— On 4 July the Federal Government adopted
the draft Federal budget for 1975 and the
medium term finance plan for 1974-1978.
Allowing for the financial effects of the tax
reform and family allowances, total expenditure
in 1975 will amount to DM. 154,000 million.
This is 8.7% bigher than the 1974 expenditure
figure, adjusted to facilitate comparison. The
net borrowing requirement will be DM. 14,600
million.

— On 18 July the Bundesbank decided on the
following measures:

~— The decision to grant unrestricted advances
against securities at the current 9% rate
was extended from 31 July to 31 August
inclusive.

— The limit on the amount of prime accep-
tances that the Bundesbank may purchase
under its market regulation policy was raised
by DM. 200 million to 1,100 million. Tbhis
additional facility was intended exclusively
for the benefit of private banks and small
regional banks.

— The liquidity consortium set up recently,
after the collapse of the Herstatt Bank, was
promised refinancing aid by the Bundesbank.

— Tbhe special rediscount facilities which the
Reconstruction Loan Corporation bas with
the Bundesbank were increased, enabling it
to refinance up to DM. 500 million of loans
which it makes available to small and
medium-size enterprises.

— On 25 and 26 July respectively the Bundes-
tag and Bundesrat passed the income tax reform
which is to come into force on 1 January 1975.
In 1975 it will probably result in tax relief
worth some DM. 13,000 million or DM. 1,500
to 2,000 million more than was allowed for in

the draft budget.

The main provisions are:

— Child relief disappears from wages and in-
come tax. Instead increased family allowances
are introduced, to be paid by the labour ex-
changes.

— The basic tax-free allowance is raised to
DM. 3,000 for a single person and DM. 6,000
for a married couple.
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— The limits up to which tax is payable at the
standard rate are raised to DM. 16,000 for a
single person and DM. 32,000 for a married
couple, and the standard rate itself is raised to
22%. The progressive scale starts with 30.8%
and goes up to 56% for incomes of DM.
130,000 for a single person or DM. 260,000 for
a married couple.

— The payment of wealth tax can no longer be
treated as specially allowed expenditure.

— The maximum amounts up to which pro-
vident expenditure is deductible from taxable
incomes as special expenditure are increased.

— An additional tax-free allowance is introduc-
ed from income other than pensions of persons
over 65 years of age.

— The tax-free allowances are increased for
officials’ and company pensions.

— A tax-free allowance for savers is introduced
for investment income.

— The tax-free allowance for employees is
doubled from DM. 240 to DM. 480. This
dllowance is deductible from tax liability only
at the rate of 22%.

— Income ceilings are introduced into the
savings promotion scheme.

— The 3% supplementary levy on personal
income tax is to be discontinued from 1 January
1975,

August:

— At the beginning of August the Federal
Government decided that the tax on heating oil
due to lapse on 31 December 1974 would con-
tinue to be levied until the end of 1979. The

annual revenue from this tax amounts to some
DM. 800-900 million.

— On 16 August the Bundesbank decided to
lower by 10% the minimum reserve ratios for
domestic liabilities with effect from 1 Septem-
ber, increasing bank liquidity by DM. 4,750 mil-
lion. This measure was taken in view of the
drain on bank liquidity caused mainly by out-
flows of foreign exchange.

— At the end of August the Bundesbank
decided to extend until further notice the
31 August deadline for granting unlimited ad-
vances against securities at the current « nor-
mal » 9% rate.



September :

— On 12 September the Bundesbank and the
central organisations of the banking and savings
bank sector agreed on the creation of a joint
credit institution the “Liquiditit-Konsortialbank
GmbH » the objective of which, at the general
economic level, is to guarantee both domestic
and foreign interbank settlements. The new
institution will afford financial assistance if a
basically sound credit institution is in danger of
running into liquidity difficulties.

— On 11 September the Federal Government
lifted the obligation, in force since 1 January
1972, to make a cash deposit when borrowing
abroad. At the same time the obligation for
foreigners to obtain authorization before pur-
chasing domestic claims was abolished.

— On 25 September the Federal Government
launched a special programme for sustaining
building employment in areas with above-
average unemployment. Of the total of DM.
950 million to be spent under the programme,
the Federal Government is to provide DM. 600
million and the Linder DM. 350 million. The
programme is to be financed from funds frozen
in the Bundesbank.

— On 26 September the Bundesbank decided
to lower by 8% the minimum reserve ratios
with effect from 1 October, putting some DM.
4,100 million back into the banking system.
This measure was taken in view of the drain on
bank liquidity caused by outflows of foreign
exchange and the increase in the circulation of
notes and coin.

October

— The Federal Banking Supervisory Olffice
restricted the commercial banks’ scope for for-
ward exchange transactions, with effect from
1 October: the proportion of foreign currency
liabilities not covered by claims must not exceed
30% of the banks’ liable capital. Furthermore,
the difference between the amounts of maturing
foreign currency claims and liabilities must not

exceed 40% of the liable capital in any one
calendar month or calendar balf year. This
includes securities denominated in a foreign cur-
rency, but excludes bank notes and coin.

— On 16 October the Federal Government
approved the draft of the eighteenth Pension
Adjustment Law, under which old-age pensions
will be raised by 11.1% as from 1 July 1975,
disablement benefits by 11.8% as from 1 Ja-
nuary 1976 and old-age pensions for farmers
by 11.1% as from 1 January 1976.

— On 23 October the Federal Government
adopted a number of measures for securing
long-term energy supplies:

(a) Coal production until 1980 is to be kept
at approximately 94 million tonnes per annum.
(b) In the next few years additional stocks of
coal, amounting to 10 million tonnes, are to be
built up.

(c) In order to speed up rationalization in the
coal-mining industry, annual investment aid will
be raised by DM. 50 million to DM. 210 million.
(d) Coal is no longer to be exported below cost
price.

(e) Coking coal subsidies are now to be stopped
completely whenever possible. In addition, it
is planned to introduce annual import quotas
for coking coal amounting to 3 million tonnes.

(f) The level of the compulsory stocks to be
kept by oil companies and traders is to be
raised. In addition, the Federal Government
will build up crude oil stocks of its own,
reaching 4 million tonnes by 1977.

(g) Promotion of investment in the field of
nuclear energy is to be stepped up.

(h) To increase the proportion of natural gas
in total energy supplies, new suppliers of natural

gas are to be sought, with aid from the Govern-
ment.

— On 25 October the Bundesbank lowered the
discount rate from 7% to 6.5% and the interest
rate for advances on securities from 9% to
85%. The credit institutions’ rediscount
quotas were raised by 2.5%, to DM. 14,000
million, as from 1 November.
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TABLE 1 : Key indicators

1969 1970 1971 1972 1973 1973
% change by volume
on preceding year 1963 =100
Gross domestic product + 8.2 + 5.9 + 29 + 34 + 53 159
Industrial production + 10.7 + 6.3 + 24 + 3.4 + 5.9 169
Total imports + 17.0 + 15.3 + 9.9 + 8.8 + 9.9 263
Private consumets’ expenditure + 7.7 + 7.0 + 5.6 + 441 + 29 159
Public current expenditure on goods
and services + 49 + 49 + 73 3.9 + 4.0 140
Gross fixed asset formation + 12.1 + 11.5 + 4.5 + 2.7 + 1.1 158
Total exports + 12.4 + 8.7 + 6.8 + 8.1 + 16.7 266
Gross domestic product per head of
population + 7.1 + 4.9 + 1.9 -+ 2.8 + 4.8 147
Gross domestic product per person in
employment + 6.6 + 4.6 + 2.6 + 3.6 + 5.1 159
% change by value
on preceding year
Gross income per employee 4+ 9.8 | + 151 | -+ 12,5 | + 9.6 l + 12,9 247
TABLE 2 : Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in million Eur +3754 | 43052 | 43339 |+ 4393 |+ 7608
as percentage of GNP + 24 [+ 16 |+ 1.6 1.8 2.7
Unemployment rate 0.7 0.6 0.7 0.9 1.0
Consumer prices
(% change on preceding year) + 25 |+ 35 |+ 54 |+ 54 (+ 7.0
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Germany (FR)
TABILE 3 : Foteign trade (at current prices)

Million % of
% change on preceding year Eur, totals
1969 1970 1971 1972 1973 1973 1973
Vislble exportas
Total 4+ 16.9 [+ 17.7 [+ 14.2 [+ 9.0 |+ 25.8 53 553 100.0
Intra-EEC + 23.9{+ 18.6 {4 14.0 [+ 8.5 |+ 26.3 25 235 47.1
To non-EEC countries + 128 |+ 17.1 [+ 143 |+ 9.4 [+ 25.4 23 318 52.9
Exports of food, beverages and tobacco
Total + 27.0 |+ 27.6 |+ 19.6 [+ 19.1 [+ 41.5 2149 4.0
Intra-EEC + 81.0 |+ 16.6 |- 22.2 |+ 28.6 |+ 37.3 1 354 2.5
To non-EEC countries + 21.6 |+ 43.7 [+ 16.5 [+ 7.2 [+ 49.2 795 1.5
Exports of raw materials, fuel and power
Total + 4.2 (4 189 {4+ 11.9|+ 0.1+ 31.8 2 870 5.4
Intra-EEC + 5.4+ 201+ 115 [+ 0.4 |+ 25.4 1835 3.4
To non-EEC countries + 2.4+ 16.9 [+ 12.6 |— 0.4 |- 44.8 1036 1.9
Exports of semi-finished and finished industrial goods
Total + 17.5 |+ 17.3 |+ 14.1 |+ 9.2 25.5 48 534 90.6
Intra-EEC + 25.8 |4 18.6 |+ 13.8 83|+ 25.8 22 046 41,2
To non-EEC countries + 13.0 |+ 16.5 |+ 14.3 9.8 24.1 26 488 49,5
Visible imports |
Total + 23.7 [+ 20.0 |+ 15.2 |+ 6.7 (+ 18.6 43 421 100.0
Intra-EEC + 30.0 |+ 21.8 [+ 20.8 |+ 11.1 |+ 14.9 22 675 52.2
From non-EEC countries + 19.3 i+ 17.9 |+ 10.1 |+ 2.7 |+ 22.9 20 746 17.8
Imports of food, beverages and tobacco
Total + 16.7 |+ 14.3 |+ 13.5 [+ 10.2 |+ 16.0 7 183 16.5
Intra-EEC + 26.8 |4+ 12.6 |+ 21.9 [+ 15.3 [+ 11.4 3 841 8.9
From non-EEC countries + 9.0+ 159+ 62|+ 5114 21.8 3 342 7.7
Imports of raw materials, fuel and power
Total + 12,2 [+ 13.6 [+ 135 ]~ 0.4 [+ 34.9 10 090 23.2
Intra-EEC + 23.3 [+ 18,5 [+ 22.0 |+ 2.1 [+ 49.4 2 956 6.8
From non-EEC countries 4+ 9.7 14+ 123 [+ 11.2 [~ 1.1 (4 29.6 7 134 16.4
Imports of semi-finished and finfshed industrial goods
Total + 31.4 [+ 23.5 |+ 16.3 |+ 8.2 |+ 13.9 26 147 60.3
Intra-EEC + 32.0 |+ 24.8 {+ 21.5 [+ 11.5 |+ 10.9 | 15877 36.6
From non-EEC countries + 30.7 [+ 22.1 [+ 10.6 |+ 4.3 |+ 18.9 10 270 23.7
|

TABLE 4: Selected monthly indicators

Year | Jan, Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

Industrial production 1972 | 162.0 | 158.8| 162.1| 165.8| 159.9| 160.1| 165.3| 163.6 | 166.6| 168.1| 168.9| 175.7

(1963 = 100) 1973 | 174.2 | 180.6 | 176.8 | 179.8 | 173.11 178.1| 172.9| 181.0) 185.7| 179.0| 178.5| 1836
1974 | I78.5| 181.6 | 179.7 | 179.1 | 1744 1858 176.1| 176.7 | 174.7| 170.5

New orders received 1972 | 183.8 | 190.6 | 194.7 | 186.1| 195.1 201.2| 181.3| 193.3| 199.1| 212.1| 218.1 215.4

(1963 = 100) 1973 | 245.8 ( 230.8| 240.3| 221,41 258.0| 221.0| 216.0| 226.1) 219.0] 227.8| 233.0| 2181

1974 | 258.6 | 257.2| 262.1| 254.3| 267.5| 241.4| 250.1| 258.2| 245.4) 2508

Unemployed 1972 | 236.3 | 235.4| 227.4| 253.1| 254.3| 247.8| 251.0| 247.4| 239.5| 246.8| 250.3 244.1
(000) 1073 | 244.3  239.8| 253.2 | 259.6| 252.9| 253.8| 269.2| 287.6| 300.9| 327.3| 359.6| 4182
1974 | 380.7 | 344.4| 463.5| 678.5| 602.5| 633.5 663.8| 697.6| 733.8| 801.6| 8953

Construction ;: permits for | 1972 63.7 60.7 61.2 63.3 63.8 71,2 65.1 64.5 62.9 64.1 64.1 64.5
residential construction 1973 64.8 60.9 65.9 55.6 68.2 57.5 58.6 56.9 46.3 42.7 43.0 37.7
(000) 1974 41.8 35.1 37.0 34.0 42.0 32.9 35.3 33.6 31.4

Private consumers’ expen- { 1972 118 118 123 115 120 120 122 126 125 125 125 126
diture: Turnover of retail | 1973 131 135 129 131 132 132 130 129 132 133 131 131

trade (1970 = 100) 1974 139 136 136 137 138 135 141 137 142

Consumer prices 1972 129.0 | 129.8 | 130.4 | 13,7 131.7 | 131.7| 132.4| 132.5,] 133.8| 134.4 135.0 | 135.7

(1963 = 100) 1973 137.1 | 1381 139.0| 139.9| 140.7 | 141.7] 142.0| 1420 1421 143.2 | 145.0| 146.3
1974 147.2 | 148.6 | 149.0| 149.9) 150.8 | 151.4 | 151.8] 152.0| 152.5| 153.3 154.4

Visible imports 1972 2742 | 29961 3026 | 2837 3171| 3051 | 2842 3128 3068 3242| 3303 3217

(million Eur) 1973 3397 | 3443 3408 | 3298 3798 | 3381| 3562 3646 3564| 4 107 4128 3697
1974 4468 | 4012 4337 4363| 4972 4222} 4929| 5170 4745

Visible exports 1972 3189 | 3500 3465 3345| 35672 3557 | 3330 3565| 3464 3895| 3823 3 847

(million Eur) 1973 4051 4040 | 4036 | 4174 4672 | 4028 4506 4502 4638 5392 5178 4 491
1974 5671 5521 5885 6009 6512 5326 6340| 5961| 5850

Balance of trade 1972 14 447 |4 504 1+ 439 1+ 508 |+ 400 [+ 506 |+ 488 |+ 437 |+ 395 |+ 653 + 520+ 611

(million Eur) 1073 |4 654 |+ 597 |4+ 628 |+ 876 |4+ 874 |+ 6471+ 9441+ 856 +1072(+1285141050+ 794

1974 |+1203 |+1509 |+1548 |+1646 |+ 1540 (+1014{+1411|+ 791|+1105
Official gold and foreign | 1972 | 17 113 | 17 794 | 17 734 | 17 789 | 17 845 | 20 389 | 22 446 | 22 252 | 21 728 21 630 | 21 318 | 29 838

exchange reserves 1973 | 20 592 | 23 741 | 26 380 | 26 095 | 25 601 | 27 554 | 29 009 | 28 390 | 20 986 | 29 848 | 29 159 27 387
(miltion Eur) 1974 [ 26 504 | 26 384 | 27 086 | 27 810 | 28 350 | 27 788 | 27 527 | 27 029 | 24 867

Money supply 1972 | 116.5 | 117.6| 120.6 | 122.5| 1205 125.2| 127.5| 127.8) 128.3| 128.5| 132.4 133.6
(DM 000 million) 1973 | 130.8 | 131.8| 136.9| 136.8| 130.8| 132.6| 131.8| 128.8| 129.1| 128.3| 1316 135.0

1974 | 1331 | 1349 137.3 138.4) 136.8| 139.5 140.4| 141.3| 1425 1420
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NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into Eur (1Eur = 0.888671 g of fine gold).

— For intra-community trade, the new Community countries have not been taken into account except for 1973
figures (including comparisons with 1972) in Table 3.

Graph 1
Exportts fob: series adjusted for seasonal variations; three-month moving averages.

Graph 2

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations;
three-month moving averages.

Graph 3

Labour market: series adjusted for seasonal variations; three-month moving averages; position at end of month.
Graph 4

Imports cif : series adjusted for seasonal variations; three-month moving averages.

Graph 5

Wages and consumer prices: index of the wage and salary bill per employee in industry (construction and energy
excluded); series adjusted for seasonal variations by the Deutsche Bundesbank; threc-month moving averages;
cost-of-living index (all households) at middle of month, not adjusted for seasonal variations.

Graph 6
Balance of trade: difference in terms of value between exports and imports, seasonally adjusted.

Graph 7

Bank lending: short-term loans to business and private customers within the country; position at end of month,
not adjusted for seasonal variations.

Graph &8

— New orders received : manufacturing industry (excluding food, beverages and tobacco); seasonally adjusted
value index; three-month moving averages.

Table 1

Gross domestic product at market prices.

Industrial production: value added by industry (including small workshops).

Total exports and imports : goods and services.

Gross income per employee: income from paid employment (inciuding employers’ share of social insurance
contributions).

Table 2

Balance exports less imports, as defined for the national accounts (including factor incomes).

Unemployment rate: number of unemployed as percentage of total labour force (annual averages); source:
Statistisches Bundesamt and Bundesanstalt fiir Arbeit.

Price index: implicit price index of private consumption, computed from the national accounts.

Table 3

Exports fob, imports cif. The products have been grouped according to SITC section 0 and 1 (food, beverages
and tobacco), 2-4 (raw materials, fuel and power) and 5-9 (semi-finished and finished industrial and miscellaneous
goods.

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.

New orders received: manufacturing industry (excluding food, beverages and tobacco); seasonally adjusted
value index.

Unemployed: position at end of month, adjusted for seasonal variations.

Construction: seasonally adjusted number of dwellings authorized.

Private consumer’s expenditure: Total retail trade; scasonally adjusted value index of the Deutsche Bundesbank.
Consumer prices: cost-of-living index (all households), not adjusted for seasonal variations.

Imports cif, expotts fob; value, adjusted for seasonal variations.

Balance of trade: difference between the seasonally adjusted values of imports and exports.

Official gold and foreign exchange reserves: monetary authorities’ reserves of gold and convertible currencies,
IMF Special Drawing Rights and reserve position at the IMF. Figures are given gross, liabilities to abroad not
having been deducted. Position at end of month.

Money supply: notes and coin in circulation (excluding cash holdings of credit institutions) and sight deposits
of domestic non-banks (excluding public authorities’ deposits with the Bundesbank); position at end of month,
adjusted for seasonal variations.
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C. France

Since July the strains in the French economy, which bad previously been steadily
worsening, have tended to ease. However, domestic inflationary pressures which
bave built up over many montbhs are still pushing up prices at too fast a pace. The
foreign trade disequilibrium continued to worsen in the second and third quarters.

The present economic slowdown is likely to continue in 1975 and may result in
wnflationary pressures easing somewbat.
irade deficit, but could make employment problems more acute.

This will probably help to reduce the

1. Recent developments

After a long period of brisk expansion, strains
in the production system have eased appreciably.
Nevertheless, many imbalances persist, with the
external deficit and rapidly rising prices being
the most obvious symptoms.

After expanding at an unprecedented rate in the
first part of the year, the growth of export de-
mand has fallen off sharply; nevertheless, in the
third quarter, exports in terms of value were
more than 409 up on a year earlier. Recently,
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however, this advance has been due more to
price rises than to increases in volume.

Domestic demand showed a more varied pattern
than in the past. The slow-down in capital
expenditure since the end of the summer may
have been due to a more cautious assessment
of the outlook for sales as much as to the
increase in the cost of finance. This deceleration
was particularly marked in the building sector,
where present availability of credit, for both
builders and house buyers, acted as a further
deterrent.

Expenditure on consumption, which up to the
beginning of the year had long been a buoyant
component of demand, has since expanded at a
much more moderate pace. The overall increase
in private consumer demand was barely higher
than the rise in prices; beneath this levelling-off
in real terms, however, fairly substantial changes
occurred in the pattern of consumption, with
less being spent on passenger cars and more on
other durables. In real terms, public current
expenditure also rose more slowly than in the

past.

Production rose fairly steadily up to the autumn.
The INSEE index of industrial production (ex-
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cluding construction) for August was up by
4.1% on a year eatlier, a rate of growth slightly
lower than that prevailing for some time past.
However, despite this overall trend, considerable

1963 = 100
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differences exist between individual industries;
activity fell off in consumer goods industries—
especially the motor industry and textiles—while
the production of plant and machinery and that
of certain basic industries continued to rise
significantly.

The strains on the labour market eased conside-
rably in the second half of the year. The num-
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ber of job seekers has risen continuously (on a
seasonally adjusted basis) since the beginning of
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the year, while the number of unfilled vacancies
began to decline after the first six months.
Besides the current economic slowdown, the
very substantial pay increases being granted until
recently undoubtedly influenced this trend.
Over the past year hourly wage rates have risen
more than 209%, more than sufficient to com-
pensate for the rapid rise in consumer prices.
The considerable cost to industry of these wage
increases suggests, firstly, that labour is still in
short supply and secondly, that firms expect to
be able to compensate some way or other for
this increase in costs,

Following the exceptional rise in the value of
imports at the beginning of the year, the trend
of purchases from abroad has fallen off sharply.
The volume of imports, on the other hand, has
been rising very slowly (in terms of seasonally
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adjusted fob-cif figures); in the second quarter,
the level was only 4.3% up on a year earlier.
Since the middle of the year, import prices have
begun to stabilize.

Prices continued to rise at a very rapid pace; in
September, the INSEE consumer price index
was 14.7% higher than a year earlier. How-
ever, different movements took place with
respect to the components; the increases in raw
material prices led to rapid increases in the
prices of manufactured products, while those of
services and food rose less sharply.



France

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books A Stocks of finished products B

— 1
1973 1974 1973

Trend in production c Trend in selling prices D

wers to questions in the EEC business survey. carried out in France by INSEE.

APHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
wers.

e black curves, the scale for which is given between the graphs, show the figures obtained by adding together
percentages weighted as follows :

by 0.03 for the answer ‘‘above normal”, or ‘‘up”;
by 0.02 for the answer ‘‘normal’’, or ‘‘no change’’;
by 0.01 for the answer ‘‘below normal”, or *‘ down".
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Balance of trade

The sharp deterioration in the terms of trade at
the beginning of the year resulted, despite the
growth of exports, in a widening of the trade
deficit (in seasonally adjusted fob-fob figures)
from FF. 3,300 million in the first quarter to
about FF. 6,000 million in the third.
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The high interest rates on the money market
were the main factor behind the firmer perfor-
mance of the French franc, which was further
strengthened by various loans raised abroad of
some $ 5,000 million. Gross official gold and
foreign exchange reserves have risen again since
April, and by August were back at the December
1973 level of FF. 39,200 million.

The growth of the money supply has somewhat
diminished; at the end of September, the year-
to-year increase was 159%. However, in the
same period, total bank lending expanded by
20%. As a result of the exceptionally sharp
rise in revenue, especially from indirect taxation,
the net effect of Treasury transactions was
restrictive. The money market was at times
under severe strain; interest rates were kept at
a high level by the Banque de France. The
attractiveness of certain short-term investments
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and the scarcity of liquidity partly explain the
plummeting of share prices and the scarcity of
new issues on French stock exchanges.
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Demand for and supply of goods and services

1972} 1973t ‘ 19742 ' 19752
At
cux:rent % change on preceding year
prices
(in FF
*000
million) Volume Value |Volume Value Volume
Exports® 1725 | +12.7 + 209 | + 12Y% 4+ 37 + 7
Gross fixed asset formation 2604 | + 65 4 13.6 | + 5% 4 181, + 3%
Public cutrent expenditure on goods and
services 123.7 | + 3.4 4+ 115 [ 4+ 2% 4+ 17Y% + 2
Private consumers’ expenditure 59751 4+ 60 + 136 | + 4% + 19 + 31
Gross domestic product 1,0062 | + 6.0 + 136 |+ 5 + 151 + 31
Imports® 163.8 | + 141 + 229 | + 8% 4 521 + 6

1 Rappott sur les comptes de la Nation 1973, Ministére de ’Economie et des Finances.

2 Estimates.
3 Goods and setrvices.

2. Outlook

In spite of weakening of economic growth in the
last few months, there is still uncertainty as to
what the first half of 1975 will bring by way
of restoring internal and external equilibria in
the French economy.

The continued growth of exports will depend
more than ever on the trend of world trade.
However, French exporters should not see their
market shares slip, since past bottlenecks should
have disappeared completely and the rise in
production costs has been till now no faster
than for France’s principal competitors.

The growth of domestic demand will be more
moderate.  Private consumers’ expenditure
should continue to grow, but in view of slower
increases in certain categories of non-wage in-
comes the rise will be somewhat more moderate.
Fairly marked changes in the pattern of con-
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sumption can also be expected as a result of
differences in the size of price increases. Public
current expenditure—at least in the early
months of the year—will probably continue to
expand quite slowly. Investment demand
should slacken a little more, for although the
new conditions to which the French economy
must adapt will call for sustained programmes
of fixed investment, wage increases and the high
cost of borrowing will certainly entail cash
problems for many firms. In building, the
deceleration aimed at since the spring and which
will lead to a marked levelling off of activity
at the end of the year, should continue longer
than in other industries. This tendency may be
accentuated by the public authorities’ investment
activities.

Although overall production of goods and ser-
vices is likely to continue growing, there can be
no doubt that sharp discrepancies will occur.
A number of marginal enterprises, which are



now managing to survive only because of past
inflationary excesses, may be hit by the slow-
down in the economy. This “shake-out”, which
has already begun, is unlikely to be too drastic
as long as lending to the economy does not
expand less rapidly than gross natiomal product
in money terms.

There may also be relatively less recourse to
imports. Purchases of raw materials for pro-
cessing will tend te slow down in line with
domestic production. Imports of consumer
goods will expand much less rapidly, the slow-
down probably being sharper than that of
private consumer demand. The slackening in
demand for plant and machinery should be less
marked. In these circumstances, the trade de-
ficit is dikely to narrow gradually, but there can
be no hope of a return to equilibrium by the
end of the year.

The relaxation of strains, tending to ease the
upward movement of prices, may continue for
some time to come. However, for this trend to
continue, the main requirement is a restrictive
monetary policy, based on strict control of the
growth of total lending. It seems clear that the
inflation which has affected the French economy
in 1974 is largely internal in origin. An im-
provement in this field will require a substantial
and lasting slowdown in the upward trend of
costs—especially wage costs—and will also mean
that private consumers’ purchasing power must
increase more slowly.

In the present circumstances the scale and per-
sistence of the external deficit is, together with
the upward trend of prices, by far the most
serious problem arising from the economic situa-
tion in France. If the conditions are to be
created for bringing about a lasting improvement
in the external position, the structure of the
economy will need to be recast to promote
exports and to cut back imports. The decision,
taken in October, to place a ceiling on the total
value of oil imports is an important stop in this
direction.

The easing of strains, which should continue
during the coming months, is a prior condition
for improving the external position and slowing
down the rate of price rises. The pressure of
demand, however, is not the sole cause of in-
flation; the present upward trend of costs is

becoming the main obstacle to restoring funda-
mental equilibria, and by consequence the
sustained achievement of a high level of
employment.

Main economic policy measures

June 1974:

— As of 20 June, the discount rate was raised
from 11% to 13% and the rate for advances
on securities from 12.5% to 14.5%.

July:

— As of 1 July, the minimum wage was raised
by 7.6% and various social security benefits
were increased (family allowances, old-age pen-
sions and disablement benefits).

— The limit on the year-to-year growth of
credit remained at 13% for August.

— The issue of entry permits to workers from
non-member countries was suspended until the
end of September. The welfare schemes for
foreign workers will be improved.

— Parliament adopted the law amending the
1974 Finance Law; the supplementary budget
is in balance and makes provision for additional
expenditure of FF. 8,600 million.

— The interest rate on pledged bonds (obliga-
tions cautionndes) was raised from 119% to
13%. These bonds mainly consist of bank-
guaranteed short-term bills drawn on small and
medium-sized firms to postpone the payment of
indirect taxes.

— The Government adopted a number of mea-
sures to safeguard farm incomes (market sup-
port, easier credit terms).

August:

— The limit on the year-to-year growth of
credit remained at 13% for September. Ceiling
controls were slightly eased in respect of lending
to small and medium sized enterprises and
export industries. Querall, exporters will re-
ceive additional finance totalling FF. 4,000
million.

— The rules governing direct French invest-
ment abroad and direct foreign investment in
France were relaxed.
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September:

— From 1 September, the minimum wage was
raised by 2.39%, bringing the total increase since
September 1973 to 25.9%.

— The Ministry for Industrial Affairs an-
nounced a number of energy-saving measures.

— The Ministry for Economic Affairs and
Finance introduced a new scheme for controlling
the prices of industrial products, operative from
1 October 1974. In future the Government
would lay down maximum overall limits for
price rises in the various branches, and the dates
for implementation of these rises. Reductions
in the prices of raw materials would be taken
into account in determining these limits.

— Tbhe decision to suspend the issue of entry
permits for foreign workers was extended until
further notice.

— The limit on the year-to-year growth of cre-
dit subject to ceiling controls was fixed at 13%
for October and November and 12% for Decem-
ber. The limit on the year-to-year increase in
the volume of short-term export credit claims
was raised from 19% to 22% with effect from
the end of October.

— The draft 1975 finance law was submitted to
Parliament. Final expenditure is up 17.6%

compared with the initial 1974 Finance Law
(assuming a 14.3% growth of GDP in money
terms). There is a surplus of FE. 500 million,
assuming a 10% year-on-year price rise.

October:

— The Conseil de planification (Planning
Board) was set up. It is principally composed
of the President of the Republic, the Prime
Minister, the Minister of Economic Affairs, the
Minister of Labour and the Commissaire général
au plan. It will meet twice a month. The
essential purpose of the Board is to ensure a
direct link between the governmental decision-
making level and the work of the Commissariat
général au Plan, and at the same time allow
better account to be taken of medium-term con-
siderations in day-to-day policy determination.

— Following an agreement between the autho-
rities and both sides of industry, wage and salary
earners declared redundant for economic reasons
will for a period of one year receive severance
pay equal to 90% of their former gross pay.

— A draft law was tabled introducing a coun-
ter-cyclical tax on inflationary increases in value
added, applying from 1974 onwards.

— The interest rate on medium and long-term
export credit was raised to 7.5%.



TABLE 1 : Key indicators

France

1969 1970 1971 1972 1973 1973
%ogh;?egci};iﬁg (;l;? © 1970 =100
Gross domestic product + 77 + 6.0 + 53 + 5.7 + 6.0 118
Industrial production + 8.6 + 6.5 + 5.3 + 5.7 + 6.4 118
Total imports + 224 4+ 3.2 + 8.8 + 14.6 + 14.1 142
Private consumers’ expenditure + 63 + 45 + 59 + 5.8 + 6.0 119
Public current expenditure on goods
and services + 49 + 3.3 + 4.2 + 4.0 + 34 112
Gross fixed asset formation + 93 + 5.2 + 6.7 + 7.6 + 6.7 122
Total exports + 17.0 4+ 124 + 11.7 + 103 + 12.7 139
Gross domestic product per head of
population + 6.8 + 5.1 + 4.3 4 4.8 + 5.1 115
Gross domestic product per person in
employment + 6.0 + 45 + 47 + 50 |+ 4.6 115
% change by value
on preceding year
Gross income per employee + 11.8 | + 10.2 | + 10.5 | + 10.5 l + 124 137
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in million Eur — 774 |4+ 720 | 41620 |+ 1602 |+ 1440
as percentage of GNP — 06 |+ 05 (+ 10 |4 09 [+ 07
Unemployment rate 1.6 1.7 241 2.3 21
price index of private consumers’ expenditure
(% change on preceding year) + 72 |4+ 53 |4+ 57 {4+ 58 |+ 72
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TABLE 3 : Foreign trade (at current prices)

o, Million % of
% change on preceding year Eur totals
1969 1970 1971 1972 1973 1973 1973
Visible exports
Total + 174 [+ 19 + 14.6 |+ 15.6 |+ 21.2 28 453 100.0
Intra-EEC + 30.6 |4 21.7 |+ 16.0 |+ 16.5 |+ 20.7 15 964 56.1
To non-EEC countries + 7.5+ 16.9 |+ 13.2 |+ 14.4 |+ 21.9 12 489 43.9
Exports of food, beverages and tobacco
Total + 20.8 6.0 |+ 26.9 [+ 20.6 (+ 16.5 4333 17.0
Intra-EEC + 41914+ 18!+ 3141+ 2221+ 191 3 465 12.2
To non-EEC countries — 33 13.2 [+ 20.3 [+ 17.9 [+ 10.3 1 368 4.8
Exports of raw materials, fuel and power
Total +10.6 [+ 12.1 [+ 7.0 [+ 195 |+ 248 2224 7.8
Intra-EEC + 199 [+ 142 |+ 3.6+ 193 [+ 25.0 1576 5.5
To non-EEC countries — 85|+ 7.9+ 13.8 |+ 19.9 [+ 24.4 648 2.3
Exports of semi-finished and finished industrial goods
Total + 17.5 [+ 23.1 [+ 12.9 |+ 13.9 [+ 22.0| 21396 75.2
Intra-EEC + 29.0 [+ 29.7 [+ 13.3 |+ 14.4 |+ 20.7 10 923 38.4
To non-EEC countries +10.2 |+ 18.1 |+ 12.2 |+ 13.6 |+ 23.4 10 473 36.8
Visible imports
Total + 23.7 |4+ 9.9 /4 11.3 {+ 15.2 21.9 29 575 100.0
Intra-EEC + 313+ 651+ 139+ 15.9 |+ 20.7 16 398 55.5
From non-EEC countries 4+ 16.7 |+ 13.3 [+ 8.8 1+ 145 23.5 13 177 445
Imports of food, beverages and tobacco
Total 4+ 195 |+ 6.9 |4+ 4.1 [+ 15.7 [+ 24.0 3 665 12.4
Intra-EEC +33.4(+ 3.9 [+ 143+ 11.2 |+ 19.8 1458 4.9
From non-EEC countries + 135 |+ 8.4 |— 0.9+ 18.3 {4+ 26.9 2 207 7.5
Imports of raw materials, fuel and power
Total + 10.6 |+ 11.9 [+ 15.0 |4+ 8.5 |+ 20.1 6 747 22.8
Intra-EEC + 114 [+ 9.0 [+ 17.2 |+ 7.1+ 19.7 1222 4.1
From non-EEC countries + 105 |+ 12.5 |+ 14.6 |+ 8.8 |4+ 20.2 5 525 13.7
Imports of semi-finished and finished industrial goods
Total + 30.3 9.8 |+ 11.4 |+ 17.7 22.2 19 163 64.8
Intra-EEC + 83.3 |+ 6.6[4 135+ 17.3 |+ 208 13718 46.4
From non-EEC countries + 24.6 16.1 [+ 7.5 18.5 |+ 25.6 5 145 18.4
TABLE 4: Selected monthly indicators
Year | Jan. Feb. | Mar. | Apr. | May June | July | Aug. | Sept. Oct. | Nov. | Dee.
Industrial production 1972 166.5 1 1659 167.7 | 166.1| 169.4| 168.8| 163.5| 173.7| 175.5 1734} 1784 1802
(1963 = 100) 1973 | 182.4 | 183.3| 184.5) 178.3| 188.6| 184,41 178.5) 188.4| 185.2| 188.8| 193.6 | 186.4
1974 195.7 | 1958 191.2 | 191.5 195.5| 194.0| 188.2 196.0
Kumber of persons seeking | 1972 | 365.0 | 365.9| 368.8| 375.6| 381.9| 379.6| 389.3| 393.7| 398.1| 401.9]| 3946 390.0
employment 1973 | 371.9| 362.1[ 359.7| 365.5| 370.4| 371.1| 392.1) 402.3| 432.5| 437.8| 4287 433.5
(1 000) 1974 426.3 | 4214\ 4185 41651 420.1 | 425.7 | 450.56| 469.5) 547.9
Construction : building 1972 140.6 150 .4 146.3 199 .8
permits issued fdr housing | 1973 160.9 150.4 171.0 187.7
(1 000) 1974 157.2
Private consumers’ expen- | 1972 106.6 106.5 110.3 105.7 102.3 111.9 109.9 108.1 116.6 109.3 104.2 116.1
diture: turnover of depart- | 1973 | 109.2 1 113.4| 117.5| 108.7| 1160 1210 114.9| 111.2| 120.4| 1230 119.4] 1305
ment stores (1963 = 100) 1974 127.0 | 12900 | 1270 129.0| 1365 129.0
Consumer prices 1972 108.3 ( 108.9} 109.4} 109.8 ] 110.4| 111.0| 111.9] 1125 113.2| 114.2! 114.9| 1155
(1970 = 100) 1973 11561 1158 1164 117.21 113.3§ 119.2) 120.2] 121.0; 122.1] 128.4] 124.5| 125.83
1974 127.4 | 129.1 | 130.6 | 132.7| 134.3| 135.8 | 137.5| 138.6| 140.1
Visible imports 1972 1818 2013 2019 1813 2 126 1940 1810 2078 2101 2 153 2171 2 251
(million Eur) 1973 2306 2244 | 2334 2131 2647 2393 2420 2353 | 2464| 2820 2754 2 564
1974 3409 3494 3738 4013 4251 3729 4216 (3 617) (3 792)
Visible exports 1972 1763 1828 1874 1869 1972 1993 1764 1951 2079 2 089 2153 | 2117
(million Eur) 1973 2 244 2 151 2 228 2 151 2 462 2 356 2 324 2 310 2 435 2 525 2 693 2 515
1974 3124 2971 3068| 3290 3505 3337 3490 (3 158)| (3 428)
Balance of trade 1972 | — 55\ — 185 | — 145 + 66| — 154| + 53) — 46| — 127 | — 22} — 68| — 18| — 130
(million Eur) 1973 | — 62| — 93| — 106 + 20 — 185 — 37| — 96| — 43| — 29| — 295 — 61| — 49
1974 | — 285 | — 523 — 670 | — 723 | — 746 | — 392 | — 726 [(— 459)|(— 364)
Official gold and foreign | 1972 7748 7804 7802 7798 7809 8657 | 0144 9176 9230 0224| 9228 9224
exchange reserves 1973 0220 8821 | 9270 95011 9622 9609 9615 9316| 93041 83401 7084 7068
(million Eur) 1974 6865| 6723 6737 | 6737 6750 6770 | 6892) 7052 | 7132| 7425
Money supply 1972 257,01 2591\ 265.0 263.0% 267.5\ 272.6) 2r7.1| 2074 283.7| 284.7) 293.0| 290.2
(Ffr *000 million) 1973 291.01 291.3| 292.3| 2983 302.9| 302.8| 299.6| 301.1] 305.4{ 307.4| 306.3] 319.8

1974 | 317.0 | 317.6

— | 335.6
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NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated). Conversion into Eur
account (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not yet been taken into account, except for
1973 in table 3.

Graph 1
Expotts fob: series adjusted for seasonal vatiations; three-month moving averages.
Graph 2

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations;
three-month moving averages.

Graph 3

Labour market; series adjusted for seasonal variations; three-month moving averages; position at end of month;
unemployed — number of persons seeking employment.

Graph 4
Imports cif: series adjusted for seasonal vatiations; three-month moving averages.
Graph 5

Wages and consumer prices; index of hourly wage rates, all activities, all regions; national index of consumer prices;
from January 1971 new index of 295 items.

Graph 6
Balance of trade: difference in terms of value between imports and exports, seasonally adjusted.

Graph 7

Bank lending; source: Conseil National du Crédit; short-term loans (up to 2 years) from monetary institutions to
business and private customers; position at end of month.

Table 1

GNP at market prices.

Industrial production: value added by industry.

Total exports and imports: goods, services and factor income.

Gross income per employee: income from paid employment (including employers’ share of social insurance
contributions).

Table 2

Balance exports less imports: as defined for the national accounts.

Unemployment rate: number of unemployed (persons available for and seeking employment, estimated on the
basis of the number of job applicants, in the light of the latest population census) as percentage of the total
domestic labour force.

Consumer prices: price index of private consumption adjusted by the GNP deflator, computed from the national
accounts.

Table 3

Exports fob, imports cif; the products have been grouped on the basis of the Statistical and Tariff Classification
for International Trade (CST): food, beverages and tobacco (Groups 0 and 1 CST), raw materials, fuel and power
(Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.
Number of persons seeking employment: position at end of month, adjusted for seasonal variations.

Construction: number of dwellings authorized. Postition at end of quarter.

Private consumer’s expenditure: turnovers by value, adjusted for seazonal variations. Source: Centre d’observa-
tion économique de la Chambre de Commerce de Paris.

Consumer prices: national index of 295 items since January 1971.

Imports cif, exports fob, adjusted for seasonal variations.

Balance of trade: difference between values of imports and exports, seasonally adjusted.

Official gold and foreign exchange reserves: gross resetves of gold and convertible currency held by the Banque
de France and the Fonds de Stabilisation des changes, position at end of month.

Money supply: fiduciary circulation (total notes and coin in circulation, excluding notes and coin held by the
Banque de France) plus sight deposits (deposits made with the Banque de France by private persons or enter-
prises, deposits with the Post Office giro or with public accountants, plus sight deposits relating to the activities
of certain financing institutions in metropolitan France. Position at end of month, adjusted for seasonal variations.
Source: Banque de France.,
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D. Ireland

balance of payments is still very bigh.

difficult problems.

In recent months the Irish economy bas experienced a slow down in the growth of
demand and production. The employment situation has deteriorated and the rate
of price increase remains very rapid. The deficit on the current account of the

These trends should persist until the end of the year and into early 1975. They
are likely to be accompanied by an intensification of unemployment. Cost and price
pressures will remain strong and external disequilibrium will continue to pose

1. Recent developments

The growth of activity has continued to slow
down and is substantially below that expected
at the beginning of the year. This profile, which
has been reflected in an increase in unem-
ployment, is due primarily to sluggishness of
domestic demand, in particular of private con-
sumption and construction. At the same time
the rise in prices remains very rapid and the
current account deficit balance is still at a very
high level.

Exports have continued to be a stimulant to the
economy. Their value for the third quarter was
30% higher than in the same quarter last year.
This value increase however conceals differing
trends as between industrial and agricultural
exports. A substantial part of the increase in
value 43% of external sales of industrial pro-
ducts is due to the rapid rise in export prices.
Conversely the growth of 11% in the value of
agricultural exports in the third quarter as
against that in 1973 represents a more rapid
increase in volume when account is taken of the
fall in cattle prices. However, it should be
noted that some of the agricultural exports re-
present the movement of “intervention” beef
into storage abroad.

The slowdown in the growth of domestic de-
mand, apparent since the beginning of the year,

has continued during the summer months. On
the basis of the most recent results of CII/ESRI
sutveys, carried out on behalf of the EEC,
investment has slowed down substantially. In
addition, order books of industry have fallen
progressively since the spring and imports of
capital goods have, in recent months, not grown
as rapidly as previously. The construction sec-
tor which had in the early months of the year
been buoyant, has more recently slowed down,
particularly in respect of private residential con-
struction. Cement sales have declined and new
housing starts decreased by 15% on a quarter to
quarter basis in the second three months of the
year. However, the development of local
authority construction was more satisfactory;
notably due to the support measures taken at the
beginning of the year and strengthened in July.

After a certain moderation observed in the first
quarter, public investment has since then grown
rapidly under the expansionary effects of the
new budget.

The value of private consumption has been
sluggish in recent months. When account is
taken of certain exceptional factors (strikes in
transport and distribution) this moderation of
consumer expenditure is due principally to the
fall in agricultural incomes and the deterioration
of the employment position. In volume, retail
sales have fallen on a quarter to quarter basis
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in the second quarter (—49% ) and more recent
figures indicate an even more marked recession.
New car registrations which declined in the first
few months of the year have more recently
increased again, the rise being particularly pro-
nounced for smaller cars. However, the level of
registrations is still below that of last year. Due
to the acceleration of wages and salaries, public
expenditure on goods and services has risen
more rapidly than previously.

Because of the less buoyant trend in demand,
the growth of industrial production has weaken-
ed considerably, as is shown in the most recent
industrial surveys. The sectors most seriously
affected by the slowdown are paper and print-
ing, apparel, textiles and furniture. Agricultural
production has only increased marginally. In
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particular, cattle output recently seems to have
remained stagnant, judging by the number of
animals under one year old in the June census.
Revenue from tourism has only risen slightly
and for the first nine months of the year the
number of visitors registered declined by 0.6%
on the previous year, despite a sizeable growth
in the number of tourists from the continental
Community countries.

Recent months have seen a rapid deterioration
in the employment position. The number of
registered unemployed corrected for seasonal
variation increased markedly since May; at the
end of October it had risen to 76,200 which
represents 7.29% of those at work; as against
6.2% in the same month last year. The sectors
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most affected have been apparel and construction
as well as the automobile and distributive trades.

The nise in prices remains rapid despite some
slight tendency towards a deceleration in the
third quarter. In mid-August the consumer
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price index was 17.9% above that of the pre-
vious year, If fuel and light are excluded the
increase was 14.7%.

After a rapid growth in the opening months of
the year, imports have more recently shown a
more stabilized development. When account
is taken of the persistent rise in import prices
some reduction may have occurred recently in
terms of volume. The most important slow-
down can be seen in imports of materials for
further production both for the agricultural and
the industrial sectors. Despite this slower
progress of imports, the trade deficit remains
high and has reached an average monthly level
of nearly £ 50 million in the last few months.
Since the services surplus has only increased
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marginally the current balance is still at a high
level. External reserves, however, have in-
creased in recent months as a result of large
borrowing abroad by the Government and
without doubt also due to the high level of
investment capital inflows.

Demand for and supply o

Due to the tightening of monetary policy by the
Central Bank, the growth of bank lending to the
private sector has slowed -down over the sum-
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mer. The increase in the money supply (M3)
remains above 20%.

f goods and services

19721 19731 ’ 19742 ‘ 19752
At % change on preceding year
current
prices
(in £
million) | Volume Value | Volume Value Volume
Exports 3 773 | + 8.4 4314 |4+ 9% -+ 28 + 64
Gross fixed asset formation 486 | + 129 4+ 276 | + 2V + 22 + 14
Public current expenditure on goods and
services 352 |4+ 7.4 4207 |+ 4% + 22 + 1
Private consumers’ expenditure 1,441 | + 63 + 184 |4+ 1, 4 18 4+ 2
Gross domestic product 2,208 |4+ 48 4200+ 2 + 9 4+ 2
Imports 2 895 |+ 184 1342 |4+ 6 + 46Y, 4 5

1 “Review of 1973 and Outlook for 1974”, Department of Finance. Revised trade volume figures for 1973,

2 Estimates.
3 Goods and services.
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2. Outlook

The present slowdown of economic activity is
likely to continue into the opening months of
1975 and exist side by side with a high rate of
inflation and a large deficit on the current
account of the balance of payments.

Despite the uncertainties which still characterize
assumptions on the international environment
for the coming months, exports should continue
at a high level. Firstly, sales to the United
Kingdom, which still represent over 50% of
total Irish exports, should grow more rapidly on
account of the strengthening of internal demand
which may result from the recent budget.
Secondly, exports of agricultural produce in
value will benefit from the increases in prices
decided on within the Community.

Internal demand is likely only to make slow
progress. Investment will without doubt be
progressively affected by the less favourable
outlook for sales on the home market. In
addition, the expansion of foreign investment
will depend on a strengthening of the world
conjunctural situation. Finally, in the absence
of specific measures to boost construction, the
slowdown in this sector will continue.

Private consumption should pick up a little in
the coming months. The full effect of the
budgetary measures of dast May which included
in particular increases in social welfare benefits
from July and tax concessions from August
should be reflected in a slightly more rapid
growth of household expenditure. However,
the posture of consumers will continue to be
influenced by the deterioration in the employ-
ment situation and the rapid rise in prices will
affect the volume of consumption.

On account of this slow growth of demand,
production should only grow modestly except
for those subsidiaries of foreign industries
orientated towards export markets. Despite
higher prices, agricultural production is likely
to decline somewhat particularly because of the
already high level of cattle stocks and the high
cost of farm inputs. Industrial employment
should continue to grow but at a slower rate
than that needed to absorb the outflow from the
agricultural sector. As a result, unemployment
will no doubt continue to increase.
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The slight recovery in private consumption
should not have any marked effect on the
growth in the value of -imports which will
remain slow. Thus, and when account is taken
of the improvement in the terms of trade
brought about by the introduction of the “green
pound” the trade deficit should be reduced.

Despite the upward pressure brought about by
the rise in prices of agricultural products the
rate of price increase could moderate a little.
In these circumstances the most immediate pro-
blem for the Irish authorities will be to lighten
the strong upward push of costs. In this
regard, the salary negotiations which result from
the forthcoming renewal of the National Pay
Agreement will play a vital role. In so far as
moderation in the growth of salaries comes
about, and if it is within a sufficiently rapid
time scale, the room for manceuvre of the
authorities to sustain employment levels and to
improve the economic structure will be greatly
increased.

Major economic policy measures
and decisions

May 1974:

— The Minister for Finance announced amend-
ments to his proposals for capital gains and
wealth taxes. The proposed level of capital
gains tax is being cut from 35% to 26% and
the wealth tax to 1% from a previous range of
15% to 25%. Also principal private residen-
ces are to be exempted while the general
exemption level for wealth tax is increased from
£ 60,000 to £ 100,000.

— The Minister for Industry and Commerce
accepted recommendations by the National
Prices Commission that a number of goods and
services produced by small firms should be
partially exempted from price control. Price
increases on a wide variety of goods were also
approved.

June:

— The Minister for Finance announced the
raising of a loan of 200 million European units
of account at 9.8% on the European capital
market and on 12 June that a credit facility of
£ 82 million provided by a consortium of thir-



teen banks bad been arranged to supplement
domestic resources in financing the capital
budget.

— The Central Bank increased the primary
liquidity ratio of the North American, Continen-
tal and merchant banks operating in Ireland
from 10% to 13%.

— The Associated Banks lowered their lending
rates by 0.75 of a % point. In addition, interest
rates on deposits of over £ 5,000 were reduced
by 1.5 of a % point.

July:

— The Government signed an agreement in
principle for it to become 49% owners in Bula
Ltd., which owns an important part of the zinc
and lead ore reserves in Ireland.

— The Minister for Finance announced that a
loan of £ 5 million would be made by the
banks to the building societies.

— The Government provided an additional £
9 million for Local Authority house purchase
loans for the period April-December 1974. The
purpose of this extra provision was to assist the
private housing sector.

August:

— The Minister for Industry and Commerce
accepted the recommendation of the National
Prices Commission for an increase in the price

of milk.

— It was announced that the maximum amount
of loans for new houses which may be approved

by building societies has been increased from
£ 7,500 to £ 8,500.

September:

— The National Prices Commission approved
increases in more than a bundred consumer
items. In addition, the Minister for Industry
and Commerce accepted a recommendation that
restaurants and hotels should be able to increase
their charges without prior approval from the
Department.

— The Agricultural Ministers of the EEC
agreed on a farm package deal which includes
a 5% increase in farm prices and an 11.4%
devaluation of the Irish Green Pound vis-a-vis
the European unit of account.

— Two loans totalling £ 12 million were
made by the European Investment Bank for
modernising the Irish telephone service and for
loans to small and medium-sized agricultural
ventures sponsored by the Agricultural Credit
Corporation.

October:

— Postage charges were raised by 40%, as well
as licence fees for television receivers.

— The Minister for Local Government an-
nounced that building societies were being
dllowed to increase their loan limit from £
8,500 to £ 9,000. The Government also
decided that the special temporary interest sub-
sidy on building societies shares and deposits
would continue until 31 December.



Ireland

TABLE 1 : Key indicators

1969 1970 1971 l 1972 ! 1973 1973
% change in volume Indices
on preceding year 1970 = 100
Gross domestic product + 6.0 + 2.7 + 3.6 + 39 + 4.8 112.8
Industrial production + 74 + 4.2 4 4.2 + 43 + 10.0 119.6
Total imports + 13.5 + 2.5 + 441 + 7.7 4+ 18.4 132.7
Private consumers’ expenditure 4+ 5.4 + 21 + 21 + 5.4 + 6.3 114.3
Public current expenditure on goods
and services + 6.9 + 6.3 + 11.2 -+ 10.4 + 7.4 131.8
Gross fixed asset formation + 25.3 — 0.9 + 27 + 6.3 + 12,9 123.2
Total exports + 4.7 + 4.7 4+ 49 4+ 2.0 + 8.4 115.9
Gross domestic product per head of
population + 4.3 + 1.8 4 44 + 39 + 35 112.0
Gross domestic product per person in
employment + 4.4 + 3.8 + 541 + 6.1 + 4.2 116.2
% change in value
on preceding year
Gross income per employee + 12.2 # + 14.0 l + 15.0 ‘ + 15.2 ‘ + 18.9 157.4
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in millions Eur —308.2 | —308.9 | —307.7 | —292.8 | — 4440
as petcentage of GDP — 88 |— 79 {— 69 |— 55 |— 70
Unemployment rate 6.4 7.2 7.2 8.1 7.2
prices to private consumers
(% change on preceding year) + 70 |+ 84 |4+ 91 |4+ 87 |+ 114
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TABLE 3 : Foreign trade (at current prices)

0,
% change on preceding year Igggf__cfl’%o M;}H;m té)t:lf;
1969 | 1970 | 1971 1972 1973 1973 1973 1973
Visible exports
Total 11.1 15.5 15.4 20.0 34.4 443.4 2 086 100.0
Intra-EEC 9.7 15.8 16.0 21.3 31.0 423.0 1 585 76.0
Extra-EEC 16.2 14.5 13.7 15.9 46.5 523.9 501 24.0
Exports of food, beverages and tobacco 4.0 13.1 21.6 15.1 27.8 296.4 902 43.2
Exports of raw materials, fuel and power 42.8 9.2| — 53 14.4 33.4 414 6 144 6.9
Imports of semi-flnished and finished industrial goods and
miscellaneous goods 12.1 18.8 14.3 26.6 40.8 808.6 1 040 49.9
Visible imports
Total 18.9 10.3 11.6 11.6 35.1 371.0 2732 100.0
Intra-EEC 20.1 13.7 8.6 14.5 39.8 395.8 1958 71.7
Extra-EEC 16.4 3.2 18.2 5.6 24.6 320.2 774 28.3
Imports of food, beverages and tobacco 2.3 7.3 4.1 19.5 26.0 233.0 346 12.7
Imports of raw materials, fuel and power 7.2 12.8 16.8 | — 0.4 42.6 298.7 385 14.1
Exports of semi-finished and finished industrial goods and
miscellaneous goods 25.4 10.3 11.9 12.7 35.4 434.4 2 001 73.2
. - 4
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial production 1972 106 106 110 114
(1970 = 100) 1973 120 119 119 121
1974 128 — — —
Unemployed 1972 70.3 70.0 69.7 72.1 70.9 72.4 72.7 73.6 73.0 71.6 70.3 72.0
(1 000) 1978 69.7 70.0 65.9 66.6 65.3 65.3 66.4 67.1 66.0 65.2 64.2 66.5
1974 67.3 67.5 64.9 66.4 67.2 67.7 69.5 2.1 75.0 76.2
Construction : permits for | 1972 5.48 6.70 6.58 6.44
residential construction 1973 13,13 4.24 6.43 6.05
(1 000) 1974 7.48 6.80 — —_
Private consumers’ expen- | 1972 188 192 204 192 201 203 199 202 206 225 206 208
diture (1963 = 100) 1973 225 238 232 230 240 242 230 2563 235 241 247 241
1974 254 274 259 277 267
Consumer prices 1972 166.7 169.2 178.9 176.4
(1963 = 100) 1973 183.4 189.0 193.6 198.6
1974 208.2 219.6 228.3 —_—
Visible imports 1972 143 153 163 153 156 172 150 147 198 187 187 224
(million Eur) 1973 202 206 209 213 205 225 239 230 237 257 247 234
1974 253 288 331 360 330 338 358 343 355
Visible exports 1972 100 120 120 105 118 136 138 128 142 139 150 153
(million Eur) 1973 133 161 165 158 165 172 174 178 178 194 190 223
1974 191 216 204 221 205 224 252 222 211
Balance of trade 1972 | — 43| — 33| — 43| — 48| — 38— 36| — 12| — 19\ — 56| — 481 — 37| — 71
(million Eur) 1978 | — 69| —~ 45| — 44| — 55| — 40{— 53| — 65| — 62| — 89| — 63| — 57! — 11
1974 | — 62| — 72| — 127 | — 139 | — 125 | — 114 | — 106 | — 121 — 144
Official gold and foreign ; 1972 966 956 979 989 972 957 941 922 907 927 972, 1037
exchange reserves 1973 1004 980 971 975 978 959 9781 1012| 1061 1056| 1061 | 1045
(million Eur) 1974 1021 971 | 1032 977 | 1000 957 1067 | 1200| 1124
Money supply 1972 418.0 | 412.1| 419.7| 4304 4283 | 447.5| 446.0| 451.8 | 476.9 | 469.7| 4859 | 499.2
(million £) 1973 492.7 | 473.5 | 5613.0 | 482.4) 481.6 | 503.9| 500.4| 507.1) 531.9| 5202 5257 | 534.5
1974 §20.9 | 600.2| 5633.0| 510.7| 503.2| 512.4| 508.4| 515.1
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NOTES TO GRAPHS AND TABLES

Source : CSO (except as otherwise indicated).
Conversion into_Eur (1 Eur = 0.888671 g of fine gold).

Graph 1
Industrial production: Mining and manufacturing industry; adjusted for seasonal variations.

Graph 2

Unemployment : SOEC; number of registered unemployed; adjusted for seasonal variations ; three-month moving
averages.

Graph 3

Wages and consumer prices (not adjusted for seasonal variations): houtly earnings; manufacturing industry.

Graph 4
External commetce: imports cif; exports fob: adjusted for seasonal variations; three-month moving averages.

Graph 5
Bank lending : CB; Credits to private sector (commercial banks); not adjusted for seasonal variations.

Table 1

GDP at market prices: NIEA; National income and expenditure accounts 1972, “Review of 1973 and Outlook for
1974, Department of Finance. Revised trade volume figures for 1973.

Industrial production: ESRI; Volume of production; mining and manufacturing industry.

Total exports and imports : goods and services; NIEA.

Gross income pet employee: Irish Statistical Bulletin (ISB); carnings and employment in total transportable
goods industries.

Table 2

Balance exports less imports: as defined for the national accounts.
Unemployment rate: ISB; Percentage of insured persons on the live register.
Price index: ISB; Consumer price index.

Table 3

Data from 1968 to 1971 from “External Trade Statistics 1971”3 1972 and 1973 from ““Trade Statistics of Ireland’’;
1963 from Statistical Abstract.

The products have been grouped according to the SITC sections 0-1, 2-4 and 5-9. Re-exports are not included in
the breakdown by category. Figures for Shannon Free Airport are not included for 1963 and in the exports to
and imports from Denmark, SITC category 9 for 1963 is not directly comparable with figures for later years,

Table 4

Industrial production: Mining and manufacturing industry; seasonally adjusted.

Unemployment: Number of registered unemployed; adjusted for seasonal variations, SOEC,
Construction: Central Bank; Total of new dwellings begun or authorised; not seasonally adjusted.
Private consumers’ expenditure: Retail Sales Index; seasonally adjusted.

Consumer prices: ISB; Consumer price index; not seasonally adjusted.

Visible trade: Imports cif, exports fob; seasonally adjusted.

Balance of trade: Difference between values of imports and exports; seasonally adjusted.

Official Gold and Foreign Exchange Reserves: CB; Official External Reserves, Monetary Authorities’ reserves of
gold and convertible currency, holdings of special drawing rights and reserve position in the IMF.

Money Supply: CB; Cutrency and current accounts (adjusted).



E. ltaly

With domestic demand falling off, the underlying trend of economic activity
slackened around the middle of the year.
growth of imports and the brisk expansion of exports brought the first improvement
in the balance of payments for quite some time: Prices continued to soar.

In the period up to the end of the year, and during the early months of 1975, the
trend of production and employment will probably be much weaker than it was up
to mid-1974. There is bope that, in the early months of next year, there will appear
the first signs of some slowing down in the rate of price increases.

The accompanying slowdown in the

1. Recent developments

Following the very vigorous expansion of eco-
nomic activity during the first half of the year,
the economic climate became noticeably cooler
in the third quarter. While the rapid upsurge
of prices continued unabated, there was the first
evidence for a long time of external disequilib-
rium becoming less marked.

On the demand side, exports expanded
vigorously in terms of volume and particularly
in value; the underlying rate may even have
accelerated compared with the second quarter.
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This applied in any case to visible exports,
whose value in the third quarter was 5414 %
up on a year earlier. Statistics produced by the
foreign exchange office suggest that foreign
exchange receipts from exports of services rose
again appreciably.

Judging from the indirect and for the most part
qualitative indicators available so far, domestic
demand, on the other hand, tended to be rather
sluggish. This was particulanly true of invest-
ment. Both the monthly EEC business surveys
conducted by ISCO and the half-yearly “Forum”
survey carried out in July by “Mondo Econo-
mico” point to a fall-off in demand for plant and
machinery. Building investment also tended to
be slack. The trends in and the outlook for
overall demand, together with the restrictive
monetaty and credit policy implemented by the
monetary authorities, have probably led to a fall
in stockbuilding, at least in volume terms.

Although incomes are still rising briskly, the
growth of private consumers’ expenditure seems
to have slowed down. This impression is,
however, based mainly on the results of the
surveys referred to above, as no other indicators
are available. Following a fairly long period
during which private households brought for-
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ward purchases to beat rising prices, demand
for consumer durables may now have lost mo-
mentum. Furthermore, the rapid rise in the
price of petrol checked expenditure on private
transport, without the savings achieved being
offset by increased expenditure on other con-
sumer goods. Finally, the greater uncertainty
surrounding the general economic outlook could
have led to a decline in the propensity to
consume.

The ISTAT indices—seasonally adjusted by
ISCO—suggest that industrial production in the
third quanter was some 5% % down on the
second quarter; yet in the first quarter it had
risen over 4% and in the second by 1% %.
The unadjusted indices show it to have been
1.6% higher than in the third quarter 1973;
the corresponding growth rate for the first nine
months of 1974 was 8.7%. However, the
underlying dedline in industrial production in

. 1963 = 100
Industrial production Semi-Log scale
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the third quarter was probably less marked than
indicated by the seasonally adjusted indices, as
the same period saw longer holiday shutdowns
as a result of new collective agreements. Pro-
duction was particularly sluggish in the textile
and metal-working industries.

The underlying increase in imports, in volume
terms, was also fairly small. Nevertheless, in
the third quarter visible imports were no less
than 67% up on a year eatlier in terms of value,
but this rate was mainly a reflection of the
upward thrust of prices due to the higher prices
of oil and other raw materials.
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The sluggish trend of production has had only
a limited effect on the situation of the labour
market. The number of wage and salary
earners, adjusted for seasonal variations, again
increased slightly by 0.49% between the second
and third quarters, and the unadjusted figure
was 1.9% up on a year earlier. At the same
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time, however, average working hours per capita
tended to fall owing to the reduction in overtime
and the introduction of shorttime working by
some motor manufacturers. Contrary to the
normal seasonal pattern, the unemployment rate
rose a little in July (to 2.8%, from 2.5% in
April; basis: ISTAT sample surveys).

The sharp upsurge of prices continued in the
third quarter and became even stronger at retail
level. The rise in consumer prices reflected the
effects of the measures taken in July to dampen
domestic economic activity, which included in



Italy

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to the questions in the EEC business survey, carried out in Italy by ISCO-Mondo Economico.

GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :

by 0.03 for che answer ‘‘above normal”, or ‘‘up”;
by 0.02 for the answer ‘‘normal”, or ‘‘no change’’;
by 0.01 for the answer ‘‘below normal”, or ‘‘down”.






particular an increase in indirect taxation. The
lifting of the partial price freeze imposed in the
summer of 1973 also boosted the tendency for
prices to rise. Furthermore, the exorbitant in-
creases in wholesale prices which have been

Wages and consumer prices
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recorded since last year have now begun to feed

tember, consumer prices were 23.0% and whole-
sale prices 43.7% higher than a year earlier.

As a result of the trends in visible exports and
imports mentioned above, the ¢rade deficit
tended to narrow in the third quarter. The oil
deficit is still growing, but the non-oil trade
account in the third quarter closed with a much
smaller deficit than previously (Lit. 215,000
million). The seasonal improvement in the
balance of payments on current account was
therefore particularly marked. Longer-term
capital transactions with other countries also
showed a satisfactory trend in the third quarter.
According to the foreign exchange statistics
prepared by the UIC, the transactions produced
a surplus of Lit. 285,000 million, although this
time, unlike the preceding quarters, no compen-
satory inflows of capital were recorded'. In
addition there was a considerable inflow of
shott-term capital in the form of leads and lags.

1 Borrowing by state-controlled enterprises on the intet-

through increasingly to retail prices. In Sep- national markets.
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T T T T T T L T T T TT T T T T 1
+ 500 ] @
0 ;
~ 500 7 %
— 1000 77 Intra-EEC % %
Non-EEC countri¢s Q,&
- 1500 — Total
1 L Ll | L L | Lol L 1 y - Ll Ll Ll Il L . Ll

o e vV VE VIR VIE X X X XH )

1972

The third quarter overall balance of payments
closed with a surplus of Lit. 203,000 million.
Official net gold and foreign exchange reserves
were up by more than Lit. 1,700,000 million,
with most of the increase reflecting the foreign
exchange loan granted by the German Bundes-
bank in September ($ 2,000 million, or Lit.
1,321,000 million). ‘
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Despite the improvement in foreign transactions,
bank liquidity contracted appreciably in the
third quarter. This was because the liquidity-
raising effects of the Treasury’s extremely high
cash deficit were gradually weakening, and be-
cause a slow-down in the demand for credit
caused many commercial banks to repay central
bank loans.
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Bank lending semi-%éds{‘gltﬁ With the general public reluctant to 1n\{e§t,
50 000 PP T T T T T T T T T T T T T supply exceeded demand on the securities
45 000 ) market, and effective yields tended further up-
wards. In September, bond yields, at about
40 000 Py 10% %, were more than half a point higher
i than in June. During the same period, the
35 000 J ~ interest rate on interbank deposits fell slightly,
/'\- but still stood above 1714 % in September.
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Demand for and supply of goods and services
19721 1973 l 19742 ’ 19752
At
current o ch di
prices % change on preceding year
(in Lit
’000
million) Volume Value |Volume Value Volume
]
Exports® 15,167 | + 53 4189 | + 6% -+ 401 1+ 8
Gross fixed asset formation 13,396 | + 9.9 +27.2 | + 6Y% + 341, — 31
Public current expenditure on goods and
services 10,162 | + 33 + 158 | + 21, + 181, + 2
Private consumers’ expenditure 43914 1 + 62 + 178 | 4+ 3 4+ 211, + 11
Gross national product 68,880 | + 59 +17.0 | + 4% -+ 20 + Y
Imports® 14239 1 +119 +379 |+ 1, 4 58 + 1

! Relazione generale sulla situazione economica del Paese (1973).

3 Estimates.
3 Goods, services and factor incomes.
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2. Outlook

During the remainder of this year and in the
early months of 1975, production will probably
show a less favourable trend than during the
first half of 1974. Domestic demand may
slacken for a time, held back by the restrictive
economic policy which is indispensable in view
of the inflationary tendencies and the difficulty
of financing the large balance of payments defi-
cit. Assuming that world economic activity will
recover to a certain extent, and provided that
there are no disruptive labour disputes, a
significant expansion of exports can be expected,
however, so that the reduction of the external
disequilibrium which began in mid-1974 will
probably continue.

There are still very sound reasons for expecting
a rapid expansion of exports; these include the
recovery in world economic activity just men-
tioned; the favourable volume effects of the
depreciation of the lira since February 1973;
and a certain change in the sales policies of firms
which, given the slackening of business at home,
will no doubt make increased efforts to
penetrate foreign markets. Experience has
shown that the latter factor in particular justifies
some optimism about the growth of exports.

On the domestic front, the decline in the
propensity to invest could continue. Although
the strong upsurge in costs resulting from the
enormous jump in the prices of raw materials
and from rising wages exerts pressure to invest
in new equipment and rationalization, this pres-
sure may be overcompensated temporarily by a
degree of capacity utilization that seems to be
tending downwards again, by the restrictive
credit policy and by psychological factors.
Investment in plant and machinery and in
industrial and commercial building may there-
fore be slack. The trend of investment in resi-
dential construction will probably also be
dampened by the continuing sharp rise in build-
ing costs. Stockbuilding is likely to remain
weak.

Private consumers’ expenditure will probably
expand at a slower pace under the combined
impact of a slackening in the growth of dis-
posable incomes and a decline in the propensity
io consume. The tendency towards a certain

lull in demand following the anticipatory put-
chases referred to in section 1 could continue
for a while. Furthermore, uncertain employ-
ment prospects may prompt private consumers
to exercise of certain amount of restraint when
spending money. The rapid upward movement
of prices can also be expected to have a braking
effect on the expansion of real consumption.

On the basis of these assumptions, and accord-
ing to preliminary and naturally very uncertain
forecasts of the trend of economic activity later
next year, the real gross national product and
the volume of imports of goods and services
will probably grow only moderately between
1974 and 1975.

The trend of employment is likely to remain
slack, at least during the first half of 1975,
particularly as regards average working hours
per capita.

With demand showing a more moderated trend,
the rate of increase in the price level will pro-
bably be down in 1975. Even so the upsurge
will still be very strong owing to the pressure
of costs.

The balance of payments on current account
should improve gradually, although it is certain
to remain in very large deficit as a result of the
higher raw material prices.

Those responsible for short-term economic policy
are faced with the difficult task of promoting
the improvement in the balance of payments, by
strictly implementing the stabilization program-
me decided on last summer, continuing the cau-
tious credit policy and, above all, curbing the
growth of public authority expenditure, while at
the same time keeping the fall-off in economic
activity within reasonable limits. As the success-
ful accomplishment of this task, which would be
made easier i the world economic trend picked
up, hinges notably on the behaviour of both
sides of industry, a joint effort by the latter and
the Government aimed at restoring general eco-
nomic equilibrium as soon as possible appears
imperative. Such a concerted effort would seem
particulanly important in view of the major wage
negotiations due to be held in the autumn of
1975.
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Major economic policy measures

May 1974:

— Treasury bills worth Lit, 1,300,000 million
were issued with new features: maturity reduced
to three months; high yield (14.32% per
annum).

June:

— The decree law on stock exchange reform
was transformed into a law, after certain amend-
ments bad been made concerning a more accurate
definition of the standards for the drawing up
and publication of company balance sheets, a
new definition of the supervisory function of the
National Commission for Companies and the
Stock Exchange, and the creation of a new type
of security (savings shares). Such savings shares
do not entitle the sharebolder to a vote or to
direct participation at general meetings, but have
priority in the payment of dividends (5% of the
nominal value of each share). The remaining
dividends are to be distributed in such a way
that total dividends on savings shares are 2%
higher than dividends on normal shares.

— Following consultations in the Council of the
European Commaunities, the Commission exempt-
ed imports of pigmeat (with effect from 24
June) and of calves and young cattle for fatter-
ing (with effect from 9 June) from the 50 %
cash deposit. The compulsory deposit was re-
introduced in the second half of the month, but
with a reduced rate and duration, for the latter
category. The lira value of the unit of account
used in intra-Community trade was increased
from Lit. 712 to 801 (4 12.5 %) for pigmeat
(with effect from 24 June) and sugar (with ef-
fect from 1 July). The new value is also to
apply to trade in the other agricultural products
with effect from a date yet to be fixed, (cf. Mea-
sures for October).

— Tbe Inter-Ministerial Committee for Prices
authorized an increase of approximately 13% in
the prices of motor vebicles and tyres.

— The Inter-Ministerial Committee for Econo-
mic Programming authorized several projects for
the construction of industrial plants in the
Mezzogiorno. The relevant investment, amount-
ing to some Lit. 300,000 million, is to be spread
over 244 to 5 years.

— The rent freeze was extended to 31 Decem-
ber 1974.

74

— Treasury bills worth Lit. 900,000 million
were issued; maturity: one year, effective yield:
11.73% (cf. terms for the May issue).

July:

— With effect from 1 July, the price freeze
introduced at the end of July 1973 for large
trading and manufacturing firms (minimum an-
nual turnover Lit. 10,000 million) was replaced
by a very extensive system of supervision where-
by the State may intervenue, where necessary,
by laying down maximum prices. In addition,
the list of products whose prices are already
controlled by the Inter-Ministerial Committee
for Prices was extended, particularly by includ-
ing all petroleum products, school books and
galvanized tin.

— The Inter-Ministerial Committee for Prices
decided to raise the prices of several products,
including sugar (+39%), gas for domestic use
(+18.2%) and light petroleum gas for road
baulage (+14.4% ).

— A number of measures to curb domestic
demand were adopted, in the form of decree-
laws, in order to improve the balance of pay-
ments and to reduce the Treasury’s deficit.
These measures, which, with a few amendments,
were converted into a law in August (see
below), should, according to initial estimates by
the appropriate ministries, increase revenue by
approximately Lit. 3,200,000 million a year
(Lit. 1,450,000 million in taxes, Lit. 1,130,000
million in increased public utility charges and
Lit. 590,000 million in bigher social insurance
contributions). The measures can be summar-
ized as follows: the advance income tax payment
by self-employed persons must be made in
November 1974 instead of being spread over
1974 and 1975; corporation tax was increased
from 25 to 30%; increase in the basis for the
assessment of tax on income from real property
(+50% in the case of building and +100%
in the case of land); the tax threshold for wage
earners and pensioners with an annual income
not exceeding Lit. 4 million was raised from
Lit. 840,000 to Lit. 3.2 million (involving a tax
revenue shortfall of some Lit. 300,000 million);
payment by 31 December 1974, of a non-
recurring special tax on property in towsns,
according to the number and type of rooms;
selective introduction of non-recurring special
taxes on motor vebicles, motor bicycles, pleasure



boats and aircraft. Increase in value added tax
on luxury products (from 18 to 30%), beef
and veal (from 6 to 18%), new residential
buildings (from 3 to 6%); pleasure boats were
brought into the value added tax system (mini-
mum rate 12%, maximum rate 30%). Re-
gistration tax was raised from 5 to 8%, stamp
duty from Lit. 500 to 700. The prices of
premium grade and regular grade petrol were
raised again, by 15.4% and 16.2% respectively
(but coupons for cheaper petrol were reintrod-
uced for foreign tourists). The regions were
required to raise their charges for inter-city
transport by at least 30%. Selective increases
in electricity charges in order to reduce the
ENEL’s (Ente Nazionale Energia Elettrica)
deficit. Exemptions and the flat-rate system for
value added tax were abolished in order to
combat tax evasion and to guarantee a fairer
system of taxation; value added tax was ex-
tended to cover all services rendered by self-
employed persons; the period allowed for draw-
ing up invoices was shortened to one week
(instead of thirty days); introduction of counter-
checks and sample checks on taxpayers; ex-
tension of the Treasury’s tax assessment period
(31 December 1975 instead of 31 December
1974); increase to 109 in the interest charged
for delayed tax payments; recruitment of 12,000
new officials to the tax administration. Plans to
improve the financial position of the hospitals,
not only by increasing the social insurance con-
tributions (+1.5% for employers, +0.15%
for employees), but also by recourse to the
capital market (Lit. 2,700,000 million) and by
cutting back health insurance fund expenditure
through rationalization.

— The monetary authorities decided to extend,
from June to December of this year, the measure
fixed on 28 June 1973 by which commercial
banks are obliged to make net supplementary
purchases of fixed income securities. The banks’
portfolios of such securities, with the exclusion
of property bonds («cartelle fondiarie »),
should at 31 December 1974, be above the level
of 30 June by a minimum amount of 3 % of
clients credits on current and savings accounts at
the end of December 1973. However, the
grouth of these portfolios should not be above
50% of the rise in deposits occurring between
the end of May and the end of November; the
objective of this being to avoid further buying
of securities by banks not experiencing a
significant rise in their deposits.

— The monetary authorities further decided
that the maximum net external indebtedness of
banks should not exceed the level of 19 July
1974,

— To aid financing in the building sector, the
monetary authorities authorized credit institu-
tions to include property bonds (“cartelle fon-
diarie”) in their compulsory reserves, up to a
maximum corresponding to 50% of the increase
in these reserves.

— The price freeze applying to a number of
widely used consumer products since July 1973
was lifted, but the prices of certain essential
food products (especially milk, bread and sugar)
are still controlled by the Inter-Ministerial Com-
mittee for Prices or by the provincial price com-
mittees (especially pasta, beef and veal and

edible oils).

— On 31 July, the draft central government
budget for 1975 (account of rights accrued and
liabilities incurred) was presented. Revenue
excluding proceeds from loans floated is up by
249% on the preliminary estimates in the draft
budget for 1974 (against a rise of 10.19 in the
1974 budget); expenditure excluding redempt-
ion of debts is to grow by 16.8% (against
21.3% in 1974); the deficit comes to Lit.
6,064,000 million (against Lit. 6,246,000 mil-
lion in 1974). Current expenditure is to rise
by 16.3% (against 21.5% ), implying a decline
in its share of total expenditure. This decline
represents a reversal of the upward trend record-
ed in preceding years. The central government
expenditure, for 1975, to be financed initially
outside the budget goes up from Lit. 1,231,000
million to Lit. 1,382,000 million, whereas a year
earlier it declined slightly. With this expend-
iture, and including the further increase in the
operating deficits of state-owned enterprises, the
overall budget deficit amounts to no less than
Lit. 8,755,000 million, despite numerous ex-
penditure cuts and rapidly increasing revenue
(Lit. 8,606,000 million in 1974).

August:

— The monetary authorities drew on IMF
credits for the equivalent of $ 624 million,
partly against the “gold tranche” and partly
(8 300 million) against the 3 1,200 million
standby credit granted to Italy towards the end
of March.
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— The Ministry of Foreign Trade published a
decree exempting a number of agricultural pro-
ducts from the compulsory import deposit; these
included butter, cereal flour, pasta, wines and
borses. For other products, such as cattle and
meat, the deposit was reduced to 25%. Fur-
thermore, the limit for exemption from payment
of the deposit was reduced from Lit. 1 million
to Lit. 500,000 for products otherwise non-
exempt.

— A Lit. 1,400,000 million issue of treasury
bills was made, maturing in three months only
and offering a bhigh yield (15.32% a year).
These bills are similar to the May issue, which
they replace.

— The rent freeze regulations were extended
until 30 June 1975, with certain amendments.

— The decree laws concerning a number of
fiscal and parafiscal measures, issued by the
Government on 6 July with a view to improving
the balance of payments position and reducing
the Treasury’s deficit, were amended and con-
verted into law. According to the latest calcu-
lations by the Italian authorities, these measures,
including the effects of the amendments, should
generate extra revenue totalling about Lit.
2,600,000 million a year (Lit. 1,100,000 million
from taxes, Lit. 910,000 million from public
utility charges and Lit. 590,000 million from
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social insurance contributions). The principal
amendments to the Government measures con-
cerned: higher tax thresholds for wage and
salary earners; beavier taxation of high personal
incomes and non-ratification of the non-recurring
tax on dwellings (this tax is the subject of a
draft law to be approved shortly); in addition,
small cars were exmpted from the non-recurring
tax on cars; the VAT rate on imports of live
cattle was reduced from 18% to 6% and the
tax rate on incomes of persons in the legal
profession was increased from 25% to 35%
(instead of 30% )—however, this increase will
only be applicable until 31 December 1975.
The decision to recruit an extra 12,000 civil
servants for the Finance Ministry has been
annulled.

October:

— With effect from 22 October, the obligation
to make a deposit of 50% of the value of im-
ports has been suspended in respect of imports
of agricultural products, except for imports of
coffee, tea, spices, sparkling wines, and drinks
with a high alcobolic content. Also, the value
of the unit of account for intra-Community trade
in agricultural products was changed from Lit.
801 to Lit. 833. This new depreciation of the
green lira entails a corresponding reduction in
compensatory amounts.



TABLE 1 : Key indicatots

Italy

1969 1970 1971 1972 1973 1973
% change by volume Indices
on preceding year 1963 =100
Gross national product + 5.7 + 49 + 1.6 + 31 + 5.9 158.0
Industrial production + 6.9 + 6.2 — 0.5 + 43 + 8.0 170.0
Total imports + 21.6 + 17.5 + 1.7 + 13.1 + 11.9 218.8
Private consumets’ expenditure + 6.1 + 7.8 + 2.8 + 33 + 6.2 208.6
Public current expenditure on goods
and services + 31 + 1.9 + 5.2 + 4.6 + 33 143.7
Gross fixed asset formation + 8.0 + 3.4 + 3.2 + 24 + 15.2 135.7
Total exports + 13.6 + 6.6 + 6.2 + 116 + 5.3 281.4
Gross national product per head of
population + 54 + 4.2 + 11 + 24 + 541 158.9
Gross national product per person in
employment + 7.0 + 4.7 + 19 + 5.3 + 5.1 165.1
% change by value
on preceding year
Gross income per employee + 7.6 l + 15.1 I + 13.7 ‘ + 11.0 | + 17.7 279.8
TABLE 2 : Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in million Eur +1928 |+ 582 | +1635 |+ 1471 | — 2540
as percentage of GNP 23 0.6 1.6 13 |— 20
Unemployment rate 34 31 31 37 3.5
consumer prices
(% change on preceding year) + 29 |+ 53 |+ 53 (+ 59 {+ 109
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Italy

TABLE 3: Foreign teade (at current prices)

% change on preceding year Mg::;m b‘:/;.t:ls
1969 1970 1971 1972 1973 1973 1973
Vislble exports
Total + 15.2 |+ 12.6 [+ 13.4 {+ 4.4 [+ 19.9 20 543 100.0
Intra-EEC 4 22.2 |4 13.8 [+ 17.9 [+ 15.6 |+ 19.6 10 296 50.1
To non-EEC countries + 105 [+ 11.9 {+ 9.9(+ 13.4 {4 20.3 10 247 49.9
Exports of food, beverages and tobacco
Total 4+ 1568 |+ 9.2+ 16.2 [+ 17.9 |+ 11.1 1671 8.1
Intra-EEC + 21.4 14 5.7 |+ 24.9 [+ 204 |+ 9.7 1072 5.2
To non-EEC countries + 93|+ 134 |+ 6.3 [+ 14.6 {4 13.7 509 2.9
Exports of raw materials, fuel and power
Total + 14|+ 103 |+ 175 |(— 2.8+ 45.6 1 643 8.0
Intra-EEC — 20|+ 964 15.0(— 4.5+ 48.6 712 3.5
To non-EEC countries + 3.6+ 106 |+ 18.9]— 1.8 |+ 43.3 936 4.6
Exports of semi-finished and finished industrial goods
Total + 16.7 |+ 13.2 |+ 12,7 | +15.6 |+ 18.8 17 224 83.8
Intra-EEC + 24.9 |+ 15.0 [+ 17.3 |+ 165 [+ 189 8512 41.4
To non-EEC countries + 116 |+ 11.9 |+ 9.3 |+ 15.0 |+ 18.7 N 712 12.4
Visible imports
Total + 214 1+ 19414 5.9(+ 125 |+ 443 25 699 100,0
Intra-EEC + 290.9 |+ 274 (+ 93|+ 19.0 |+ 43.3 12 558 48.9
From non-EEC countries + 16.6 |+ 143 |+ 3.6 |+ 7.7+ 45.3 13 741 51.1
Imports of food, beverages and tobacco
Total 4 14.9 |+ 18,0 1+ 20,5 |+ 15.7 |+ 41.9 5175 20.1
Intra-EEC + 26.8 |4 20.9 [+ 32,4 |+ 26.7 |+ 37.7 2 497 9.7
From non-EEC countries + 92|+ 8.1 |+ 133 .8 |+ 45.9 2 678 10,4
Imports of raw materials, fuel and power
Total +13.0 [+ 118 [+ B9 |+ 4.6 |+ 46.3 7 792 30.3
Intra-EEC + 20.6 [+ 16,6 [+ 4.2 [+ 14.3 [+ 46.5 1332 5.2
From non-EEC countries + 11.8 |+ 11.0 [+ 98i{+ 3.0 46.1 6 450 25.1
Imports of semi-finished and finished industrial goods
Total + 31.0 [+ 27.1 [— 0.5 |+ 16.5 |+ 44.1 12 732 49.5
Intra-EEC + 82.4 |+ 30.8 + 5.2 |+ 17.7 |+ 44.5 8729 34.0
From non-EEC countries + 29.0 |+ 22,2 |— 8.3 |+ 14.5 + 43.5 4013 15.6
TABLE 4: Selected monthly indicators
Year { Jan. Feb. Mar. | Apr. May | Junme | July | Aug. | Sept. | Oct. | Nov. { Deec.
Industrial production 1972 | 155.2 | 154.6| 150.2| 1503 153.7| 154.0| 153.3| 155.2] 154.2| 169.5| 162.1| 164.3
(1963 = 100) 1973 154.5 154.7 150.7 164.1 166.6 171.5 178.9 181.0 177 .4 186.1 177.8 180.0
1974 1821 181.2| 176.9 | 181.8| 177.3| 183.1| 180.9} 167.7| 180.8
Unemployed 1972 [1041.0 110529 |1056.1(1057.8{1054.9|1055.6|1050.4(1051.31052.211044.7|1031.91009.1
(1 000) 1973 |1 046.9 [1036.0 |1046.2 |1044.3|1016.5|1018.0| 990.1| 986.8| 981.2| 988.5( v6d4.7 | 933.4
1974 982.0 | 969.3) 986.7 | 992.6 | 986.5 | 998.3| 989.1| 999.6
Construction : permits for | 1972 29.5 27,1 28.6 2.1 28.3 31.6 25.5 23.1 28.0 30.4 32,7 34.4
residential construction 1973 34.2 30.6 32.3 30.7 34.7 31.3 29.5 30.2 31.5 36.0
(1 000) 1974
Private consumers’ expen- | 1972 205.7 | 222.6| 2296 1946 2225 214.2} 216.1) 22621 2495 2208 2225 2410
diture : department store | 1973 234.8 | 249.6 | 246.3| 256.5| 257.5| 239.8| 254.8| 275.8)| 280.4| 294.8| 310.9| 293.5
turnover (1963 = 100) 1974 303.8| 315.7| 304.6 | 319.1| 310.6 | 285.6| 330.0
Consumer prices 1972 107.5 | 108.1 108.4 | 108.5| 109.6 | 110.2 | 110.6 | 111.3 | 112.4] 113.6 | 114.5| 115.0
(1970 = 100) 1973 11862 | 117.6} 118.8 1 120.0 ) 121.8 ) 122.9} 123.6 | 124.4) 125.1| 126.1 | 127.6| 129.4
1974 131.5] 134.3| 137.8| 139.5| 141.5 | 143.5 | 146.4| 149.6 | 154.9
Visible imports 1972 |1 374.6 (1 362.9 |1 466,2 |1 387.6 |1 467.9 |1 417.7 |1 464.7 |1 451.4 |1 479.3 |1 575.8 |1 466.8 |1 902.2
{miltion Eur) 1973 |1 586.7 (1 877.9 |1 437 4 {1 755.1 |2 186.9 |2 400,3 |2 173.9 |2 200.5 {2 493.6 |2 329.1 |2 132.6 |3 129.6
1974 2 579.2 |3 327.3 13 637.3 |3 761.8 |3 200.3 |3 393.0 |4 335.2 |3 362.3
Visible exports 1972 |1 285.4 11 366.3 |1 393.4 |1 368.6 |1361.5 |1 461.3 |1375.2 (1 396.3 |1 365.3 (1 513.2 |1 426.9 |1 758.2
(million Eur) 1973 11 395.1 (1 479.9 |1 033.9 |1 361.9 |1622.4 |1873.011914.5]1834.4{1809.4|1931.9|1872.92 354.0
1974 |2 070.5 |2 239.3 (2 234.9 (2 470.7 (2 177.5 {2 447.6 |3 162.4 |2 697.5
Balance of trade 1972 |- 89.2 14+ 3.4(- 72.8|- 19.0 |- 106.4 [+ 43.6 |- 89.5 |- 55.1|-114.6 |- 62.6 |- 39.9|-1440
(million Eur) 1973 |- 201.5 |- 398.0 (- 403.5 |- 393.2 |- 564.5 |- 527.3 |- 259.4 |- 346.1 |- 684.2 |- 397.2 |- 250.7 |- 775.6
1974 |- 508.7 (-1088.0 |-1402.4 |-1291.1 |-1022.8 |- 945.4 |-1172.8 |- 664.8
Official gold and foreign | 1972 | 3380 | 3840 | 3789 | 3750 | 3758 3663 3701 | 3839 3674| 3615| 3485 | 3460
exchange reserves 1973 | 3134 3203 | 3106 3144} 3096 | 2952 | 2774 | 3245 3272 | 3090| 3030 | 3202
(net million Lit.) 1974 3204 2801 3348 2890 2791 | 3061 | 3108| 4521
Money supply 1972 | 35 742 | 356 597 | 36 266 | 36 955 | 37 392 | 37 686 | 38 183 | 37 812 | 38 558 | 39 227 | 40 153 | 45 954
(L1t *000 million) ig;i 42 201 | 42 244 | 42 902 | 44 096 | 44 688 | 46 066 | 47 871 | 46 637 | 47 600 | 48 257 | 49 335 | 54 156
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NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into Eur (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not yet been taken into account, except for
1973 in Table 3.

Graph 1
Expotts fob: series adjusted for seasonal variations; three-month moving averages.

Graph 2

Industrial production : from January 1973 Commission estimates because of rebasing of the unadjusted index;
excluding construction, food, beverages and tobacco; series adjusted for seasonal vatiations; three-month moving
averages.

Graph 3
Imports cif: seties adjusted for seasonal variations; three-month moving averages.

Graph 4

Labour market: number of registeted unemployed; series prepared by the Ministero del Lavoro e della Previdenza
Sociale and adjusted for seasonal variations by the Statistical Office of the European Communities; three-month
moving averages.

Graph 5

Wages and consumer prices: source ISTAT. Agreed minimum wages in industry (excluding family allowances).

Graph 6
Balance of trade: difference in terms of value between exports and impotts, seasonally adjusted.

Graph 7
Bank lending: source Banca d’Italia, Shott-term loans to business and private customers; position at end of month.

Table 1

Source for 1970 and 1971: Relazione generale sulla situazione economica del Paese (1971).
GNP at market prices.

Industrial production : value added by industry at factor cost.

Total exports and imports : goods, services and factor income.

Gross income per employee : income from paid employment (not including social insurance contributions
botrne by the State).

Table 2

Balance exports less imports: as defined for the national accounts.
Unemployment rate: number of unemployed as percentage of labour force (annual average); source ISTAT.
Price index: price index of private consumption adjusted by the GNP deflator, computed from the national accounts.

Table 3

Exports fob, imports cif; the products have been grouped on the basis of the Statistical and Tariff Classification
for International Trade (CST) : food, beverages and tobacco (Groups 0and 1 CST), raw materials, fuel and power
(Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.

Unemployed: series provided by the Ministero del Lavoro e della Previdenza Sociale, adjusted for seasonal variations
by the Statistical Office of the European Communities.

Construction: dwellings authorized in the provincial capitals and in other communes of 20 000 or more inhabitants;
figures adjusted for seasonal variations. .

Private consumets’ expenditure: value index of department store turnovers, adjusted for seasonal variations.
Consumer prices: unadjusted index.

Imports cif, expotts fob, adjusted for seasonal variations.

Balance of trade; difference between values of exports and imports, seasonally adjusted.

Official gold and foreign exchange reserves (net); source Ufficio Italiano dei Cambi; position at end of month,
Gold and gold assets assimilated to gold continue to be calculated on the preceding parity.

Money supply: notes and coin in citculation excluding cash holdings of the credit institutions other than the post
office giro, deposits of residents with the banks (at less than one months’ call), special assets of the Treasury and
non-residents’ holdings in the post office giro; position at end of month,
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F. Netherlands

in the near future.

Economic growth bas slowed down distinctly since April and unemployment bas
shown a strong upward tendency. The first half of the year saw only a relatively
slight fall in the surplus on the balance of payments on current account. Consumer
prices have been climbing more rapidly.

In 1975 faster growth of domestic demand, partly as a result of the more expansion-
ary economic policy, will probably result in a more vigorous increase in economic
activity. The decline in employment should therefore gradually slow down. There
is little hope of the upward movement of consumer prices slackening significantly

1. Recent developments

The principal features of the economic situation
at the beginning of the autummn were relatively
slow growth, a sharp increase in unemployment,
an acceleration of the upward movement of
domestic prices and a comparatively large sur-
plus on the balance of payments on current
account.

Apart from the fall in foreign sales of oil and
oil products, exports of goods increased signific-
antly up to and including the third quarter. The

)
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value of total exports (excluding exports to the
BLEU) in June-July showed a rise of 46.5%
over a year earlier. The tendency for export
prices to go up more slowly was not particularly
marked at least until July. In June-July the
average value of exports was 319 higher than
a year earlier, and 21.5% higher if oil and oil
products are disregarded.

Following a decline in the first quarter, the total
volume of gross fixed asset formation stabilized,
even though trends differed very considerably
from sector to sector. While business invest-
ment in plant and machinery and in motor
vehicles increased, building investment fell
appreciably. Residential construction thus drop-
ped further especially in the third quarter, and
the slow upward tendency in the other branches
of the building industry gave way to an
appreciable decline in the second quarter.

Incomes trends have shown a fairly uneven
pattern this year. Thus, wage and salary in-
comes and transfer payments to the personal
sector rose by 14.5% and 21% respectively.
Agreed hourly wages at the end of September
were 16.9% up on a year earlier. Enter-
preneurial and property income, on the other
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hand, rose by only 4-5%, with firms’ profit
margins on the domestic market squeezed
sharply by the very restrictive prices policy.
Higher taxes and social security contributions
and the steep rise in prices meant that real
personal disposable incomes grew relatively
little.

Following a decline in the first quarter, private
consumers’ expenditure resumed a distinct up-
ward trend. In June-July its value was 12%
and its volume about 2.5% higher than a year
earlier. Sales of passenger cars, which had
dropped sharply after the onset of the oil crisis,
expanded again appreciably.

Industrial production, (seasonally adjusted), did
not see any rise since the first quarter. Output
in manufacturing even fell, and building activity

Ind ial ducti 1963 = 100
ndustrial production Semi-Log scale
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was distinctly slipping up to and indluding the
third quarter. Real gross domestic product in
1974 as a whole is still likely to grow by 2%
t0 3%.

The situation on the labour market continued
to deteriorate sharply. Employment in the
construction sector fell appreciably, mainly as a
result of the downturn in residential construc-
tion. The generally slow growth of production
in manufacturing and the setvice industries also
had an unfavourable influence on employment.
In the ten months to the end of October the
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number of unemployed rose by some 41,500,
taking the unemployment rate to 3.4% of the
labour force. Unemployment among the young
rose particularly sharply. This was probably

Labour market (thousands)
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due in part to the introduction of a statutory
minimum wage for employees under the age of
twenty-three and to the extension of compulsory
schooling to sixteen- and seventeen-year-old
employees.

So far the upsurge of prices on the domestic
market has shown no sign of slowing down.
The wholesale price index for raw materials and
semi-manufactures rose in July-August by a total
of 3%. The increase for manufactures was
smaller, however. The upward movement of
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consumer prices has accelerated since June, in
part probably as a result of the relaxation of the
prices policy. In October the price index for



Netherlands

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Source : Business survey of the Centraal Bureau voor de Statistiek.
Note : The survey includes construction but not paper, petroleum, non-metallic minerals.

GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :

by 0.03 for the answer ‘‘above normal”, or ““up”’;
by 0.02 for the answer ‘‘normal”, or ‘‘no change’;
by 0.01 for the answer ‘‘below normal”, or ‘‘down’".






private consumption expenditure by wage and
salary earners’ households was some 10.7% up
on a year earlier. Labour costs have also risen
very steeply this year.

After expanding briskly in the first quarter, the
volume of imports other than oil and oil
products, rose only slowly up to July. If oil
and oil products are included, the volume (ex-
cluding imports from the BLEU) in June-July,
was some 3% higher than a year earlier. Since
March the upward tendency of import prices
has slowed down distinctly. In June-July, the
approximate increase in the average value of
total imports over a year earlier was 40.5% and
if oil and oil products are excluded, 18%.
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Despite an adverse swing of about 514 % in the
terms of trade, the trade deficit, at some Fl.
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2,000 million, increased only slightly in the first
half of the year. The balance of payments on
current account even showed a surplus of some
Fl. 1,700 million compared to Fl. 2,000 million
in the second half of 1973.

During the first eight months of the year there
was a sharp increase of 19.5% in domestic liqui-
dity (M2) mainly because of domestic liquidity
creation, both by lending to the private sector
and by the public authorities’ cash transactions.
However, the inflows of liquidity from abroad
also remained substantial.

1973

974
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Demand for and supply of goods and services

19722 19732 I 19743 l 19753
At
cutrent % change on preceding year
prices
(in F1
000
million) Volume Value |Volume Value Volume
Exports* 69.04 | + 121 +19.7 | + 4% + 31 + 41
Gross fixed asset formation 3522+ 63 4122~ 5 4+ 6Y% + 2
Public current expenditure on goods and
services 2458 [ 4+ 0.7 +122 |+ 3 + 19 + 3
Private consumers’ expenditure 8222 | 4+ 21 +113 )4+ 3 + 131, + 3
Gross national product 147.26 | + 4.0 + 125 | 4+ 2%3 + 12 + 3
Imports* 6530 | + 119 4204 | — 1% + 321 + 4

1 Nationale Rekeningen 1973, CBS.
2 Centrazl Planbureau.

3 Estimates.

4 Goods and setvices.

2. Outlook

The world economic situation, the outcome of
the current wage negotiations and orientation of
the economic policy pursued and the investment
propensity are major factors of uncertainty that
make the future trend of the economy difficult
to predict.

Given the assumptions made in this survey con-
cerning the trading partners’ imports and taking
into account certain spectal factors (e.g. oil),
exports of goods will continue to expand with
the prices of exports of natural gas likely to rise
considerably.

The growth of domestic expenditure will on
balance probably speed up, especially in the
field of investment. Thus the draft government
budget for 1975 provides for a quite appreciable
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increase in public authority investment. After
the sharp drop in 1974, residential construction
should expand again somewhat during 1975,
Although the propensity to invest of enterprises
is unlikely to improve much, business invest-
ment (excluding investment in residential con-
struction ) can be expected to grow somewhat as
a result of the disappearance of some special
factors in the transport equipment sector.

With the rise in wage and transfer incomes
showing little if any slackening and the trend in
the incomes of the self-employed much more
favourable, the increase in personal disposable
incomes will be greater than in 1974, especially
in view of tax concessions and relatively slow
growth of social security premiums. Although
the savings ratio could increase again a little
after declining in 1974, private consumers’ ex-
penditure is consequently likely to expand some-



what mote than in 1974 in terms of both value
and volume.

With the expansion of overall demand generally
somewhat more vigorous, production may grow
a little more rapidly. Building output should
stabilize and may gradually tend upwards again.

There will probably be very little improvement
in the situation on the labour market before
mid-1975. While there are plans to increase
the number of employed in the public service
more sharply than in 1974 and while the num-
bers employed in building and construction
could go up again, total employment will pro-
bably remain on a falling trend until mid-1975,
held back by the generally relatively moderate
growth of production and the lack of much
improvement in the profitability of the enter-
prise sector. Unemployment may therefore rise
further, although at a slower rate.

With the expansion of final demand and of
stockbuilding speeding up, the volume of
imports of goods will tend to grow more vigo-
rously. There could be a further slowdown
of the rise in import prices as a result of the
relatively moderate expansion of world trade.
The expected improvement in the terms of trade
to be produced mainly by the sharp rise in
prices for natural gas exports, should lead to a
renewed reduction in the trade deficit.

In view of the upward thrust of domestic costs
which is still strong and the less restrictive prices
policy, there is little likelihood of the rate of
consumet price increases slowing down signifi-
cantly before the second quarter of 1975.

A serious deterioration in the employment
situation, persistence of vigorous domestic cost
inflation and a further increase in the large sur-
plus on the balance of payments on current
account will be the basic issues for the Dutch
economic policy at the beginning of 1975. In
the shont term, a more expansionary budgetary
policy, and in particular the decision not to
increase taxes and social security contributions,
will probably bring an improvement in the cost
and employment situation at home. In the
longer term, however, increased business invest-
ment is also essential if a drastic reduction in
unemployment is to be achieved.

Major economic policy measures

March 1974:

— The Nederlandsche Bank announced that the
limit on sight and savings deposits on which
interest may be paid to non-residents would be
raised from Fl. 50,000 to Fl. 100,000,

— The Governmeni, acting under the Special
Powers Act issued a regulation on terms of em-
ployment in the public service, raising the sala-
ries of public servants and assimilated employees
by Fl. 30 per month, with effect from 1 January
1974.

— A draft law tabled to raise the tax-free
amounts for wage and other income tax by 6.3%
with effect from 1 July 1974; this is estimated
to cost Fl. 750 million a year in lost tax revenue.

— The Government will spend an extra Fl.
600 million, and the local authorities an extra
Fl. 135 million to allow for rising prices.

— A law was promulgated on the promotion of
investment in certain parts of the country, but
the date on which it enters into force bas yet to

be fixed.

— The investment allowance is to be reintrod-
uced. Under a new regulation firms may deduct
2 x 4% of the purchasing cost of plant and
machinery from their taxable profits.  In
addition, a draft law was announced raising the
investment allowance for industrid buildings
from 2 x 5% to 2 x 8%, likewise with effect
from 20 March. A draft law authorizing the
investment allowance for plant and machinery
was tabled on 3 May 1974.

— The Nederlandsche Bank, as the authority
supervising the banking system, reached an
agreement with the Nederlandsche savings banks
association concerning the introduction of a
so-called liquidity reserve for savings banks.

— Announcement of the 1974 measures for the
promotion of residential construction as part of
the efforts to combat a recession; estimated ex-
penditure: Fl. 100 million.

— Promaulgation of an amendment to the Sup-
plementary Rent Subsidy Order, setting out the
conditions for payment of further subsidies to
offset rent increases after radical property
improvement.
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April:

— Discussion between the Nederlandsche Bank
and the representative organizations of the com-
mercial and agricultural banks led to an agree-
ment in principle concerning the tightening up
of indirect credit controls.

— In future it will be compulsory for young
persons of fifteen years of age to attend school
two days a week, and for sixteen-year-olds to
attend school one day a week.

— A draft law was tabled amending the 1947
bousing law; only partial liberalization is now
possible in certain regions, and complete or
partial bousing control may be reintroduced in
those regions already liberalized.

— With effect from 1 April 1974, or following
the expiry of existing wage agreements, adult
wage and salary earners receive, in addition to
the supplement of Fl. 30 per month already
approved, a third supplement of Fl. 15 per
month. The increase may also be granted in the
form of some other improvement in employces’
remuneration. Three months after the end of the
wage agreement year, an advance of at least
Fl. 450 per year must be granted on the three
percent price compensatory amount to be offset
in two instalments of 1.5% each against sub-
sequent index-linked increases. In the case of
the index-linked increase due six months after
the end of the wage agreement year, a threshold
of 0.3% must be taken into account. The re-
maining compensation for rising prices will then
bave to be at least Fl. 160 for each percent of
price increase.

— The seventh amendment to the 1973 price
regulation for goods and services authorized the
distributive trades to raise their margins by
5.7%, with effect from 8 April 1974. Further-
more, since 1 May the distributive trades need
no longer observers the waiting period introduc-
ed on 23 January before passing on price
increases.

— The Government proposed that the mini-
mum holiday allowance be raised from 6 to 7%
with effect from the leave year 1973/1974 and

the minimum wage and holiday allowance law

be amended accordingly. The law introducing
these amendments was published on 21 June.
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May:

— A draft law was tabled (a) authorizing the
2 x 4% investment allowance for industrial
plant and machinery, introduced by regulation
with effect from 20 March, and (b) raising the
allowance on industrial and commercial buildings
from 2 x 5% to 2 x 8%, likewise with effect
from 20 March.

— With effect from 1 May 1974, old-age and
survivors’ pensions were increased by 3.5%,
after wage and salary earners bad been promised
a price compensatory advance. The increase in
pensions was in anticipation of the normal
adjustment due on 1 July of social insurance
benefits to the movement of wages and salaries.

— Announcement of new measures to promote
the improvement of private and publicly assisted
post-war housing.

— Firms above a certain size must continue to
notify price increases one month in advance
(1974 regulation concerning the compulsory '
notification of increases in the prices of goods
and services). With effect from 1 July, food
and drink retailers, with the exception of but-
chers, were no longer subject to this require-
ment.

— Eighth amendment to the 1973 price regula-
tion for goods and services. With effect from
1 June 1974 manufacturers and service under-
takings are also free to implement price increases
without observing a waiting period.

—- Firms short of liquidity because of the oil
crisis may obtain bridging loans guaranteed by
the State (1974 regulation on bridging loans).

June:

— The Minister of Housing and Town and
Country Planning announces that local autho-
rities could guarantee mortgage loans for new
dwellings up to 100% instead of 95%.

— A draft law was tabled amending the invest-
ment law to permit the Post Office Savings
Bank and the postal cheque and giro institution
to invest their funds in debt instruments drawn
on individuals.

~— The Nederlandsche Bank announced that for
the period 20 June-18 September 1974 the quota
for money market operators’ average recourse to
central bank credit at official rates totalled a
little over Fl. 700 million,



— The Minister of Social Affairs asked the
Sociaal-Economische Raad for an opinion on a
revised system of indexing the statutory mini-
mum wage, and on the related problem of the
relationship between the net minimum wage and
social security benefits.

— Publication of a law increasing, with effect
from 1 July 1974, the tax-free amounts for wage
and other income tax to help boost domestic
expenditure.

— The Minister of Finance announced in the
Second Chamber that after discussion with the
Nederlandsche Bank new provisions had been
adopted on the distribution of the latters’
profits.

— Publication of the 1974 price regulation for
goods and services authorizing industry and the
services sector to pass on 509 and 85%
respectively of the increased wage and salary
costs arising in the second half of 1974. From
30 June, packaging costs are incladed in allow-
able costs. Traders’ gross margins may be
raised by 3% from 1 July. Drink and food
(with the exception of butchers) are not subject
to the provisions of this regulation.

July:

— Increase of the legal minimum wage by
about 10.7% as from 1st July. It amounts
from now on to Fl. 1,190.80 per month, Fl.
274.80 per week or Fl. 54.96 per day.

— Old age and survivors’ pensions were in-
creased by about 7% from 1 July 1974. This
brought the pension for married couples and
widows with children to Fl. 10,356 a year or
Fl. 863 a month, and that for single persons and
widows without children to Fl. 7,314 a year or
Fl. 609.50 a month.

— Family allowances were raised by some
10.7%, except for the first child, from 1 July
1974.

— The Nederlandsche Bank announced that
banks’ liquidity reserve ratio for short-term
deposits would remain at 9% for the period
18 July-21 August 1974, which in view of the
conditions prevailing on the money market
would reduce the banking system’s free liquidity
margin from some 1.5% to between 0.5 and
1% of short-term deposits.

— The Nederlandsche Bank announced that it
had been arranged with the banks to expand the
agreement on export financing.

— Amendment to the 1963 regulation on the
import and export of industrial products, to the
effect that imports and exports of crude petro-
leum products would no longer be subject to
licensing under the law on imports and exports.

— Publication of a general administrative regu-
lation establishing national standards concerning
the details of the assistance required to bring
resources to subsistence level. This regulation
raised subsistence allowances to the level of the
net minimum wage.

— Publication of a regulation on subsidies for
part-time compulsory schooling in 1974-1975,
laying down that in the period 1 August 1974 to
31 July 1975 subsidy of Fl. 20 a week will be
paid to employers who for two days a week
employ a worker who has to attend part-time
school.

— A draft law was tabled on the spreading over
several years of operating expenses connected
with future changes in wages and salaries or
prices.  The main purpose is to celiminate the
possibility of deducting from taxable profits
pension costs arising from an expected increase
after the end of the fiscal year. The law is to
apply with retroactive cffect to 1973 personal
income and corporation tax (1973/1974).

— Announcement of a training programme for
the metal-working industry which provides for
the payment of a subsidy to enterprises of some
Fl. 35 per man/day for training costs and an
allowance of Fl. 30 a week to each worker
participating in the programme.

August:

— Publication of a number of short-term mea-
sures to assist farmers, including:

— measures to influence demand for and supply
of beef and veal;

— guarantees for loans for the purchase of oil
by the farming and fishing industries;

— fixing of the price of natural gas for market
gardeners at a level lower than that for the
oil equivalent;

— extension until the end of 1974 of the time
limit for the payment of 1973 income tax;
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— increase in flat-rate VAT from 4.25% to
6% until 1 February 1975 at the latest.

— A report was presented to the Second Cham-
ber on the bhousing and subsidy policy. The
measures proposed included the institution of a
system of income-related rents and of a system
of subsidizing and financing rented dwellings on
the basis of “dynamic” costs.

September:

— The central government budget proposed for
1975 was submitted to the Parliament on 17
September. It envisaged expenditure amounting
to Fl. 62,800 million, which, in comparison with
the budget proposal and with the estimated
outcome for 1974, represented increases of
23.1% and 16.7%, respectively. The receipts
were estimated at Fl. 58,200 million, corres-
ponding to increases of 18.8% and 15.9%,
respectively. The net deficit to be financed
increased from Fl. 2,800 million in 1974 to
Fl. 3,600 million in 1975.

— On 19 September the Nederlandsche Bank
raised the banks’ liquidity reserve ratio for short-
term deposits from 9 to 9.5%.

October:

— On 17 October the Nederlandsche Bank
raised the banks’ liquidity reserve ratio for short-
term deposits from 9.5 to 10%.

— The interest rates applied by the Neder-
landsche Bank were lowered by one point as
from 28 October, the discount rate being
reduced to 7%.

November:

— The Government announced a new package
of stimulative measures amounting to a total of

about Fl. 3,600 million (1.9% of GNP in
1974).

— Lowering of taxes on wages and salaries and
other incomes as from 1 April 1975 (840
million). For the time being this measure
is applicable only for the year 1975.

— The Government abstained from raising the
unemployment insurance premium by 0.6%
as originally foreseen (400 million).

— The Government covered 0.5 points of em-
ployers’ contributions to the system of
family allowances (500 million).

— Increase of the investment allowance for
industrial buildings (see measures: March
1974) from 8 to 12%. This allowance is
valid for two years for investments for which
orders have been placed in the period from
18 November 1974 to 18 November 1975
(240 million).

— The accelerated depreciation rate applicable
for investment in industrial buildings outside
the Randstad (West) is increased from
16 2/3 to 20% (60 million).

— New credits for public investment (800
million).

— New subsidies for dwelling construction
(115 million).

— New transfers to local authorities (170 mil-
lion).

— Assistance to enterprises in difficulties and
to small and mediumsized enterprises in
general (250 million).

— Recycling measures, promotion of profes-
sional and geographical mobility of un-
employed and strengthening of employment
exchange offices.



TABLE 1 : Key indicators

Netherlands

1969 1970 1971 1972 1973 1973
% change by volume Indices
on preceding year 1970=100
Gross domestic product + 7.0 + 7.2 + 4.0 4+ 4.8 + 3.7 113
Industrial production + 8,0 + 7.5 + 6,0 + 4.7 4+ 6.3 118
Imports + 14.2 + 14.5 4+ 6.3 + 5.7 + 11.6 125
Private consumers’ expenditure + 7.5 + 7.8 + 34 + 3.6 + 24 109
Public current expenditure on goods
and services + 4.2 4+ 6.3 + 3.6 + 2.3 + 0.7 106
Gross fixed asset formation - 241 + 10.1 + 3.3 - 2.2 + 6.5 108
Exports + 15.5 + 12,4 + 10.9 + 10.8 + 12.2 138
Gross domestic product per head of
population + 5.8 + 5.5 + 2.6 4+ 29 + 3.8 110
Gross domestic product per person in
employment + 5.3 + 6.0 4+ 33 + 5.2 + 43 114
% change by value
on preceding year
Gross income per employce + 13.2 | + 12.7 I 4 13.3 I + 12.8 + 14.0 146
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Cutrrent account balance
in million Eur + 4 | — 503 | — 174 | +1045 |+ 1413
as percentage of GDP 4+ 0.1 - 16 |- 05 |4+ 25 |+ 3.0
Unemployment rate 1.4 1.2 1.4 2.4 2.4
Price index of private consumption
(% change on preceding year) + 67 |+ 42 |+ 80 [+ 83 |+ 94
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Netherlands

TABLE 3 : Foreign trade (at current prices)

% change on preceding year Mg:ll;’“ t?o‘t:l{
1969 | 1070 | 1971 | 1972 | 1973 1973 1973
Visible exports
Total + 19.6 |+ 18.8 1.8 |+ 12,5 |+ 25.3 19 255 100
Intra-EEC + 25.1 |+ 22,0 |— 9.0 |+ 14.8 |4+ 22.68 13 969 72.5
To non-EEC countries + 12.1 |+ 12.7 9.9+ 9.4+ 32.8 5 286 27.5
Exports of food, beverages and tobacco
Total + 154 |+ 185 |— 3.0 {4+ 10.1 |+ 13.8 8 751 19.5
Intra-EEC +19.6 |+ 228 |— 5.8+ 16.5 [+ 6.6 2 851 14.8
To non-EEC countries + 7.8+ 98 3.6 |— 3.2+ 45.0 900 4.7
Exports of raw materials, fuel and power
Total + 20.0 [+ 81.8 |+ 2.7 (+ 10.1 [+ 8.5 3 256 16.9
Intra-EEC + 28.0 (+ 848 [— 52+ 11.7 [+ 3.4 2 445 12.7
To non-EEC countries + 11.7 [+ 27.2 [+ 16.0 [+ 8.0 [+ 27.4 811 4.2
Exports of semi-finished and finished industrial goods
Total + 21.1 [+ 145 2.8 |+ 14.2 1+ 34.9 12 248 63.6
Intra-EEC + 27.6 |+ 17.9 [— 11.8 |+ 15.0 |+ 86.5 8 673 45.0
To non-EEC countries + 18.4 |+ 10.0 10.0 |+ 13.3 |+ 81.2 3 575 18.6
Visible imports
Total + 1783 |+ 23.0|— 7.3 |+ 5.5+ 23.6 19 539 100
Intra-EEC 4+ 19.2 |4+ 22,1 [—- 23.4 [+ 7.9 [+ 211 11 923 61.0
From non-EEC countries + 16.0 |+ 24.1 |+ 13.2 |4+ 8.3 {+ 27.8 7 616 39.0
Imports of food, beverages and tobacco
Total + 19.0 |+ 13,6 |— 7.1 |+ 11.2 |+ 16.8 2 400 12.3
Intra-EEC + 49.4 |+ 5.1 |— 24.7 |+ 28.11— 8.7 893 4.6
From non-EEC countries + 54|+ 188 |+ 29|+ 4.3]+ 40.1 1 507 7.9
Imports of raw materials, fuel and power
Total + 13.8 |+ 24.8 |4 10.9 {4+ 8.2 |+ 185 4 079 20.9
Intra-EEC + 80|+ 7.1 (|-179|— 26— 3.7 589 3.0
From non-EEC countries + 16.9 |+ 28.7 |+ 17.0 |+ 9.8 |+ 23.3 3 490 17.9
Tmports of somi-finished and finished Industrial goods
Total 4+ 18.1 [+ 245 | — 129 |4+ 3.2 |+ 26.7 13 061 66.8
Intra-EEC + 18.1 |+ 25.8 [— 23.7 [+ 6.9{4+ 265 10 442 53.4
From non-EEC countries + 18,1 [+ 225 |+ 14.2|— 20|+ 27.6 2 619 13.4
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar. | Apr. May | June July | Aug. | Sept. | Oct. Nov. Dec.
Industrial production 1972 209.7 | 206.6| 205.1% 210.1( 207.6| 203.6| 213.2| 214.6| 216.5| 220.6| 218.3| 224.2
(1963 = 100) 1973 2274 229.3) 2175 224.8; 2266 214.6| 228.1| 230.3| 228.4| 243.6| 238.5| 235.1
1974 240.7 | 243.5| 240.9| 2324 245.6| 2346 2460 243.6
Unemployed 1972 97.6| 105.5| 1083 113.4| 1152 117.9| 118.4| 118.1| 118.1| 119.2| 121.1| 1164
(1 000) 1973 1158 119.0| 119.9| 118.4| 115.1| 115.5| 115.9| 117.0)| 116.1| 1170 117.0| 118.6
1974 1240 | 124.0 1303 | 131.9| 135.6| 139.6| 1452 | 151.4| 153.3| 157.8
Permits for residential con- | 1972 15.6 13.2 13.3 12.8 14.4 13.7 14.3 13.1 14.5 10.4 14.6 14.4
struction (1 000) 1973 13.4 13.8 11.4 15.4 11.0 12.3 13.1 10.1 12.3 11.6 10.6 10.7
1974 9.8 10.6 12.5 8.9 9.9 10.3 11.5 6.8
Department store turnover | 1972 248 260 270 246 263 278 252 274 287 264 279 283
(1963 = 100) 1973 267 288 284 268 285 298 272 285 297 297 293 314
1974 305 323 309 316 324 308 319
Consumer prices 1972 112.1 | 1129 113.9| 1155} 1158 | 116.1| 115.7 | 116.6 | 117.6{ 119.1| 119.6| 120.0
(1970 = 100) 1973 121.0| 1216 122.7| 124.6; 1254 | 125.7| 125.5| 126.0| 127.5| 128.6) 120.5| 130.1
1974 131.1 | 132.3| 134.4| 136.3| 136.8| 137.3| 187.7| 138.7| 140.8
Visible imports 1972 1215| 1293 1323 1278 1269 1292 1122 1364 1312 1409 1447 1375
(million Eur) 1973 1663 1517 1632 1479 1656 1467 1567 1618 1703 1841 1829 1640
1974 1991) 1949} 2228 2202 2330 2157
Visible exports 1972 1173 1224 1270 1188 1302 1239 1140 1355 1259 1307 1359 1287
{million Eur) 1973 1632 1631 1549 1439 1738; 1496 1487 1550 1539 1776 | 1801 1520
1974 1952) 2054 2132| 2203 2346 2097
Balance of trade 1972 | — 421 — 69| —~ 83— 89|+ 33| —- 63|+ 18| — 9| — 54— 102| — 88| - 88
(million Eur) 1978 | + 69| + 114 — 831 — 40|+ 824 28| — 80| — 68| — 164 — 651 — 29| — 121
1974 | — 391+ 1051 — 96|+ 2|+ 16| — 61
Official gold and foreign | 1972 | 3615] 3701 | 4082 | 4041 | 4027| 4094 ] 458L| 4570] 4566| 4540] 4478 | 4458
exchange reserves 1978 44281 4648| 51341 5097 4808 | 4743 | 4470{ 4409 4535| 5177 5270| 5 609
(million Eur) 1974 | 5184 5192) 5086 4756 4801 | 4630] 4716] 4998) 55811 5785
Money supply 1972 8760 89461 9440 | 95641 9515 9629 987010123 10245 9991 10 198 10 129
(million Eur) 1978 | 10 319 | 10 517 | 10 921 | 11 006 | 10 761 | 10 554 | 10 191 | 10 064 | 10 246 | 10 127 | 10 285 | 10 130
1074 | 10 157 | 10 446 | 10 511 | 10 525 | 10 819 | 10 753 | 10 618
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Netherlands

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into Eur (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not yet been taken into account, except for
1973 in Table 3.

Graph 1
Exports fob, Series adjusted for seasonal variations; three-month moving averages.

Graph 2

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations;
three-month moving averages.

Graph 3
Labour market: series adjusted for seasonal variations; three-month moving averages; position at end of month.

Graph 4

Index of consumer prices.
Indices of agreed houtly wages in private sectot.

Graph 5
Imports cif. Seties adjusted for seasonal variations; three-month moving averages.

Graph 6

Balance of trade: difference between the seasonally adjusted figures of imports and exports.

Graph 7
Bank lending: short-term bank loans, position at end of month.

Table 1

Source: Nationale Rekeningen 1973, CBS.

GDP at market prices.

Industrial production: value added by industry inclusive construction,
Exports and imports: goods and services.

Gross income per employee: income from employment.

Table 2

Cutrrent account balance: as defined for the national accounts.
Unemployment rate: number of unemployed as percentage of the civilian labour force in employment. Source:
CBS.

Price index of private consumption computed from the national accounts.

Table 3

Exports fob, impotts cif; the fproducts have been grouped on the basis of the Statistical and Tariff Classification for
International Trade (CST): food, beverages and tobacco (Groups 0 and 1 CST), raw materials, fuel and power
(Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production: adjusted for seasonal variations, excluding construction, food, beverages and tobacco
Unemployed: end-of-month figures, adjusted for seasonal variations.

Seasonally adjusted number of dwellings authorized.

Seasonally adjusted index of department store turnovet.

Importts cif, exports fob; adjusted for seasonal variations.

Balance of trade: difference between the seasonally adjusted figures of imports and exports.

Official gold and foreign exchange reserves: gross reserves of gold and foreign exchange in the Nederlandsche Bank
at end of month. '

Money supply: notes and coin in circulation excluding cash holdings of monetary institutions, plus sight depos-
its with banks; position at end of month, adjusted for seasonal variations,
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G Belgo-Luxembourg Economic Union

After expanding at a very rapid pace at the beginning of the year since the second
quarter the underlying trend of economic activity has shown signs of slowing down.
For the past few months, new orderbooks have tended to shorten and the growth
of private consumption seems to have passed its peak. The number of unemployed
has risen. Prices have continued to rise very rapidly.

Since the expansionary factors in the economy are at present comparatively weak,
a slowdown in the rate of expansion must be expected in the coming months.
Prices could go on rising at a very rapid pace.

1. Recent developments

The rate of growth of activity which, in the first
half of 1974, had been given a powerful boost
by export demand, heavy spending by house-
holds on durables and house building, has started
to decline. The EC-business survey carried out
by the Banque Nationale shows since May a
distinct cooling off of the business climate.

After expanding rapidly, partly as a result of a
speculation-induced acceleration in new orders,
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export demand has slowed to some extent—
mainly as a consequence of the economic trends
on the principal export-markets. The value
of exports showed no rise from May to July.
For the months June-July, the figures were ne-
vertheless 34.3% up on the corresponding
period in 1973. The sharpest rise was in sales
to non-member countries.

Domestic demand was on the whole very
buoyant at the beginning of the year, but its
various components have subsequently displayed
diverging trends. Fixed investment thus ex-
panded briskly, especially in industry, where the
pressure of demand on production capacity, ra-
tionalization programmes and—to some extent
—the expectation of higher prices, all contri-
buted to this trend. Demand in residential
construction—with the exception of public
housing—remained particularly vigorous, des-
pite rises in costs and interest rates on mortgage
loans. The level of public investment continued
to be very high.

In terms of value, private consumption increased
sharply as a result of a decline in the propensity
to save and substantial rises in money wages.

At the end of September, the index of average
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gross hourly earnings in industry was 22.7%
higher than a year eatlier, mainly because the
sliding scale was triggered off repeatedly. But at
constant prices, private consumption probably
marked time as the impetus provided by the
wave of speculative buying, seen at the beginning
of the year, ran out of steam. Public authority
expenditure was driven sharply upwards by
increases in the prices of goods and services and
by the effects of the indexation of many catego-
ries of expenditure, in particular wages and
salaries.

Following a period of very brisk expansion, the
rate of growth of prduction slowed down from
the second quarter onwards. Other than by
demand, the trend was influenced by labour
disputes and structural problems in certain sec-
tors such as the automobile and textile in-

dustries. The seasonally adjusted rise in the
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index of industrial production fell from 7.0% in
the first quarter to 0.5% in the second. In
June-July, it was nevertheless 8.6% up on the
corresponding period in 1973. Overall activity
in construction, particularly housebuilding, re-
mained very brisk.

Imports expanded very rapidly in value mainly
as a result of the sharp increases in the price of
oil products and other raw materials. In June-
July, total imports were 44.2% up on the cor-
responding period of the previous year. Imports
from non-member countries grew almost twice
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as quickly as imports from Community coun-
tries.

The situation on the labour market began to
ease. The total of wholly unemployed has been
showing a sharper upward tendency since March
1974. This rise reflects a very appreciable in-
crease in the number of unemployed women,
especially in textiles, clothing, services and the
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distributive trades. Nevertheless, in October,
also the number of unemployed men started to
rise. Overall, the seasonally adjusted unem-
ployment rate in October was 3.4% as against
2.8% a year earlier. The number of unfilled
vacancies, which had fluctuated around the high
figure of 16,100 (seasonally adjusted) during
the first half of the year, has fallen fainly sharply
in the past few months. The figure for October
was about half the level twelve months earlier.
There was also an appreciable increase in short-



Belgium

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to the questions in the EEC business survey, carried out in Belgium by the National Bank.

GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :

by 0.03 for the answer **above normal”, or ‘‘up”;
by 0.02 for the answer ‘‘normal’, or ‘‘no change”’;
by 0.01 for the answer ‘‘below normal”, or ‘‘down’’.






time working in certain industries, such as metal-
working.

Consumer prices have continued to rise rapidly.
In October, the index was 15.8% higher than

Wages and consumer prices 1970 = 100
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Balance of trade

for the corresponding month in 1973. How-
ever, the situation on the prices front is begin-
ning to show signs of easing in the field of
wholesale trade.

The overall balance of payments surplus in the
first eight months of the year was far higher
than for the same period last year (Bfrs. 29,000
million as against Bfrs. 8,400 million). This
improvement was exclusively due to a substan-
tial net inflow of capital—compared with net
outflows in the past. Thus purchases of foreign
securities declined and direct investment in Bel-
gium rose. By contrast, the position on current
account deteriorated: the surplus was down to
Bfrs.22,000 million for the first eight months of
the year as compared with Bfrs. 28,000 million
the year before.
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The increase in domestic liquidity was much less
marked in the second quarter than in the first.
The reasons were that the public authorities
looked less to monetary means to finance their
deficits and that bank lending to business and
private customers was cutbed by the restrictive
measures introduced. The rise in short-term
interest rates has levelled off and some dedline
was seen as from October. Long-term rates
remained on a high level.
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Demand for and supply of goods and services

19721 1973 2 | 19742 ‘ 1975 ¢
At
current o .
prices % change on preceding year
(in BF
'000
million)
Volume Value |Volume Value Volume
Exports 3 679.0 | + 12Y, + 21 + 6 4+ 261 4+ 514
Gross fixed asset formation 317 |+ 7% +16% | + 5% 4 19 + 1
Public current expenditure on goods and
services 2312 {4+ 5 + 14 + 4 418 + 31
Private consumers’ expenditure 9468 | + 6 + 13 4+ 3% + 16% + 31
Gross domestic product 1,5618 | + 5.7 +13% | + 4 415 + 3
Imports * 6415 | + 14 +23Y% | 4+ 6 4+ 321, 4+ 5

1 Institut national de Statistique (INS).
2 Estimates.
3 Goods and services.

2. Outlook

The slackening of economic activity evident at
the beginning of the autumn may become some-
what more pronounced in the coming months.
Nevertheless, it will probably take some time
for the upward movement of prices to ease off.

In view of the underlying slowdown in the flow
of new orders, and the drop in the prices of
certain products, exports must be expected to
grow less fast both in value and in volume
terms.

Some components of domestic demand could
turn out to be less buoyant in the months to
come. There could be a lull in business invest-
ment following the rapid expansion at the
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beginning of the year, while investment in
housing is likely to fall off sharply in the course
of 1975 as a result of the high cost of mortgage
loans, credit restrictions and specific measures
curbing the building of large blocks of flats.
Expenditure already authorized and appropria-
tions contained in the 1975 budget would sug-
gest that public sector investment will see only
a moderate increase.

Tax concessions accorded to the lower and
middle income group, wage increases resulting
from new collective agreement and the applica-
tion of sliding-scale clauses, could make for a
further buoyant expansion of private consumers’
expenditure, despite the subsiding of the wave
of speculative buying and the stagnation in em-
ployment. Judging from the draft central govern-
ment budget for 1975, public current expendi-



ture will also continue to rise at a fairly rapid
pace.

In industry, where order books have been
tending to shorten since the beginning of the
autumn, production is likely to expand slowly in
1975.

Unemployment could go on rising in the coming
months, since firms faced with cash problems
and a more sluggish trend in demand will pro-
bably be more reluctant to take on new workers.
The growth rate of imports in terms of volume
is likely to slow down as a result of the slower
expansion of domestic demand. In view of the
drop in the prices of certain major raw materials,
for which the present slowdown in economic
activity in the principal industrialized countries
is partly responsible, imports in value terms will
probably also rise less rapidly than at the begin-
ning of 1974. Nevertheless, the current account
position could deteriorate still further.

Prices will probably continue to rise fairly
briskly for some months yet. Slower rises in
import prices and the levelling-off of wholesale
prices should exert a dampening impact upon
the trend of consumer prices. Nevertheless, the
continued and substantial rise in wage costs as
well as expected increases of public charges will
continue to exert upwards pressure on the price
index.

Following a period of comparatively slow price
rises and a favourable labour market situation in
recent years, Belgium has been faced in 1974,
with a rapid acceleration in the rise of consum-
er prices and mounting unemployment. The
principal problem for economic policy, therefore,
is to curb the upward movement of prices with-
out bringing about a further deterioration in the
labour market situation. To solve this problem,
substantial progress must be made in containing
cost increases.

Major economic policy measures

June 1974:

— The Belgian Government drew up an anti-
inflationary programme. The measures imple-
menting this plan were taken during the follow-

ing months. Their main objective was to limit
the growth of demand by means of budgetary,
monetary, credit and prices policy measures.

— The temporary arrangement fixing the pe-
riod of prior notification of price increases at
three months instead of two was extended until
1 October.

— The Minister of Economic Affairs laid down
the rules, applicable from 1 December, for cal-
culating the maximum retail prices of imported
books and periodicals.

— Various measures were taken concerning
prices. the prices of cigars, cigarillos, tobacco and
codl for industry and domestic use were in-
creased. This last measure would bring the
mines a projected Bfrs. 3,000 million in addit-
ional revenue in a full year, and this might result
in certain cuts in the government subsidies to
the coalmining industry.

— The Minister of Finance published a notice
for employers showing the flatrate reductions
they could make in the advance payment on
wage tax due on the basis of the scales at present
in force for wages and salaries paid from 1 July
1974. The Government would later put before
Parliament proposed amendments to the per-
sonal income tax arrangements for small and
medium-sized occupational incomes.

— All enterprises were placed under the obliga-
tion to notify the Price Commission five days
before bringing into force any total or partial
increase planned in the light of the Minister’s
decision following bis examination of the notice
of the intended increase.

— At the end of the month the CGER decided
to suspend new lending until 1 September 1974.
This measure concerned all forms of lending to
private customers and to business.

July:

— For a six-month period, starting from 2 july,
the deposit for hire purchase sales was increased
by 10% and the repayment periods for persondl
loans cut depending on the amount. The
deposit for the purchase of a car rose from 40 to
50% and the repayment period for amounts
over Bfrs. 100,000 was reduced from 24 to
15 montbs.

— The financial intermediaries decided on a
general increase in interest rates paid on short-
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term deposits as from 1 July. Rates of interest
paid on savings book deposits were not changed.

— With effect from 8 July, the Banque Natio-
nale acted to increase both the rate applied to
rediscounted bills and the rate for advances
against collateral. As regards the base rate
(8.75%) it now applies to only balf the upper
limit for rediscount attributed to each bank. A
higher rate (about 10%) is applied to the other
half. For advances against collateral, only those
not exceeding a certain quota will benefit from
the 9.5% rate. Above this quota and up to the
credit ceiling which each bank has with the
Banque Nationale the rate is higher than 9.5%.

— The Banque Nationale made a recommen-
dation to the principal financial intermediaries
as part of the government’s anti-inflationary pro-
gramme. This recommendation covered the
four-month period up to the end of October and
followed on from that of 29 March which
expired at the end of June. Its purpose was to
place even tighter limits than previously on the
growth of lending. The liquidity reserve ratios
for the funds of the financial intermediaries were
left unchanged. At the Governments request,
it was made possible to subscribe to up to Bfrs.
6,000 million of special interestbearing Treasury
certificates to constitute this reserve; the remain-
der still bad to be frozem in interest-free accounts
at the Banque Nationale. The credit controls,
introduced by the recommendation of 29 March,
were tightened. At the end of October, the
volume of utilized credit granted originally by
banks was not to exceed that at the end of June
by more than 2.85%. Similar restrictions were
tmposed on new lending by the other categories
of financial intermediaries. In addition the
financial institutions were requested to be selec-
tive in their lending, with priority to be given
to export credit loans, subsidized investment
credit and certified bills representing imports,
and to restrict hire purchase loans and building
loans other than for low-cost houses. The Ban-
que Nationale asked the Banking Commission to
make this recommendation binding on the

banks.

— The Minister of Economic Affairs prescribed
a 2.69% reduction in the consumer prices of beef
and pork as from 19 July.

— The Government approved a draft law
intended to enbance the powers at present
granted to the Belgo-Luxembourg Foreign Ex-
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change Institute to control movements of capital
and foreign currencies. Its objective is to make
it possible, where necessary, to influence inter-
national capital movements by acting on both
the amount of deposits, debts and claims, and on
the interest paid on them, and to make provision
for the establishment of blocked interest-free
deposit accounts and for the introduction of a
provisional tax on foreigners’ deposits in Bel-
gium.

— The base mortage rate charged by private
credit institutions was raised to 12.5% by the
principal institutions (14% for second rank
mortgages). At the beginning of the year it
was still 10.56%.

— From 15 July the semi-public financial insti-
tutions also increased their base rate by 0.75%
to 119. For regular savers who guarantee the
transaction with a life-assurance contract, the
most favourable rate rose from 9.25% to 10%.
The rate for loans for low-cost housing granted
by the CGER moved to 6%.

— The Minister of Economic Affairs and the
Federation of Qil Companies concluded a three-
year programme contract which introduced a
flexible formula for calculating the prices of
petroleum products, based on both the cost price
and the market price of crude oil.  The applica-
tion of the new formula would result in a slight
reduction in the ex-refinery prices of most cur-
rent products, but the Minister decided to
restore the excise duty temporarily abolished on
1 March (30 centimes on petrol) which resulted
in petroleum products going up (18 centimes for
regular grade petrol) from 1 August. It was
also agreed that prices would remain unchanged
until 1 October 1974.

— As part of the anti-inflation programme, a
law was passed to encourage saving. The
measures involve an increase in the tax-free slice
of savings book income, raising it from Bfrs.
10,000 to 15,000 and the introduction of a tax-
free slice of Bfrs. 10,000 for income from other
forms of fixed interest saving, provided that
total net income does not exceed Bfrs. 350,000
after these deductions. These measures would
cut tax receipts by Bfrs. 500 million. The law
also increased the rate of interest on deferred
and delayed payments (from 0.60% to 1% per
month). This law gave the Ministers of Econo-
mic Affairs and Finance the power, for six



months starting on 8 August, to fix, in the light
of the type of property to be financed or the
value of the property mortgaged, the maximum
percentage of the market value of the property
which may be lent on mortgage, the maximum
period for which the loan may be granted and
certain conditions of repayment. Low-cost
bousing and medium-sized housing were not
affected by the restrictions, nor were commit-
ments under contracts to save to buy homes.
For other bousing the new system varies with
the quality of the borrower. For instance, for
borrowers who do not own another property,
the percentages which may be borrowed are
609, 55% and 50% for properties with a value
less than Bfrs. 2,500,000, between Bfrs.
2,500,000 and 3,500,000 and more than Bfrs.
3,500,000 respectively. Prospective buyers who
already own property, may now obtain a mort-
gage loan only on more restrictive terms. The
aim of this measure is to curb property specula-
tion without bringing overall housing demand to
an abrupt halt.

— The Government tabled in the Senate the
draft “mammoth” law. In order to eliminate
certain distortions of competition, the statutes
of banks and of private savings banks were
brought closer together. Private savings banks
which bad been authorized to effect only trans-
actions which were explicitly permitted, will
now be entitled to carry out placement and
credit transactions. The draft law provides for
the Bank Commission to re-institute control of
private savings banks. As an off-set to this
improvement in the statuts of savings banks, the
centrdl bank is given the power to apply mone-
tary policy to financial institutions other than
banks. This draft law enables banks, savings
banks and other intermediaries increasingly to
carry out similar transactions (trend away from
specialization). The draft also deals with a
number of other legal provisions.

— Tbhe Minister of Finance sent a memorandum
to dll ministerial departments laying down the
directives relating to restrictions on public in-
vestment. During the second balf of 1974
spending commitments will be reduced to 35 or
40% of the original programme. As spending
bad not been increased at all in relation to 1973,
public investment would be down by some Bfrs.
30,000 million for the year. In addition, invita-
tions to tender for new buildings continued to
be deferred until 30 September.

— In an agreement dated 23 July, the Govern-
ment made use of the right contained in an
agreement concluded on 14 September 1948
between the Belgian Government and the Ban-
que Nationdale giving the Government a credit
facility with the Banque Nationale and making
provision for a possible periodical increase by
reference to the increase in the Government’s
ordinary receipts. The credit margin was thus
raised from Bfrs. 16 million to Bfrs. 21,300 mil-
lion as from 1 August.

August;

—A ministerial decree was published enabling
the Minister of Economic Affairs, by reasoned
decision, to postpone a price rise for six months,
when the increase is notified by one enterprise
or a number of enterprises representing only a
small part of the market.

— At the beginning of August, the Govern-
ment decided to raise certain taxes to balance
the budget in 1975 : excise duty was increased
by 10% on beer and by 18% on cigarettes,
cigars, spirits, tobacco and perfume, (+ Bfrs.
3,800 million); the tax on motor vebicles was
increased (1 Bfrs. 2,000 million); corporation
tax was raised, from 42% to 48% for large
enterprises (with net taxable profits over Bfrs.
3 million) (-1 Bfrs. 6,000 million); personal
income tax was increased by 10% [or incomes
over Bfrs. 1.5 million (25,000 taxpayers) (+
Bfrs. 1,500 million); fixed registration taxes
and court dues were indexed (- Bfrs. 500 mil-
lion). The following measures were also taken:
the tax allowance on investments was deferred
(saving Bfrs. 4,900 million); VAT system ap-
plying to motor fuels was changed, VAT on
petrol being replaced by an excise duty (to bring
an extra Bfrs. 1,000 million of budget revenue
without changing the retail price); the collection
of taxes was speeded up with the introduction
of a 25% advance payment to be made by the
self-employed and companies (+ Bfrs. 18,000
million in 1975); a study was put in band on
the rules governing business tax on large foreign
enterprises to prevent flights of capital abroad.
These measures should boost Treasury receipts
by Bfrs. 19,700 million. Furthermore, measures
to combat tax evasion should bring in an
additional Bfrs. 7,000 million.

— The Minister of the Interior addressed a
circular to the local authorities urging them to
join in the fight against inflation. The increase
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in public expenditure should not be allowed to
exceed the rate of economic growth and the
local authorities should make use of the possibili-
ties made available to them for imposing taxes.
They should also cut back their investment
programmes.

— The Minister of the Interior called upon the
local and regional authorities to halt, for a period
of 2 months—from 1 August to 30 September—
all procedures leading up to the awarding of
public-works contracts for new buildings of any
type whatsoever.

September:

— The Government adopted some additional
measures in its programme to combat inflation:
it refused to increase fares on public city and
regional transport; the systems fixing maximum
prices (amounting to a price freeze) was ex-
tended; negotiations continued on stabilization
agreements with various industrial federations;
some retail food prices were lowered to reflect
reductions at producer level; income tax scales
were adjusted to eliminate the effects of infla-
tion on annual incomes up to Bfrs. 150,000 and
to attenuate the effects on incomes up to Bfrs.
350,000 (cut in revenue: Bfrs. 2,700 million).

— At the beginning of September, the CGER
announced that the decision to halt lending,
taken on 26 June, would remain in force until
further notice.

— The private and semi-public financial inter-
mediaries increased their deposit interest rates.
On short-term deposits, the increase is only
marginal but it rises to 1% on five-year invest-
ments. For savings books, the loyalty premium
was raised by 0.50% to 1.50% per year. A
further bonus of 2% per year to encourage
saving was introduced; it will apply to the net
increase in the amount shown in savings books
from 16 September and will remain in force
until 31 December 1974.

— A law was published instituting the right to
a subsistence income for each Belgian of full
age who does not bhave sufficient resources and
who is unable to obtain them. The amount is
fixed at Bfrs. 64,469 for a couple and Bfrs.
46,981 for a single person. These amounts will
be indexed and linked to changes in the general
standard of living. On 1 January 1975 it will
be at least Bfrs. 72,000,
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— Pursuant to the decision taken at the begin-
ning of August, five royal decrees were pu-
blished increasing excise duties and consumption
taxes on spirits, perfume, motor fuel, and other
petroleurmn products. These measures will come
into force on 1 October and should bring in
additional revenue of Bfrs. 2,000 million. The
effects will not work through to the Treasury
until February 1975.

— The executive board of the Fédération des
Entreprises Belges called on all its members,
both producers and distributors to make an
effort to hold prices constant and if possible to
lower them by temporarily accepting certain
sacrifices.

— A royal decree was published laying down
that building and other construction work
costing over Bfrs. 50 million and authorized
after 13 September could not begin until one
year after the date of issue of the actual building
permit. Exceptions would be made in the case
of low-cost housing and medium standard
bousing.

— The Minister of Economic Affairs negotiated
several agreements on price changes with various
industrial federations, including the Fédération
des industries textiles and textile wholesalers
and retailers. The Minister also announced that
producers of domestic clectrical appliances bad
agreed to extend the current “programme’’ con-
tract until 31 January 1975 and bad undertaken
not to notify any price rises before this date.

— The Minister of Economic Affairs announced
that at his request the oil compagnies had agreed
to postpone for one month the increase in the
price of beating oil agreed in the “programme”
contract signed on 24 July 1974.

— The CGER decided to resume processing
applications for mortgage and business loans.
Priority for these loans will be given to the best
customers. This measure marked the end of the
credit freeze decided at the end of June. Public
mortgage institutions decided at the same time
to raise interest rates on loans by 1%.

October:

— The Minister of Agriculture granted special
aid to horticulturists to offset part of the in-
creased beating costs for glasshouse products.

— On 4 October the Government tabled the
draft central government budget for 1975. Net



expenditure totals Bfrs. 705,000 million, an
increase of 19.2% on the preliminary estimates
for 1974 and 13.0% on the amended budget.
Total revenue is up by 24.5% on the prelimi-
nary estimates and by 21.2% on the amended
budget. The net borrowing requirement will be
Bfrs. 70,500 million in 1975 as against Bfrs.
99,500 million (amended) in 1974.

— A ministerial decree issued at the end of
September extended until 1 February 1975 the
provisional arrangement increasing the period
of prior notification of price rises from two
months to three. A later decree issued on 14
October temporarily increased the period to six
months with effect until 31 January 1975. The
Minister was also empowered to authorize in-
creases before the expiring of the period, to pro-
pose that notified increases should be limited,
to reject all or part of the increases or simply
to take no action implying that the firm con-
cerned must wait until the period has expired.
This decree further laid down rules governing
percentage trading margins.

— The Government decided to cut VAT on
beating oil from 14 to 6%, with effect from
1 November, thereby enabling the price increase
planned for the same date to be postponed

until the Commission de concertation pour le
pétrole had completed its examination of the
programme contract concluded between the
appropriate minister and the Fédération pétro-
liére.

November:

— The Government and the Banque Nationale
drew up the recommendations for the permis-
sible growth of lending in the period up to the
end of January. The limit on the year-to-year
increase in bank credit outstanding to business
and private customers was raised from 14 to
16%, with more favourable rales to apply to
export credit.  Following changes to the
liquidity reserve arrangements, the amount of
the funds which banks have had to freeze with
the Banque Nationale will not be increased any
further, while the rules on the purchase of
government stock will be maintained in force.
Lastly, special measures were taken to ensure
adequate financing of small and medium-sized
firms.

— The financial intermediarics decided to
lower interest rates on short-term deposits from
12 November. Moreover, the cost of short-term
credit was cut slightly.
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TABLE 1 : Key indicators

1968 } 1969 ] 1970 1971 l 1972 1972
% change by volume Indices
on preceding year 1963 =100
Gross national product + 4.2 + 6.5 + 6.7 4+ 3.5 4+ 5.4 153
Industrial production + 6.4 + 11.3 + 95 + 25 + 6.7 170
Total imports + 13.5 + 16.0 4+ 89 + 6.5 + 7.5 212
Private consumers’ expenditure + 5.4 + 5.2 4 4.6 + 3.9 + 5.9 146
Public current expenditure on goods
and services + 3.5 + 6.1 4+ 3.3 + 5.9 + 7.2 156
Gross fixed asset formation - 1,5 + 5.6 + 8.8 - 22 + 4.8 149
Total exports + 13.8 + 15.7 + 11,7 + 8.6 + 6.9 223
Gross national product per head of
population + 39 + 6.3 + 6.4 + 341 4+ 5.0 147
Gross national product per person in
employment + 4.3 + 4.8 + 49 + 24 + 5.1 144
% change by value
on preceding year
Gross income per employee + 6.1 i + 8.0 | 4+ 9.6 I + 119 l + 14.2 224
TABLE 2 : Indicators for internal and external equilibrium
1968 1969 1970 1971 1972
Balance exports less imports
in million Eur + 192 {4+ 350 [+ 800 |+ 904 |+ 1116
as percentage of GNP + 09 |+ 15 {4+ 31 |+ 31 {4+ 34
Unemployment rate 2.8 2.3 1.9 1.9 2.2
f%ﬁ:ﬁgi?t&m?fw) + 29 |+ 32 [+ 25 |+ 58 [+ 5.0
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TABLE 3 : Foreign trade (at current prices)

9% change on preceding year M%Lll?n b’ét:li
1069 | 1970 | 1971 | 1972 | 1973 1973 1973
Visible exports
Total + 23.83 [+ 15.2 |+ 4.0+ 20.5 |+ 22.7] 17854 100
Intra-EEC + 2905 |+ 169 |+ 4.2{4+ 2021+ 21.8 13 043 73.1
To non-EEC countries + 12,1 |+ 11.6 |4+ 3.7 |+ 21.1 |+ 26.8 4 811 26.9
Exports of food, beverages and tobacco
Total + 21.8 {4+ 19.6 |+ 14.9 |+ 25.0 |+ 22.9 1646 9.2
Intra-EEC + 271 |+ 16.9 |+ 11.7 |+ 25.8 [+ 21.9 1 369 7.7
To non-EEC countries - 18|+ 35.3 |+ 80.8 |+ 21.6 |+ 28.1 277 1.5
Exports of raw materials, fuel and power
Total + 214 0.1 -~ 5.5 |+ 22.1 |+ 25.9 1229 6.9
Intra-EEC + 21831+ 4.6|— 5.7+ 12.9 |+ 30.6 882 4.9
To non-EEC countries + 21.7 6.4!— 5.3+ 372+ 153 347 2.0
Exports of semi-finished and finished industrial goods
Total + 23.6 |+ 159 [+ 3.8 |4+ 19.9 1+ 224 14 979 83.9
Intra-EEC + 303 [+ 174 |4 4.114 20.0{+ 205 10 792 60.4
To non-EEC countries + 11.8 |+ 12.6 |+ 3.3 (+ 19.6 [+ 27.8 4187 23.5
Visible imports
Total + 19.9 |+ 13.6 10.3 |+ 12.6 |+ 23.9 17 492 100
Intra-EEC + 25.3 [+ 16.4 |4 18.5 [+ 14.8 [+ 22,5 12 358 70.6
From non-EEC countries + 133 [+ 9.8 141+ 38.9(+ 274 5134 29.4
Imports of food, beverages and tobacco
Total + 14.9 17.1 [+ 11.4 [+ 14.1 [+ 23.9 2 224 12.7
Intra-EEC + 233 |+ 20.4 {4 14.7 |+ 23.9 |+ 264 1 506 8.6
From non-EEC countries + 58|+ 13.1 [+ 6.9}4+ 03|+ 34.4 718 4.1
Imports of raw materials, fuel and power
Total + 11.3 11.7 |+ 2.6 )1 12,014 17.8 3318 19.0
Intra-EEC + 15.3 [+ 12,0 {4+ 16.0 [1- 17.2 [+ 10.7 1408 1
From non-EEC countries + 9.1 (+ 115~ 48]t R4+ 236 1910 10.9
Imports of semi-finished and finished industrial goods
Total + 24.2 [+ 18.6 ]+ 12.7 |1 125 |+ 268 | 11951 68.3
Intra-EEC + 28.0 |+ 16.8 [+ 19.6 [+ 13.0 [} 23.9 ) 445 54.0
From non-EEC countries + 179 [+ 7.9 (— 1.2|+ IL3 [+ 28.5 2 506 14.3

TABLE 4: Selected monthly indicators

Year | Jan. Feb. Mar. Apr. May | June | July | Aug. | Sept. | Oect. Nov. Deeo.

Industrial production 1972 | 1459 143.2) 142.9| 149.9| 1527 | 146.9| 1503 | 148.0 | 149.0| 152.7 ) 150.1
(1963 = 100) 1973 | 155.0 | 158.1) 156.5| 156.5| 151.8 ) 152.8| 151.8| 156.0 | 152.6| 153.7| 156.4
1974 | 1703 | 1713 | 167.9| 171.3| 169.6| 1793

Unemployed 1972 94.0 94.6 97.0 98,41 1006 102.5| 102.7| 103.6 | 104.6| 106.4| 106.7
(1 000) 1973 | 104.7 | 104.4) 103.9| 1043 104.9| 1058 106.6 | 106.6 | 108.0| 109.5| 107.8
197¢ | 107.3| 106.4( 105.8( 107.1( 108.81 1122\ 1159 118.1} 125.2| 133.0

Permits for residentialcon- | 1972 | 3850 4157 | 4416] 4488 4173 4287 | 3838 3841 4398} 5267| 5365| 5576
struction 1973 | 44891 4719 5161 4862 5004 | 4248 4622 | 3961 2120 4629 3469 2992
1974 | £527) 40651 5355

Department store turnover | 1972 184 191 201 183 192 208 197 200 228 196 199 216
(1963 = 100) 1973 202 216 223 208 217 237 212 219 237 233 221 241
1974 240 247 244 242 253 2566

Consumer prices 1972 | 107.3| 107.8| 108.0| 108.3 | 108.5| 109.6 | 110.4| 110.6 | 111.3| 112.0] 112.8| 113.8

(1970 = 100) 1978 | 114.6| 1153 115.5| 116.2 | 116.6( 117.2| 117.7| 118.3| 118.8| 119.6{ 120.4{ 121.90
1974 | 123.3 ) 124.9| 126.4| 128.2| 130.1| 1382.0| 133.8| 135.6| 137.4] 138.6

Visible imports 1072 | 1059 1045| 1149 1042) 1081 1163 969 | 1190 1140 1159 1255 1207

(million Eur) | 1973 1340 | 1319 1372 1364 1464) 1375 1332 1528 1444\ 1640} 1596 13532
1974 1872 1790 1787 1985 2176 1945| 2043

Vigible exports 1972 | 1046} 1012 1120| 1068) 1211| 1265| 1020 1271 1220 1254 1259 1364

(million Eur) 1973 1225| 1284\ 1440 1436( 15614 1393 1434 1588 15521 1657 1575 1664
1974 1693 1649 1814 2005 207 1907 1973

Balance of trade 1972 | — 13| — 33— 20|+ 26|+ 130 |+ 103+ 61} + 81|+ 79|+ 95|+ 4|+ 157

(million Eur) 1973 | — 1161 — 351 + 671+ 721+ 61} -+ 18} + 1027 + 60] + 108| + 17| — 21 + 132
1974 | — 1781 — 242 + 26|+ 20| — 99| — 38| — 69

Official gold and foreign | 1972 | 3444 | 35631 3536 | 3506 | 3429 3697| 3840{ 3900] 3873| 3830| 37701 3707

exchange reserves 1973 1 3902 4167 4203 | 4367 | 4472 4447) 4420 4336] 4309| 4369 4357] 4168

(miilion Eur) 1974 | 3962 | 3960 | 3972 3927 3814 | 3839 | 4038 4000} 4250 | 4408

Money supply 1972 | 95741 9617 97232 9879 979710130 | 10 202 | 10 154 { 10 355 | 10 545 | 10 598 | 10 696

(million Eur) 1973 1 10 789 | 11052 | 11202 | 11340 | 11251 | 11 464 | 11430 | 11 442 | 11 507 | 11 708 | 11 840 | 11 671

1974 | 11 929 | 11 951 | 12 262 | 12 303 | 12 527 | 12 242 | 12 141 | 12 305
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NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into Eur (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not yet been taken into account, except for
1973 in Table 3.

Graph 1
BLEU exportts fob: series adjusted for seasonal variations; three-month moving averages.

Graph 2

Industrial production: excluding construction, food, beverages and tobacco; series adjusted for seasonal variations;
three-month moving averages.

Graph 3
BLEU imports cif: series adjusted for seasonal variations; three-month moving averages.

Graph 4

Labour market: series adjusted for seasonal variations; three-month moving averages; position at end of month.

Graph 5

Wages and consumer prices (not adjusted for scasonal variations): avcra]gc gross hourly carnings in industry,
source: Banque nationale; consumer prices, source: Ministere des Affaices Economiques.

Graph 6

BLEU balance of trade: difference between seasonally adjusted valucs of imports and exports.

Graph 7

Bank lending: advances by the banking system, not adjusted for scasonal variations; position at end of month.

Table 1

GNP at market prices.
Industrial production : value added by industry.
Total exports and imports : goods, services and factor income.

Gross income per employee : income from paid employment (including employer’s share of social insurance
contributions).

Table 2

Balance exports less impotts: as defined for the national accounts, included factorincome.

Unemployment rate: number of unemployed as percentage of the civilian labour force in employment.
Price index: price index of private consumption, computed from the national accounts.

Table 3

BLEU: Exports fob, imports cif; the products have been grouped on the basis of the Statistical and Tariff Classi-
fication for International Trade (CST): food, beverages and tobacco (Groups 0 and 1 CST), raw materials, fuel
and power (Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.
Unemployed: end-of-month figures, adjusted for seasonal variations.

Construction: scasonally adjusted number of residential buildings authorized, adjusted for seasonal variations.
Private consumers’ expenditure: seasonally adjusted valuc index of department store turnovers.

Consumer prices: not adjusted for seasonal variations.

BLEU: Imports cif, exports fob; figures adjusted for scasonal variations.

BLEU: Balance of trade: difference between values of imports and exports, seasonally adjusted.

Official gold and foreign exchange reserves: gross reserves of gold and foreign exchange held by the monetary
authorities; position at end of manth.

Money sypply: notes and coin in circulation, excluding cash holdings of the credit institutions othet than the Post
Office giro; residents’ sight deposits (up to one month) with banking institutions; the special Treasury accounts
and sums held by non-residents with the Post Office giro; position at end of month, adjusted for seasonal variations.
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Luxembourg

The Luxembourg economy, which at the beginning of 1974 was enjoying a vigorous
upswing, has tended to slacken since the spring. Consumer prices bave increased
much less rapidly than in most other Community countries.

The outlook for export demand suggests that production will expand only slightly
in the months abead. Domestic demand should however remain buoyant. The
upward thrust of prices will probably be less strong than in 1974.

1. Recent developments

After an upsurge of activity in the first quarter
of 1974, the Luxembourg economy reverted to
a slower pace in the spring and summer months.
The upward movement of prices slowed down
in the third quarter, mainly owing to seasonal
factors.

Given the substantial backlog of onders in
industry, the slackening of export demand noted
in recent months has so far barely affected the
level of activity. In the iron and steel industry,
deliveries to non-member countries have been
declining since the end of 1973, but exports to
the other Community countries have been rising
rapidly until very recently.

Overall, domestic demand has maintained its
buoyancy. While the growth of business invest-
ment seems to have slowed down, the expansion
of public investment and residential construction
has remained rapid. Private consumers’ expen-
diture has continued to be fairly buoyant,
boosted by the substantial increase in incomes
under the wage agreements concluded at the
beginning of the year and new threshold pay-
ments. Thus, new-car registrations in the first
three quarters of the year ran at much the same

level as a year earlier, contrary to the situation
in other Member countries.

The seasonally adjusted index of industrial
production (excluding construction) which had
dropped by 2.6% between the first and second
quarters, has not subsequently recovered. In
the third quarter the unadjusted index was up
4.6% on a year earlier.

Industrial production 1963 = 100
Semi-Log scale
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Building and construction, where activity was
very lively until the summer, has since slowed
down somewhat and the strains caused by the
shortage of manpower have tended to ease.
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Unfilled vacancies have tended to dedine since
April.

Unfilled vacancies Number
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Consumer prices in october 1974 had risen by
10.8% over twelve months. A slight slowdown

seen in the last three months was largely due to
a temporary fall in the prices of certain food

Consumer prices 1970 = 100
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products, suggesting that the basic upward trend
of prices continues unabated.

Demand for and supply of goods and services

1972 1973t \ 19742 i 19752
At
current % change on preceding year
prices
(in Lfrs.
*000
million) | yojume  Value |Volume Value Volume
Exports? 49,850 | + 9.7 + 273 | + 5% 4 254 + 1
Gross fixed asset formation 16,9581 + 4 4+ 133 (+ 2 4 18% + 2y
Public current expenditure on goods and
services 6932| + 1.7 +139 |+ 2 +21 + 2
Private consumers’ expenditure 33410 + 6 +125 |+ 7 +17 + 51
Gross domestic product 58,135 + 7.5 4+ 20.6 | + 4% + 161, + 2
Imports® 49,215| + 63 + 187 | + 6% + 28 + 31

1 Service central de la statistique et des études économiques (STATEC), Luxembourg.

* Estimates.
% Goods and services.
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Luxembourg

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books A Stocks of finished products B
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Answers to the questions in the EEC business survey, carried out in Grand Duchy of Luxembourg by STATEC.

GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :

by 0.03 for the answer ‘‘above normal”, or “up”;
by 0.02 for the answer “normal”, or ‘no change”;
by 0.01 for the answer “below normal”, or “down”.






2, Outlook

The fall-off in demand revealed by some econo-
mic indicators early in the autumn may work
through to production levels in the next few
months.

With new orders already down in the iron and
steel industry and in the other industries, the
growth of exports must be expected to slacken
sharply in volume as well as in value terms.

New building permits are stagnating so that
residential construction is likely to flatten out
while investment by the central governement
and public enterprises may continue at a high
level. Business investment will probably remain
firm despite the uncertainties that may affect
decisions to expand or re-equip. Stimulated by
certain tax adjustments and wage and salary
increases in both the public and private sectors,
private consumers’ expenditure may grow rela-
tively rapidly, though not as rapidly as in 1974,
when the pace was exceptionally fast. Public
current expenditure in real terms seems to be
set to rise at the same rate as in 1974, growth
in money terms being hardly affected by the
expected slowdown in the upward movement
of prices.

As export growth is expected to be moderate,
industrial production will probably increase little
in the coming months. Industries that are more
dependent on domestic demand should however
remain fairly buoyant. Overall, gross domestic
product may therefore increase by about 2% in
1975 compared with 4.5% in 1974.

The upward movement of consumer prices
should start to slow down which—through the
sliding wage scale—is likely to have a braking
effect on wage and salary increases.

Nevertheless, it will take time to return to an
acceptable rate of inflation; so the fight against
inflation should remain one of the top priorities
of the authorities.

Major economic policy measures

May 1974:

— The law of 10 May introduced conversion
measures in agriculture, commerce and crafts,
which consist of a monthly allowance and a
lump sum payment following termination of em-
ployment and aid for vocational retraining.

July:

— The measures restricting mortgage lending
(only 309 of the cost of financing second
dwellings, loan period reduced to two years for
property developers) which expired on 30 June,
were extended.

August:

— An agreement was concluded between the
Bank Control Commisioner, the managment of
the Caisse d’épargne and the representatives of
the banks for a uniform rise .in interest rates on
savings accounts and the institutions concerned
reserved the right to increase lending rates cor-
respondingly. Rates for loans would be calcul-
ated for each individual case.

— The reduced VAT rate on coffee and coffee
substitutes would continue to apply until 31
December:

— Collective wage agreements concluded by the
various building trades were made compulsory.
Under these agreements, wages are to be in-
creased by 109% and more with effect from
1 March 1974.

September:

— The Government tabled the draft central
government budget for 1975. Compared with
the budget voted for 1974 receipts are up by
27% at Lfrs. 25,600 million and expenditure by
24% at Lfrs. 25,300 million. The increase in
planned spending stems mainly from a 66.4%
rise in extra-ordinary expenditure, with substan-
tial amounts going to investment funds. Taking
these funds into account, net overdll expend-
iture, calculated according to the Community
rules, should grow by 17.2% compared with
1974.

October:

— Tbhe authorities tighten control with foreign
currency transaction of the banks. Transactions
are to be covered and supervised daily.
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Luxembourg

T.ABLE 1 : Key indicators

1968 l 1969 1970 l 1971 ! 1972 1972
9% change by volume Indices
on preceding year 1963 = 100
Gross domestic product + 53 + 7.7 + 3.9 + 9.9 + 4.1 138
Industrial production + 7.4 + 114 + 2.4 + 0 + 4.6 142
Total imports + 9.6 + 9.6 + 12,8 + 6.3 + 5.8 165
Private consumers’ expenditure + 3.7 + 4.8 + 5.5 + 5.4 + 5.0 143
Public current expenditure on goods
and services + 4.0 + 33 + 2.2 + 3.1 2.7 128
Gross fixed asset formation - 5.6 + 7.6 + 10.6 + 9.8 5.1 112
Total exports + 13.5 + 121 + 84 + 0.6 + 7.9 176
Gtoss national product per head of
population + 4.9 + 71 + 35 — 0.6 + 34 129
Gross national product per person in
employment + 5.0 + 6.3 + 1.2 - 141 + 2.0 125
% change by value
on preceding year
Gross income per employee + 5.4 ‘ + 6.2 ‘ + 12.0 I + 9.8 I + 12.6 201
TABLE 2: Selected monthly indicators
Year | Jan. | Feb. | Mar. | Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec.
In&;g;tmi&rodueuon 1972 | 124.2| 123.6| 1253| 129.3| 127.8| 128.5| 128.6| 135.5| 133.3| 13v.8| 135.2| 140.0
1 -~
¢ ) 1073 | 1367 | 147.9| 150.9 | 143.5| 145.8| 141.4| I144.4| 1456 1459 149.6| 158.7 | 148.9
1974 | 155.7 | 163.9 | 154.3| 153.5| 152.1| 153.9| 153.2| 150.56| 153.4
Unfllled vacancies 1972 | 543 | 626 531| 433| 435| 459 459 s12| 515| 558 688 568
1973 | 736| 714 801 697 654| 698| 598| 528| 668| 656| 645| 618
1974 | 670 | 671| 09| 05| 580 67| 654 534| 526
Co;%xmeli &l}'loeu 1972 | 107.5| 107.8| 108.0| 108.2] 108.6| 109.8| 110.8| 111.1| 111.6| 112.2| 112.8| 1132
(1970 = 100) 1978 | 2136 | 1142 1146 157 | 1ra| 12| 1ra| 13| 1rs| 1183 119.1| 1202
1974 | 121.3| 1236 | 124.4| 1260 1272 127.5| 1289 129.2) 129.9) 1312
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Luxembourg

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).

Graph 1

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations; three-
month moving averages.

Graph 2

Unfilled vacancies: adjusted for seasonal variations; three-month moving averages.

Graph 3
Consumer prices; source: STATEC.

Table 1

GDP at market prices.

Industrial production: value added by industry.
Exports and imports: goods and services.

Gross income per employee: income from paid employment (including employet’s share of social insurance
contributions).

Table 2

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations,
Unfilled vacancies: seasonally adjusted end-of-month figures.
Consumer prices: not adjusted for seasonal variations.
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H. United Kingdom

Following the depressed levels of the first balf of 1974 due to the impact of the
energy crisis and three day working, output and expenditure recovered somewbat
during the second half of the year. Nevertheless, unemployment tended to rise
more strongly. The growth of average earnings continued to accelerate. The
monthly rate of price increases slowed down during the summer, largely because
of the impact of certain direct measures; however, the underlying rate of price
inflation remained strong. The substantial deficit of the current account of the
balance of payments registered some reduction during the course of the year.

Prospects for the first balf of 1975 are for a rather moderate growth of the major
components of demand. Little deceleration in the rate of increase in prices is

foreseen. Some reduction in the current account deficit is expected.

1. Recent developments

The course of the economy so far in 1974 has
been influenced by divergent factors. On the
one hand, the public expenditure cuts of Decem-
ber 1973, the soaring costs of oil, industrial
disputes and a period of three-day working in
January-February 1974, combined with a grow-
ing erosion of business confidence, have had a
depressing effect on economic activity in the
early part of the year. On the other hand, the
resumption of normal working, the mildly re-
flationary measures of the July budget and the
accelerated rise in wages and salaries due to the
activation of indexation clauses have led to some
recovery from mid-1974 onwards. For the year
as a whole, gross domestic product in volume
terms is unlikely to show much change from the
level of 1973.

The growth of exports has continued in the
third quarter of 1974, although not at the rapid
rate experienced in the previous quarter, with
the result that the total value of exports in the
first ten months of this year was 35% above

the corresponding period of 1973. In volume
terms, however, exports have not shown any
further increase from the high level reached in
February of this year and, in the third quarter,
were hardly more than 4.5% higher than a year
ago. Recent indicators suggest that U.K. export
performance has been quite favourable in EEC
markets, but rather poor in North America and
in O.P.E.C. countries.

The expansionary trend of fixed capital for-
mation in manufacturing industry of the last
eighteen months appears to have lost much of
its strength recently. Trends in housing con-
struction remained distinctly different in the
public and private sectors. The number of
public sector housing starts in the third quarter
continued at a high level and was 29% above
the same period in 1973. However, in the pri-
vate sector, the marked downward trend of
investment continued and the number of new
dwellings started in the third quarter was less
than half the level of the corresponding period
in 1973. Stockbuilding during the third quar-
ter levelled out, as the stocks consumed during
the period of three-day working had been largely
replenished during the second quarter.
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Recent data indicates that there was a marked
recovery in the volume of consumers’ expend-
iture with the increase in the third quarter of
some 1.6% over the previous quarter attribut-
able largely to the effects of threshold payments,
increased pensions and a reduction in V.A.T.
rates. New car registrations, however, for
which the credit restrictions, introduced at the
end of 1973, still apply, were in the thirtd quar-
ter almost 25% lower than a year ago.

The rise in average earnings accelerated between
the second and the third quarters, having re-
ceived additional impetus from payments under
the “threshold dlause” in many wage agree-
ments, In September, average earnings re-
gistered a year on year increase of 23%.

Domestic output is estimated to have increased
by 1% in the third quarter, to a level 0.5%

1970 = 100
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higher than the average for 1973. The index
of industrial production rose by 1.19% in the
third quarter, but the September level was 1.5%
below that of the corresponding month in 1973.

Unemployment has risen mote quickly in the
second half of the year, and by October the total
number of unemployed in the UK. (seasonally
adjusted) was about 637,000, equivalent to
2.7% of all employees.
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The rate of increase of wholesale output prices
slowed down somewhat in the third quarter of
1974; the index in October was nevertheless
26.2% above the level of a year previously.
Although the index of wholesale prices of basic
materials and fuels purchased, in October 1974,
was 38% above its level of the previous year,
the rise since the start of the year was less than
6%. The underlying rate of increase in retail
prices continued at a high level, and by October

W
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the all-items index had risen by 17.1% over the
previous twelve months despite the effects of a
reduction in V.A.T. rates and additional help
for local ratepayers, which substantially in-
fluenced the index in August.

The rate of growth of imports of goods has
slackened, and the total value of imports in the



third quarter was only 1.3% above that for the
second quarter, but some 47% above the same
period in 1973. Practically all the increase in
the value of imports has been due to price
increases, for the volume of imports in the third
quarter was only 19 above the level of the
third quarter in 1973,

There was a reduction in the visible trade deficit
between the second and the third quarters, due
to an improvement of 6.2% in the terms of

trade, which reversed the dedlining trend that
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had continued virtually unabated since late
1972. Nevertheless, the total trade deficit for
the period January to October amounted to a
record £ 4,255 million compared to £ 1,759
million for the corresponding period of 1973.
The continued surplus on invisibles helped to
offset part of the trade deficit, but the current
account deficit, for the first ten months of the
year, reached £ 3,224 million ($ 7,545 mil-
lion)?,

The external value of sterling, as measured by
the effective depreciation from Smithsonian
parities, remained relatively stable throughout
the summer, but deteriorated from October.
The effective depreciation was 20% in mid-
November. Official reserves rose by $ 1,071
million during the first ten months of 1974 to
reach a level of $ 7,547 million after inclusion
of public sector foreign borrowing of nearly
$ 2,200 million, and drawings of $ 500 million

1 Converted at average of daily exchange rates.

on the $ 2,500 million loan announced at the
time of the March Budget.

There has been a marked decrease in 1974 in
the rate of growth of the main monetary aggre-
gates. Restraining influences have been the
reversal of special factors related to interest rate
arbitrage, large official sales of government debt
to the general public and a more modest rate of
growth of bank lending to the private sector.
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In the nine months up to September 1974, the
rise in the broadly-defined money supply (M 3)
was 9.6%, compared to an increase of 21.3%
over the same period in 1973.

The upward trend in long-term interest rates
continued into the third quarter; the gradual
easing in short-term rates was maintained up to

October.

On 12 November, the Chancellor of the Ex-
chequer presented a Supplementary Budget; (for
brief details see “Major Economic Policy
Measures”). The proposals which, on balance,
will have a midly reflationary effect, fell into
three broad categories. Firstly, measures to
improve the liquidity and profitability of the
corporate sector by a total of £ 1,600 million
up to the end of 1975. Secondly, steps to
encourage energy conservation. Thirdly, meas-
ures to redistribute the burden of taxation, and
to counter the effects of inflation on the more
vulnerable members of society.
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Demand for and supply of goods and services

19721 1973 1 1974 2 1975 2
At % change on preceding year
curtent ° g p gy
market
prices
inf
e Volume Value | Volume Value Volume
million
Exports 3 13,208 | + 92 42401+ 6 + 33 + 41
Gross domestic fixed capital formation 11,429 | + 48 4214 — 2 + 20 + 1
Public authorities’ current expenditure
on goods and services 11,868 38 +127 |+ 2 + 1914 + 24
Private consumers’ expenditure 39,380 | + 46 136 - + 15 + 2y
Gross domestic product 62,514 53 +131 |4+ 1 +12 + 2y
Imports * 13,438 | + 111 + 365 {4+ 1Y% + 46 + 4y

1 Services of the Commission.
? Estimatcs.
2 Goods and services.

2. Outlook

Following the somewhat faster growth of output
and expenditure during the second half of 1974,
due in part to the recovery from a depressed
first half, the rise in the gross domestic product
in volume terms is expected to be rather mode-
rate during the first half of 1975.

A further slowdown in the growth of export
value is expected during the first half of 1975,
due to the deceleration in the rise in export
prices following the record increase of the pre-
vious year. However, a slightly faster growth
of export volume is projected in the first half of
1975 as against the sluggish performance of the
previous half-year.

Private consumption is expected to provide some
stimulus during the first half of 1975. With
average earnings projected to rise at an annual
rate of over 20% over the second half of 1974,
the growth of nominal incomes is forecast to
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remain strong. The effect of the “social con-
tract” between the Government and the trade
unions in moderating the growth of incomes
remains at this stage rather uncertain; however,
a very gradual slowing down in the rate of
growth of wages and salaries is foreseen during
the first half of 1975, compared with the second
half of 1974, when they rose very rapidly, in
part reflecting the impact of the activation of
the indexation clauses contained in a number of
pay agreements. Once allowance is made for
the effects both of continued strong price in-
creases and of fiscal drag, real disposable income
should register a slight increase between the
second half of 1974 and the first half of 1975.
A further small dedline in the savings ratio is

expected.

The outlook for fixed investment is very mixed.
In the private sector, the squeeze on liquidity
and profitability which has already occurred,
combined with the lack of business confidence,

will continue to influence investment decisions



in the coming months; however, the assistance
to be given to the corporate sector by the
measures announced in the November Budget
should contribute to preventing any marked
aggravation of the decline in-non-housing invest-
ment. The fall in the volume of private housing
investment is likely to slow down as additional
finance becomes available. In the public sector,
both for housing and other investment, prospects
are brighter. Despite stabilization of housing
investment, total public investment should re-
cover as the constraints imposed by the cuts
made in December 1973 in public expenditure
programmes cease to be effective.

The growth of total output is expected to remain
sluggish during the first half of 1975, with the
main element of expansion probably provided
by consumers’ expenditure. Unemployment is
estimated to rise gradually and the average num-
ber of unemployed could be above 3% of the
total number of employees during the first half
of 1975.

As a result of the stimulus provided by the rise
in private consumption, import volume is ex-
pected to rise again during the first half of 1975.
It is foreseen that the terms of trade will con-
tinue to move in the United Kingdom’s favour.
The deficit on the current account of the balance
of payments is estimated to register some im-
provement between the second half of 1974 and
the first half of 1975. However, it is likely to
remain quite substantial, amounting to at least
3% of projected GDP.

The outlook for prices is not likely to show any
improvement in this period as the rather rapid
increase in wage costs that occurred during the
second half of 1974 and the effects of the higher
VAT rate on petrol and relaxation of the Price
Code work their way through to retail prices.

The main problems confronting the United King-
dom remain a rather low rate of growth of
domestic output, combined with a gradual rise
in unemployment and continued high rates of
price and wage increases. While the current
account deficit should register some improve-
ment during the first half of 1975, it is likely to
remain substantial, requiring sizeable foreign
financing. Maintenance of confidence of over-

seas holders of sterling and of potential lenders
must therefore not be jeopardized. There will
therefore be no room for any further reflationary
measures. In fact, in the event that the rise in
money incomes should significantly exceed the
norms of the social contract, measures to restrain
the likely growth of private consumption would

be called for.

Major economic policy measures

June 1974

— In a consultative paper circulated to local
authorities, the Government indicated that, in
legislation to be introduced to repeal the Hous-
ing Finance Act, local authorities would again be
enabled to determine council bouse rents and
the freeze on such rents would be abolished.

— Details of the Government’s plans for indus-
trial policy were announced on 11 June. The
proposals  included  “planning  agreements”
between the Government and leading companies
to ensure compliance with the Government’s
economic objectives, and the institution of a
National Enterprise Board, which would acquire
an interest in firms in key sectors of manufactur-
ing industry and serve as a “competitive
stimulus” to the private sector.

— The Government announced on 12 June that
food retailers bad agreed to hold down prices of
basic items such as bread, butter, cheese and
meat and to concentrate their promotional acti-
vity, as far as possible, on such items.

— On 20 June, the Government made an Order
freezing all business rents fixed since the original
control date of 6 November 1972. The stand-
still on business rents is to continue until May
1975, after which limited increases will be
allowed.

— It was announced on 28 June that the
Government intended to introduce legislation to
make certain increases in the rents of private
house tenants subject to phasing in three annual
stages. This would apply to registered rent
increases above a specified amount and would
come into force when the freeze on such rents
expired on 31 December 1974.
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July:
— On 1 July, the Pay Board published its

report recommending additional pay allowances
(of up to £ 400 p.a.) for workers in London,
and the Government accepted the Board’s pro-
posals.

— The Government announced, on 10 July,
that an additional £ 47 million would be
dllocated to the Health Service to cushion the
effect of rising prices.

— On 11 July, the Government announced
plans for greater public control over the exploi-
tation of the North Sea oil fields, including an
additional tax on profits from oil operations, and
the establishment of a National Oil Corporation
to exercise the State’s interest in oil, and of a
Scottish Development Agency to channel some
of the gains from oil exploitation to promote
Scotland’s economy.

— On 16 July, the Post Office announced that
increases in  telecommunications  charges,
amounting to £ 141 million in a full year,
would operate from 12 August.

— The Government announced, on 18 July, the
abandonment of plans to build a new London
airport at Maplin.

— In a statement to the House of Commons on

22 July, the Chancellor of the Exchequer an-

nounced a series of measures including

— a reduction from 109% to 8% in the rate of
Value Added Tax;

— the provision of relief for local ratepayers
whose rates bave increased by more than
20%;

— an increase in subsidies to rent- and rate-
payers on low incomes;

— doubling of the Regional Employment Pre-
mium;

— a relaxation of dividend control to permit
companies to increase their distributions by
up to 1245 %;

— the allocation of a further £ 50 million
(out of the £ 500 million already provided
in the March Budget) for additional food
subsidies.

— It was also announced that a 5-year $ 1,200
million loan bad been negotiated with the
Iranian Government on bebalf of British
public institutions, to be drawn upon in the
next three years.
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— A Parliamentary Order abolishing the Pay
Board came into effect on 26 July.

— On 27 July, the Government published pro-
posals to pay a total of £ 341 million to the
Post Office, the British Gas Corporation and the
Central Electricity Generating Board as com-
pensation for price restraint.

— On 29 July, the Government introduced a
bill embodying the proposals previously an-
nounced in June concerning public sector hous-
ing.

— The Consumer Credit Act, which provides
increased protection for consumers entering into
credit and hiring transactions, received the Royal
Assent on 31 July.

— On 31 July, the Government gave details of
the shipbuilders, ship-repair organisations and
marine diesel manufacturers which it intended
to take into public ownership.

August:

— On 6 August, the Government announced
plans to allow pensioners to invest up to £ 500
each in a new type of savings bond whose value
would be linked to the cost of living. A similar
arrangement would also apply to new save-as-
you-earn (SAYE) contracts. An additional un-
specified bonus would be paid on bonds beld
for 5 years and on SAYE contracts beld for
7 years and all gains would be free of tax. The
new instruments are not expected to be on sale
unttl the summer of 1975.

— On 8 August, further details were published
of the two new taxes announced in the Budget
Statement. The capital transfer tax, which, on
enactment, will apply retrospectively to the
beginning of the 1974/1975 financial year, is to
replace estate duty and will be charged on gifts
made by individuals in excess of an initial
£ 15,000. The Government’s proposals for the
wealth tax were published in a consultative
paper for public discussion. At present it is
envisaged that, as from financial year 1976/77,
the tax will be charged annually at rates ranging
from 1% to perbaps 5% on successive slices of
net wealth exceeding £ 100,000,

— On 12 Auagust, the Government announced
its intention to take into public ownership
several sites in Scotland for the construction
of North Sea oil production platforms.



— On 13 August, the Government announced
that additional funds amounting to £ 25 mil-
lion a year were to be made available to support
regional development in selected areas of high
unemployment.

— On 15 August, the Government published a
White Paper entitled, “The Regeneration of
British Industry”, which incorporated the main
proposals announced on 11 June. Government
policy on the extension of public ownership was
said to be limited, during the next Parliament,
to the shipbuilding, aircraft, North Sea oil, port,
road baulage and building industries.

— On 20 August, the Government enlarged
upon its plans for the reorganisation of the
national dock system. These involve the taking
into public ownership of privately-owned ports
and stevedoring companies and the establish-
ment of a national ports authority responsible
for the issue of dock licences and the orderly
development of the port system.

September:

— Restrictions on the export of bigh alloy fer-
rous scrap metal to countries in the EEC were
abolished with effect from 1 September.

— Subsidies on tea (at a cost of £ 15 million
in 1974/75) and on housebold flour (at a cost
of £ 6 million in 1974/75) were introduced on
2 September.

— On 13 September, the Government pub-
lished its proposals to increase social security
payments to the disabled, and to introduce pay-
ments to additional categories of beneficiary.

— Also, the Government published details of
its Employment Protection Bill which would
extend the rights of trade unionists and parti-
cularly would compel employers to pay a
guaranteed minimum rate of wages in the event
of short-time working or “lay-offs”.

— On 17 September, the National Coal Board
announced price increases of up to 28%.

— On 19 September, the Secretary of State for
Industry announced a grant of £ 20 million to
Rolls-Royce to help finance engine development
to meet export orders.

— On 20 September, the Bank of England’s
Minimum Lending Rate fell by 0,25% to
11,5%.

October:

— On 2 October, the Government announced
an increase in the subsidy on bread, at an ad-
ditional cost of £ 4 million in 1974/75. The
consumer subsidy on butter was increased on
7 October, at an extra cost of £ 12.5 million
in 1974/75.

— The Secretary of State for Prices and Con-
sumer Protection introduced on 28 October an
Order, relating to bread prices, which was the
first in a series which will impose maximum
consumer prices for all subsidised foods.

— On 29 October, the Government introduced
an Order designed to pay £ 217.8 million in
compensation to the British Gas Corporation,
the Central Electricity Generating Board, and
the area electricity distributing Boards in Eng-
land and Wales, to cover deficits incurred in
1973/1974 as a result of price restraint imposed
on them.

November:

— The consumer subsidy on cheese was in-
creased on 11 November at an additional cost of
£ 11.7 million in 1974/1975.

— A Supplementary Budget was introduced on
12 November. Taking the Budget measures
into account, public expenditure in 1974/1975
was expected to rise by 26.1% over the 1973/
74 outturn; receipts were expected to rise by
24.7%. The public sector borrowing require-
ment was estimated to rise to £ 6,331 million,
compared to the original estimate in the March
Budget of £ 2,733 million. The principal
points from the Budget statement were:

— A new “Capital Transfer Tax” is to be
introduced, which will apply to gifts made
since 26 March 1974 and is intended to
replace estate duty in due course.

— Starting point of the investment income sur-
charge is to be lowered from £ 2,000 to
&£ 1,000 (£ 1,500 for tax payers over 65
years of age).

— Tax relief is to be granted to companies in
respect of stock appreciation.

— Initial tax allowances are to be increased for
corporate expenditure on industrial buildings
(from 40% to 50% ), and on insulation of
such buildings (from 40% to 100% ).
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— Substantial expansion of medium-term lend- — Changes are to be made in the Price Code:

ing by “Finance for Industry”; also, banks — to allow firms to pass on to prices a
are to give priority to lending to industry. greater proportion of increases in labour
— A new tax on profits of oil companies’ costs;
Continental Shelf operations is to be in- — to permit firms to recoup by increased
troduced. prices, over a period of one year, up to
— Vidlue added tax on petrol was increased 17%2% of the cost of their investment
from 8% to 25% with effect from 18 No- expenditure for that year on plant, ma-
vember. chinery and industrial building;
— The standard retirement pension will be — to provide improved safeguards for pro-
raised (+ £ 1.60 to £ 11.60 for a single fit margins.
person; + £ 250 to £ 18.50 for a mar-
ried couple), from April 1975. — Subsidies to nationalised industries for price
— Short-term social security benefits to be in- restraints are to be phased out as quickly as
creased by approximately 14% from April possible.
1975.
— Family allowances to be increased by 60 p to — The arrangement to guarantee certain official
£ 1.50 for second children, and by 50 p to overseas holdings of sterling is to be discon-

&£ 1.50 for third and subsequent children, tinued at the end of 1974.
as from April 1975.
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TABLE 1 : Key indicators

United Kingdom

1969 1970 1971 1972 1973 1973
% change by volume Indices
on preceding year 1970 = 100
Gross domestic product + 11 + 241 + 23 + 3.1 + 53 1111
Industrial production + 27 + 03 + 04 + 2.0 + 7.2 109.8
Total imports + 3.0 + 5.0 + 4.8 + 9.9 4+ 11.2 128.1
Private consumers’ expenditure + 0.2 + 24 + 2.7 + 6.0 4+ 4.6 113.9
Public current expenditure on goods
and services - 14 + 16 + 31 + 4.0 + 38 111.3
Gross fixed asset formation + 0.5 + 1.9 4+ 0.9 + 2.4 + 4.8 108.3
Total exports + 93 + 5.0 + 7.2 + 26 + 9.1 120.0
Gross domestic product per head of
population + 0.7 + 1.9 + 1.9 + 2.8 + 541 110.1
Gross domestic product per person in
employment + 11 + 2.9 + 3.8 + 3.0 + 341 110.2
% change by value
on preceding year
Gross income per employee + 7.1 \ + 12.7 l + 12.5 | + 11.9 | +11.8 140.8
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance: exports less imports
in million Eur + 422 |4+ 931 [ +1874 | — 336 | — 4,426
as percentage of GDP 0.4 0.8 1.4 0.2 2.6
Unemployment rate 2.5 2.6 34 3.8 2.7
Consumer prices
(% change on preceding year) + 57 |+ 58 {4+ 82 |+ 67 [+ 86

125



United Kingdom

TABLE 3 : Foreign trade (at current prices)

Indices | Million % of
L
% change on preceding year 1970=100| ~ Eur to‘;sall
1969 1970 1971 1972 1973 1973 1973 1973
Visible exports
Total + 14.1 |4+ 98314 13.9 [+ 6.1 [+ 27.8 154.5 29,892 100.0
Intra-EEC + 18.9 |+ 14.0 |+ 12.9 |+ 10.6 | + 37.0 171.1 9,672 32.4
Extra-EEC +12.4 |+ 8.2+ 14.3 [+ 4.4 [+ 23.3 147.7 | 20,220 67.6
Exports of food, beverages and tobacco + 5.5 |+ 13.3 1+ 14.3 |+ 12.8 )+ 32.7 170.3 2,101 7.0
Exports of raw materials, fuel and power + 5.6 |+ 135 |+ 7.3+ 8.7|+ 435 167.5 1,928 6.5
Exports of semi-finished and finished industrial goods and
miscellaneous goods + 153 |+ 9.3 |+ 14.3 [+ 5.5 |+ 26.4 152.5 25,863 86.5
Visible imports
Total + 5.3+ 8.7 (+ B7+ 134+ 423 175.4 38,050 100.0
Intra-EEC + 43|+ 13.4 [+ 195 |+ 20.7 |+ 47.6 213.0 | 12,473 32.8
Extra-EEC + 58|+ 7.0|+ 47|+ 10.3[+ 39.9 161.6 | 25,577 67.2
Imports of food, beverages and tobaceco + 16|+ 61|+ 63|+ 83|+ 315 151.8 7,434 19.5
Imports of raw materials, fitel and power + 2414 68[4 91|+ 19[4 44.0 160.1 8,861 23.3
Imports of semi-finished and finished industrial goods and
miscellaneous goods 8.7 [+ 108 |4+ 9.5+ 21.2 |+ 45.8 193.6 21,755 57.2
TABLE 4 : Selected monthly indicators
Year | Jan. Keb, Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial production 1972 99.2 93,00 1000 10191 1030 1037} 1031 103.0 ) 104.9) 1053 1059 106.1
(1970 = 100) 1973 108.6 110.2 110.6 1092 109.0 110.0 110.9 110.5 110.8 1114 110.4 106.6
1974 101.5 103.3 106.3 108.1 108.1 109.3 110.0 110.5
Unemployment 1972 899.6 | 9095 9155 ni1.2 879.4 | 847.7 848.3 844.6 | X46.6 812.1 787.7 756.5
(000) 1973 7354 6967 | 668.0) 6480 | 636.9] 624.3 611.21 592.8| 670.1 539.1 012.4 | 496.4
1974 61.3 | 476.3| 5726 ar3.4( 5753 5899 6106 6349 641.5 637.1
Construction : Housing 1972 31.4 2r.2 29.7 28.2 26.3 31.2 29.2 2.7 29.0 27.8 30.3 32.4
starts (000) 1973 30.2 33.4 30.8 28.9 26.1 27.4 25.3 26.1 28.8 23.4 24.1 23.2
1974 24.0 23.7 26.5 21.8 22,0 220 19.0 21,0
Private consumers’ ex- | 1972 10551 105.6 1 106.6 | 107.5| 1088 1106 1129 113.8| 114.6| 116 8| 1182 121.3
penditure : value of retail | 1973 119.8 123.1 127.2 119.5 1204 | 1245 126.1 1274 | 128.9, 133.0 134.5 136.2
sales (1971 = 100) 1974 134.8 1 136.7 138.8 138.4| 138.0 142.8 146.0 | 150.1
Retail prices 1972 159.0 | 1569.8 | 160.3  16..8( 162.6 | 163.7 | 164.2| 165.5| 166.4 | 163.7 | 169.3 | 170.2
(Jan, 1962 = 100) 1973 17013 | 172.4 | 173.4| 176.7 178.0 | 178.9( 179.7 | 180.2 | 181.8| 185.4 | 186.8 | 188.2
1974 191.8 1 195.1 4 196.8 7 203.5) 206.4) 2085} 210.4] 210.6] 212.9
Exports 1972 1718 1793 1714 1786 1793 | 1925 1793 1174 1961 2155} 2054| 2059
(million Eur) 1973 2088 2160 2071 2256 21461 2 304 2 306 23524 2603 2357 2453 2 446
1974 2429 | 2767 2899 3012 3048 3180 3187 3307 | 3401
TImports 1972 1738 1879 1898 1889 18721 1896 17331 1577 2299 2266 2297 2206
(million Eur) 1973 2 256 2328 2578 2204 2734 | 2635| 2048 2894 2974 3324 3130 3250
1974 3338} 3823 4020 3989 | 4193 4325 4 332 4018 4308
Balance of trade 1972 | — 20| — 86| — I84| — 103 | — 79| 4+ 290+ 60 — 403 | — 338 | — 111 | — 243 | — 147
(million Eur) 1973 | — 168 | — 168 | — 507 | — 38| — 588 — 331 | — 442 | — 542 — 471 | — 967 | — 677 | — 804
1974 | — 909 | -1 056 | -1 121 | — 977 | -1 145 | -1 1465 | -1 145 — 771 | — 907
Official gold and foreign | 1972 6430 | 64391 6516 6569 | 6586 | 6415! 5602 5611 | 5609 | 5395 | 5420 5 201
exchange reserves 1973 | \5120| 4906 | 5004 | 5071 | 55367 5813 | 5494 | 5402| 5290] 5604| 5508 5369
(million Eur) 1974 51221 4946 5342 5767 5736 | 5563) 5537 5671] 5942| 6257
Money supply 1972 | 48 096 | 48 192 | 49 368 | 51 744 | 52 608 | 54 264 | 55 416 | 55 824 | 56 952 | 57 672 | 58 224 | 59 928
(million Eur) 1973 | 61 392 | 63 432 § 64 416 | 65 208 | 65 592 | 66 888 | 69 336 | 70 992 | 72 672 | 74 328 | 75 192 | 77 160
1974 | 78 744 | 80 184 | 80 232 | 80 544 | 80 544 | 80 400 | 82 896 | 83 784 | 83 904
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United Kingdom

NOTES TO GRAPHS AND TABLES

Conversions into Eur (1 Eur = 0.888671 g of fine gold) £ 1 = 2.40 Eur.
Seasonally adjusted unless otherwise stated.

Key to sources : — (a) Central Statistical Office.
(b) Department of Employment,
(c) Bank of England.
(d) Statistical Office of the European Communities.

(e) Office of Population Censuses and Surveys, General Register Office (Scotland), General
Register Office (Northern Ireland).

(f) Ministry of Health and Social Services (Northern Ireland).
(g) Department of Trade and Industry.
(h) Department of the Environment,
Graph 1 .
Industrial production : three-monthly moving average of all industries index (1970 = 100) (a).

Graph 2

Labout market (Great Britain) : wholly unemployed, excluding school-leavers and adult students; number of
adult unfilled vacancies (b).

Graph 3

Wages and consumet prices : index of monthly average earnings in Great Britain (all employees) (January 1970
= 100); retail price index (all items) (not seasonally adjusted) (index based on January 1962, January 1970 = 100) (b).

Graph 4

Expotts (f.o.b.) and imports (c.i.f.) of goods on a balance of payments basis : three-monthly moving averages (a).

Graph 5

Bank lending to the private sector : advances (not seasonally adjusted) by the total banking sector to UK residents,
excluding lending to the government, local authorities, public corporations and financial institutions, Breaks in the
series occur in the first quarter of 1972 and the first quarter of 1973 (c).

Table 1

Gross domestic product at market prices (d).

Index of industrial production (all industries) (1970 = 100) (a).

Total imports and exports of goods and services (d).

Total population at end-June (not seasonally adjusted) (e).

Persons in employment: working population excluding the unemployed. Owing to a break in the series, figures
prior to 1971 have been adjusted.

Gross income from employment (a).

Employees : persons in employment (as defined above) excluding employers and self-employed (b + f).

Table 2

Expotts less imports: balance of goods and setvices (d).

Unemployment rate : number of unemployed as a percentage of the estimated number of employees (including the
unemployed) (b + f).

Consumer prices : deflator of private consumption (d).

Table 3

Exports (f.0.b.) and imports (c.i.f.) of goods on an ovetseas trade statistics basis. EEC figures are shown on the
new basis throughout. The products have been grouped according to the SITC sections 0 & 1, 2-4 and 5-9 (g).

Table 4

Index of industrial ptoduction (all industries) (1970 = 100) (a).

Unemployment : wholly unemployed, excluding school-leavers and adult students (b + f).

Construction : private and public housing starts in Great Britain (h).

Retail sales : index numbers of the value of sales at cutrent prices (1971 = 100) (g).

Retail price index (all items) (not seasonally adjusted) (January 1962 = 100) (b).

Exports (f.0.b.) and imports (c.i.f.) of goods on a balance of payments basis (a).

Official gold and foreign exchange reserves : end-month figures (not seasonally adjusted) comprising gold, IMF
Special Drawing Rights, convertible curtencies and, from July 1972, the UK’’s reserve position at the IMF. Before
conversion into Eur, values have been converted into sterling at prevailing middle rates. For these teasons,
breaks in the series occur in December 1971, July 1972 and February 1973 (c).

Money supply : M3 (including interest-bearing deposits). Breaks in the series occut in April 1972 and Aptril 1973 (c).
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