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I. THE OVERALL SITUATION

The monetary crisis of November and the measures taken by some member countries
to cope with it have so far not significantly affected overall economic growth in the
Community. Very lively though it was dready, economic expansion was indeed
gathering additional pace at the end of 1968 and in the early montbs of 1969, with
the main impetus coming from the expansion of internal demand, which gathered
appreciable momentum. Gross fixed asset formation rose particularly vigorously,
and the growth of private consumption, too, was rapid. Export demand was also
still developing along fairly expansionary lines at the end of 1968. This was in
part due to the fact that the restrictive measures taken in the United States and
the United Kingdom bave so far had no more than a comparatively modest influence
on domestic demand and consequently on these countries’ imports.

So far production has been easily adapted to rising demand. With productivity
gains slowing down, employment bas risen appreciably. Actual working time per
person employed bas lengthened and the demand for additional labour has increased
vigorously. The result is that unemployment bas declined in the member countries.

Despite the rapid expansion of internal supply in the Community, the faster growth
of internal demand bas boosted imports. However, as exports have also been rising
vigorously, the turn of the year saw no major change in the Community’s visible
trade position.

Although the trend of wage costs is comparatively favourable, prices are tending
to rise in the Community. This is in the main attributable to special factors such
as the introduction of the tax on value added in the Netherlands, an increase in




TV A rates in France, and a general rise in food prices; in part, however, the
tendency is dlso a reflection of strain due to the specifically economic trends.

Growth prospects have of late improved slightly. Export demand will probably
slow down to a lesser extent than bad been thought likely, particularly since
expansion in the United States will bardly slacken in the first bhalf of 1969 enough
to affect Community exports to any appreciable extent. At the same time, the
growth of internal demand in the Community will probably develop along more
dynamic lines than had been assumed in the last Quarterly Survey (3/4-1968). The
latest investment surveys among firms in the EEC and the trend of orders in the
capital goods industries, for instance, suggest that investment activity will gather
momentum; given the sharper rise in wage incomes and social transfer payments,
private consumers’ expenditure should also climb steeply.

In 1969, the real gross Community product will probably be some 6 % and
industrial production some 9 % bigher than in 1968. Imports will forge abead.

Equilibrium will probably deteriorate as the year advances, and this will be reflected
in a deterioration of the current account and a rise in prices which is all the more
undesirable from the short-term policy point of view since those in charge of
economic policy in the United States are currently concentrating on price stability
in an effort to achieve better balance-of-payments equilibrium.




A. Recent developments

1. Demand

At the end of 1968 and in the early months
of 1969 overall demand in the Community con-
tinued to expand rapidly. The key to this trend
was internal demand, which in several member
countries was rising at a faster rate; demand
from the rest of the world also remained fairly
dynamic.

Export demand (i.e. goods and services actually
exported to non-member countries) continued
to develop along fairly expansionary lines, pat-
ticularly in the closing months of 1968, with
German exports playing the leading role. The
Community’s visible exports (as reflected in
the customs returns and adjusted for seasonal
and fortuitous variations) were 4 % higher in
the November-January period than in August-
October.

Contrary to expectation, the slowdown in eco-
nomic expansion in the United Kingdom and
particulatly in the United States was not sharp
enough to have an appreciable impact on the
expansion of trade between the major industrial-
ized countries. This is mainly due to the fact
that the restrictive measures taken in these two
countries have so far done little to inhibit the
rise in domestic demand.

In the United States, the inflationary expansion
of domestic demand continued. As a result,
the rise in the gross national product from the
third to the fourth quarter was still 2 % in
money terms and 0.9 % in real terms. Imports
of finished goods also continued to expand
vigorously, although in January and February
the flow slowed to a trickle for a time because
of the strike of American stevedores.

In,the United Kingdom, expenditure on con-
sumption continued to rise fairly vigorously in
the period up to the end of the year. There
was something of a time-lag till the restrictive
measures taken in November (increase in a
number of indirect taxes, credit squeeze) began
to bite. The same applies to the increase in
the cost of British imports as a result of the
import deposit system, introduced in November,

under which importers are required to deposit
with the customs authorities, interest-free and
for a period of six months, sums equivalent to
50 % of the value of the imported goods.

The comparatively vigorous demand for foreign
goods in the United States and the United King-
dom combined with a sharp increase in the
Community’s imports to promote economic
growth in the other industrialized countries as
well. As a consequence, Community sales to
these countries, particularly to Sweden and
Switzerland, showed a more favourable trend
than had been generally expected.

The vigorously expanding deliveries by the Com-
munity to the developing countries, particularly
the EEC associated overseas countries and ter-
ritories, also made a major contribution to the
Community’s exports. Lastly, sales to the coun-
tries of the Eastern bloc have been growing
shatply in the past few months.

In the same period, the rise in internal demand
has been gathering momentum,

This applies in particular to gross fixed asset
formation. The vigorous increase in orders for
plant and machinery during the past year is
increasingly influencing the trend of actual
expenditure on investment, especially in Ger-
many and, though to a lesser degree, the Nether-
lands. In Belgium, the level of investment is
still comparatively low but—to judge by the
results of the EEC business surveys—manage-
ments in several industries have shown a greater
propensity to invest.

Investment in construction, adjusted for sea-
sonal variations, probably continued to expand
at the same—fairly rapid—rate as in the autumn
of 1968. Moreover, as the weather has been
fairly good, at least in January, actual expen-
diture on construction in the Community as a
whole has been appreciably higher than at the
end of 1967 and the beginning of 1968. The
rise was particularly pronounced in industrial
building, particularly in Germany, Italy and, to
a lesser degree, Belgium. Residental construc-
tion has also probably made strong gains, with
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Visible exports to non-member countries

(Values and 9, changes on preceding year)

1967 1968
Tea | P | e | e | e | oo | P
1 yeat ter ter ter ter year
All non-membet countries 31627 | + 75|+ 12 + 2 + 18 + 14 + 11.5
of which :
Industrial countries 2 20473 | 4+ 7 + 13 4+ 35|+ 165 + 14 + 11.5
including :
United States 4423 | + 8 4+ 415 | + 28.5 | +39.5 | + 16 + 30.5
EFTA 10425 | + 45!+ 8 |— 05|+ 11 + 11514+ 7.5
United Kingdom 2847 | + 12 + 205 |+ 154+ 12 + 6.5 |+ 10
Developing countries * 829 { 4+ 454105 |+ 4 + 23 + 12.5 | 4 12
including :
Associated overseas countries and terri-
toties 178 |+ 5 + 145 | — 3514+ 295 | 4225 | + 155
Other ¢ 2858 | +225 |+ 11 |—13 + 17 + 22 + 9

Source : Statistical Office of the European Communities. (SOEC)

1 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.

2 Class 1 of the Standard Country Classification for Foreign Trade Statistics of the EEC,

3 (Class 2 of the Standard Country Classification for Foreign Trade Statistics of the EEC,

4 Class 3 of the Standard Country Classification for Foreign Trade Statistics of the EEC, and other destinations.

a special contribution from what is still a high
level of building activity in Italy and from the
distinct increase in residental building starts in
France. On the other hand, the tendency for
public expenditure on building to slow down
appears to have continued in most Member
States.

With final demand and production spurting in
Germany and France, dealers’ stocks of raw
materials and finished products probably de-
clined appreciably towards the end of 1968.

Private consumers’ expenditure in the Commu-
nity was for a while also increasing at a faster
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pace in the closing months of 1968. In France,
the buying spree following the sharp wage
increases gained additional strength in the clos-
ing months of 1968 as a result of the monetary
crisis in November and of fears that the increase
in the TVA rate due on 1 January would mean
higher prices. In the Nethetrlands, too, fears
that the introduction of the TVA as from
1 January might have the same effect led house-
holds at the end of 1968 to buy a good deal
more than they normally would have. In both
countries the savings ratio declined appreciably
for a time. The trend of consumption appears
to have lost momentum once again in the mean-
time, both in France and in the Netherlands.



In Germany, the rise in disposable incomes and
private consumers’ expenditure became unmis-
takably faster.

In the other member countries, the trend of
private consumers’ expenditure has probably
shown little if any change, although there is
definite evidence of a general though moderate
acceleration,

2. Production

Given the situation outlined above, internal
supply was expanding very vigorously around
the turn of the year. Firms were again running
at or a near capacity, especially in industry in
France, Germany and the Netherlands.

The seasonally adjusted industrial production
index of the Statistical Office of the European
Communities (which, however, includes neither
construction not food, beverages and tobacco)
put Community production 6 % higher in the
fourth quarter than in the third quarter and
12 % higher than in the fourth quarter of 1969.
The increase was particulatly vigorous in France,
Germany and the Netherlands. Early in
1969, however, the expansion of production
slowed down. The pattern of industrial supply
has changed as manufacturing industry and
particularly the consumer goods industry make
an increasingly important contribution to expan-
sion. This is not only the result of the dynamic
trend of the corresponding components of
demand but also because production elasticity
in this sector is still relatively high.

In building and construction, the mild weather
in most member countries and the improvement
in the order situation, at least until the beginning
of the year, enabled a fairly high level of
production to be reached. To judge by the
information available on building starts, the
expansion of building gathered appreciable mo-
mentum in most member countries, not only
in the industrial field but also in residential
construction.

In the services sector the trend was similar to,
if not quite as dynamic as, that in industry.
At the end of 1968, activity was gathering
pace, particularly in retail trade, transport and
banking,

With the degree of utilization of technical plant
capacity already very high, productivity gains
steadily dwindled so that the rapid growth of
production was in most member countries ac-
companied by an appreciable increase in em-
ployment. The number of actual working hours
per person employed continued to increase.
There was at the same time a tendency for
demand for additional manpower to rise vigor-
ously. The result was that the decline in un-
employment was still very pronounced; in some
member countries it even gained in strength
at the beginning of the year. This trend has
again highlighted some of the weaknesses of
the Community’s labour markets; in the present
phase of the business cycle it may therefore
well be that in some countries the labour
shortage will re-emerge or even get worse while
there is a comparatively high number of un-
employed who either lack the right skills or
live too far away from vacancy areas.

3. The balance of the markets

Despite the internal supply boom in the
Community, accelerating internal demand has
strengthened the propensity to import. Thus,
the Community’s imports from non-member
countries have risen very sharply in the past
few months. In the November-January period,
seasonally adjusted visible imports were 5 %
higher than in the August-October period. The
upswing of investment and consumer demand
was reflected in a particularly vigorous increase
in imports of consumer goods and plant and
machinery, With the growth of industrial pro-
duction gathering momentum in the past few
months, purchases of raw materials also climbed
steeply. Lastly, food imports have, since the
beginning of the autumn, been running at a
very high level in all Community countries
except Germany,

Almost all supplier countries benefited from
this lively increase in demand in the Commu-
nity. Sales by the United Kingdom to the
Community, in particular, continued to forge
ahead, and the growth of exports by the other
EFTA countries to the Community even tended
to gather momentum. Sales by the developing
countries, particularly Latin America and the
associated overseas countries and tetritories,
have also climbed in the past few months.



The brisk expansion of demand in the Com-
munity contributed to a particulatly lively ex-
pansion of visible trade within the Community,
shared by all member countries. The rise in
imports was particularly sharp in France, where
it grew faster towards the end of the year. As
for exports, rising demand in the partner coun-
tries benefited all Community countries with
the exception of France, whose exports tended
to level out in the closing months of 1968
under the influence of the rapid expansion of
domestic demand.

Prices have risen in most member countries
since November, especially in France and the
Netherlands, where the system of indirect taxa-
tion has been changed. In the Netherlands, the
cost-of-living index jumped by 3.5 %, from
December to January. In February, too, it con-
tinued to rise. In France, the cost-ofliving
index rose by approximately 1.5 % from Decem-
ber to February.

The vigorous rise in the level of consumer
prices, in most member countries, under way

Visible imports from non-member countries

(Values and 9, changes on preceding year)

1967 1968
million Full 1st 2nd 3rd 4th Full
u.a. quar- quat- quat- quat-
1 year ter ter ter ter year
All non-member countries 30767 | + O + 65|+ 5 4+ 15 + 10 + 9
of which :
Industrial countries 2 16954 | — 2 + 6 + 3 -+ 18 + 13 + 10
including :
United States 588 |— 25|+ 7 |— 15[+215|+13 + 9
EFTA 7093 — 2 + 65|+ 45|+ 17 + 14.5 | 4- 10.5
United Kingdom 2701 |[— 3 + 554+ 25| +17 +205 |+ 11
Developing countries 2 11521 | - 15 | + 7 8.5 | 4+ 13 4+ 654+ 85
including :
Associated overseas countries and terri-
toties 2275 | — 054 12 + 4 + 12 + 105 + 9.5
Central and South America 2743 |4 05| — 35 |— 8 — 8 + 135 | — 2.5
Other 4 2292 {4+ 85| +115 |+ 35|+ 25|+ 35+ 5

Source : Statistical Office of the European Communities (SOEC).

1 1 y.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate,

* Class 1 of the Standard Country Classification for Foreign Trade Statistics of the EEC,

3 (Class 2 of the Standard Country Classification for Foreign Trade Statistics of the EEC,

4 Class 3 of the Standard Country Classification for Foreign Trade Statistics of the EEC, and other sources.




since last September, is due not only to the tax
reforms but also to the considerable increase in
food prices, which is attributable to poorer pro-
duction in agriculture, particularly as regards
vegetables, root crops and pigmeat,

In the services sector, too, prices rose distinctly
in all countries except Italy.

Price increases for manufactures, by contrast,
remained very modest (France being the only
exception), for the trend of labour costs in
industry was favourable throughout 1968. In
the Netherlands, however, the situation changed
at the beginning of 1969.

The tendency for the Community’s balance of
visible trade with non-member countries to
deteriorate gave way for a while to a slight
improvement towards the end of 1968, although
this change was largely due to special factors.
The Community’s overall current account is
also likely to have closed with a somewhat lat-
ger surplus in the fourth quarter than in the
previous quarter. By contrast, there was a
heavy deficit on the capital account. Net exports
of long-term funds were still running at a high
level, and there were also substantial exports
of short-term funds. Although the November
monetary crisis generated an inflow of short-
term funds into the Community (mainly into
Germany), these funds were for the most part
repatriated in the subsequent months as cur-
rency speculation subsided; the rise in the level
of interest rates in the USA and on the Euro-
dollar market also led to an appreciable rise in
net exports of funds from the Community. In
the past few months, the commercial banks
have also invested substantial sums abroad, par-
ticularly on the Eurodollar market.

In consequence, the official gross gold and
foreign exchange reserves of the Community,
which in November had been swollen as a result
of the monetary crisis and the inflow of foreign
exchange into Germany engendered by it, con-
tracted again in December and January. At the
end of January, they were some $ 820 000 mil-
lion below the level they had reached at the
end of October, i.e. shortly before the wave
of speculation began.

In the aggregate, transactions with abroad have
therefore been tending to reduce internal liqui-
dity in the Community.

Only in a few of the member countries did the
cash transactions of the public authorities exert
an expansionary influence on liquidity. In Ger-
many, the Federal budget closed in the fourth
quarter with a cash deficit, as is usual for the
season, but this deficit was substantially lower
than a year earlier. In Belgium, by contrast,
the cash deficit appears to have been much
heavier than in the corresponding period of the
previous year. In the Netherlands budget, cash
expenditure also exceeded receipts, although this
was mainly due to loan redemption to the
United States ahead of schedule. In Italy, the
cash budget closed with a smaller surplus than
a year earlier, despite a steep increase in tax
revenue at the end of the year. In the closing
months of 1968 the cash transactions of the
French treasury showed an appreciable surplus,
mainly because certain types of expenditure had
been temporarily blocked.

Bank lending to business and private customers
expanded very sharply in almost all member
countries as a result of vigorous economic
growth. In France, the Banque de France took
steps in November to contain credit expansion.
A month later, the central bank in the Nether-
lands switched to a restrictive credit policy, and
the Banque de Belgique also took restrictive
measures.

Given the strong expansion of demand and the
heavy exports of funds, the money markets of
various member countries showed distinct signs
of strain towards the end of the year. With a
view to reducing the country-to-country dis-
parities in interest rates and thus checking the
outflow of money, the central banks of France,
the Netherlands and Belgium raised their respec-
tive discount rates. The measures are also
helping to curb demand on the money market,
an objective of domestic economic policy. In
Germany and Italy, the central banks have
maintained their stable interest rate policy.

Borrowing on the capital markets of the Com-
munity remained very heavy. Around the turn
of the year, however, bond and debenture yields
rose slightly in various member countries. Equi-
ties, which in the autumn had declined, though
to varying degrees, almost everywhere as a result
of the monetaty crisis, climbed steeply in Decem-
ber and January in most member countries—
mainly because of a more optimistic assessment
of the business outlook.



Demand for and supply of goods and services

19661 1967 1 1968 2 4 1969 34

At

current % changes on preceding year
prices
in 000
million
ua.® | Volume Value |Volume Value |Volume

Gross fixed asset formation 734+ 07 4+ 16 |4+ 65 + 9 + 8.5
Public current expenditure on goods and

services 471 |+ 42 + 74|+ 25 + 8 4+ 4
Private consumers’ expenditure 1970 |+ 32 4+ 6.0 |4+ 4 + 7 + 5.5
Gross Community product 3236 |+ 29 4+ 53|+ 55 + 85|+ 6

Balance exports ¢ less imports 8 (at current
prices, in 000 million units of account) + 35 + 5.7 + 69|+ 5.0

1 General Statistical Bulletin, 1968, No. 7/8, Statistical Office of the European Communities.

3 Commission estimates.

3 Commission forecasts.

¢ Based on Community totals of the aggregates of the individual member countries at official exchange rates.
8 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.

¢ Goods, services and factor income.

Note :

(a) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(6) The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quarterly
Surveys. They have been discussed with the experts of the member countties but are established and published
on the sole responsibility of the Commission.

10



B. Outlook

The current outlook for export demand in 1969
differs slightly, in two respects, from the pros-
pects outlined in the last Quarterly Survey
(3/4-1968). Firstly, world economic growth
and trade expansion will, seen for the year as
a whole, probably be more vigorous than was
originally assumed. Secondly, in the first half
of the year the Community’s exports will still
be fairly dynamic, while in the second half of
the year the growth of exports must be expected
to slow down.

It is very unlikely that economic growth in the
United States will come to a halt in the first
half of 1969. Despite the restrictive character
of the budget and in particular the collection
of tax arrears falling due in the spring of 1969,
the trend of corporate investment and residential
construction is still distinctly upwards. Private
consumers’ expenditure, too, will probably con-
tinue to rise in the first half of 1969, par-
ticularly if the savings ratio of households,
which in the fourth quarter of 1968 was back
at a normal level, ceases to increase.

In the second half of the year, by contrast, anti-
inflationary economic policy (tightening of the
restrictive money and credit policy, additional
cuts in the federal budget, extended application
of the income tax increases introduced in July
1968) may increasingly curb the growth of
domestic demand. As the wage agreements
coming up for renewal later in the year will
be fewer in number, mass incomes, too, must
be expected to rise at a slower pace. Together
with the endogenous factors, the economic
policy measures may therefore lead to an appre-
ciable slackening of the growth of fixed invest-
ment around the middle of the year; with dis-
posable incomes of households rising only
moderately, this may lead to a decline in stock-
building, which, as experience has shown, can
reach very substantial proportions in the United
States. In the circumstances, a temporary stagna-
tion and more stable prices (the latter is appar-
ently very high on the list of the new admin-
istration’s priorities) cannot be ruled out.

Imports by the United States, which will pro-
bably continue to mount in the first half of

the year, may therefore tend to decline later.
None the less, it is safe to assume that the
GNP growth rate year on year will better the
3 % predicted so far, and that imports of goods
and services for the year as a whole will still
be considerably up on the average level for
1968.

In the United Kingdom, the restrictive budget
policy measures adopted in November and the
tightening of credit restrictions, reflected in an
increase in Bank rate to 8 9% at the end of
February, will doubtless curb the growth of
imports. This does not mean, however, that
the forecasts of Community deliveries to the
United Kingdom would have to be revised to
any substantial extent. The propensity to im-
port in the UK will, for one thing, be probably
higher than originally expected. Also, it is
quite probable that the rise in incomes, par-
ticularly in wage incomes, will not be held
within the limits set by the Government, so
that real GNP growth of some 3 % is by no
means impossible.

In the other EFTA countries economic activity,
which became more lively as early as the middle
of 1968, may still gather a little more momen-
tum in the first half of 1969, mainly under the
stimulating influence of expanding export de-
mand, including in particular demand from the
Community. In the second half of the year,
domestic demand in these countries can also
be expected to expand faster.,

In the developing countries, the trend of im-
ports may become somewhat firmer because of
the favourable business outlook in some in-
dustrialized countries and because the prices of
raw materials have of late been rising again.
For 1969 as a whole, however, the level of
imports by these countries will probably not be
very appreciably up on that of 1968.

It is very probable that internal demand in the
Community will expand rather more vigorously

than was forecast at the end of 1968.

The latest EEC survey of managements’ invest-
ment intentions and the trend of orders in plant
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and machinery suggest, for instance, that 1969
investment plans will be revised upwards. Even
in France, investment activity in 1969 can still
be expected to be lively, despite the more restric-
tive course of budget and credit policy since
November. The growth of investment in build-
ing and construction, by contrast, will probably
be modest, being roughly the same as in 1968.

Private consumers’ expenditure may rise some-
what more rapidly than has been assumed so
far, Welfare payments, especially old age pen-
sions, will be raised more substantially, par-
ticularly in Italy. The faster expansion of pro-
duction is also likely to lead to a steeper increase
in employment.

In the circumstances, the growth of the real
gross Community product from 1968 to 1969
can now be put at roughly 6 %, ie. half a
percentage point more than had been assumed

12

in Quarterly Survey No. 3/4-1968. Industrial
production will probably expand by about 9 %.
These forecasts imply for the Community as a
whole a fairly steady upward trend during the
year with only a slight slowdown towards the
end of 1969.

The faster expansion of demand and production
calls for an upward revision of import forecasts;
for the year as a whole, however, the effect of
this change will be offset by the somewhat more
dynamic trend of exports to non-member coun-
tries.

In 1969, consumer prices in some member coun-
tries will probably rise more steeply than in
1968: in the Netherlands, the introduction of
the tax on value added already forced up prices
sharply in the first quarter. In France, too, the
higher rates of tax on value added led to a cost-
of-living increase in January-February.



C. Short-term economic policy

The impact of the monetary crisis in November
brought a change in policy emphasis. The main
feature of the crisis was that it mainly affected
two of the six countries, France and Germany.
The measures taken to restore confidence in the
French franc, ward off speculation on a revalua-
tion of the German mark and ensure a foreign
trade pattern such as would safeguard growth
in Germany are set out in the second part of
this report.

Shortly after the monetary crisis, the Commis-
sion set out its views in a Memorandum it
submitted to the Council on 5 December 1968
on the policy which should be followed within
the Community in order to deal with current
economic and monetary problems. The Memo-
randum pinpoints three main needs: prevention
of a revival of speculation, maintenance of rapid
economic growth in the Community in 1969,
and the safeguarding in the years ahead of the
balanced development of prices and production
costs in the Community to help attain the
objectives of Article 104 of the Treaty of Rome.

For these needs to be met, the growth reserves
still available in Germany, Italy and the Benelux
countries should be put to optimum use without,
however, jeopardizing stability.

In particular, the expansion of production
should be facilitated by greater efforts to solve
certain structural problems, particularly through
measures of structural policy to assist individual
industries and regions, and through an appro-
priate vocational training and retraining policy.
To keep the trend of wages within the limits of
what the economy will bear, an active incomes
policy should be pursued through measures
concerted with both sides of industry. Restric-
tive practices affecting price formation on the
domestic markets should at the same time be
combated energetically and competition from
abroad encouraged. In the Memorandum, spe-
cial emphasis was placed on budgetary policy,
which should ensure, through creating a suitable
“framework of conditions”, that the expansion
of demand does not outstrip the supply possi-
bilities. It was also pointed out that Germany
in particular should ensure substantial long-term
capital exports, since such exports were making

an important contribution to the stabilization
of the international capital markets. As regards
France, the Commission emphasized the need
for the measures which the French Government
took in November in connection with the mone-
tary crisis. The Commission advocated in par-
ticular stringent budgetary and financial policy
and strict limits on lending. At the same time
it stressed the importance attaching to modera-
tion in wage increases in 1969 if overall equi-
librium was to be restored. In this connection,
efforts should be made to supetvise the wage
trend with particularly great care, promote com-
petition systematically and give greater encous-
agement to saving.

Discussion of the Commission Memorandum in
the Council on 12 December 1968 showed that
the Member States were largely agreed on the
short-term economic policy to be pursued. In
this connection, the Council recognized the need
for greater convergence of economic policies in
the Community and for an investigation of the
scope for intensifying monetary co-operation.
Meanwhile, the economic upswing in the Com-
munity has gathered such momentum that care
should be taken in any case to avoid any addi-
tional action that stimulates demand. This
applies in particular to Italy, where the measures
introduced in the autumn to promote private
and public investment activity, together with
the substantial increase in old age pensions
proposed by the Government in February, can
be expected to lead in the months ahead to an
appreciable acceleration in the expansion of
domestic demand.

The price climate has been deteriorating in most
member countries, so that greater importance
should be attached to the aim of balanced eco-
nomic growth and, particularly price stability.
This is all the more true as in the United States
efforts are being intensified to stem the infla-
tionary rise in prices of the past few years; for
the longer term, this means that the member
countries of the Community must concentrate
more on stability if their economies are to
remain competitive. It must be stressed in this
context that the need for early action to combat
inflation is all the greater in that it will help
to avoid, at a later stage, sudden and large-scale
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stabilizing measures which would be bound to
entail growth losses.

Apart from France, where re-establishment of
overall equilibrium has been the Government’s
chief aim for quite some time, the Netherlands
and Belgium have recently adopted a more
restrictive course of short-term economic policy.
In France and the Netherlands, this involved
not only measures in the field of public finance
but also a limitation of the expansion of bank
lending; in all three countries, Bank rate was

put up.

Given the need to reduce domestic demand and
prevent an unduly heavy outflow of capital, the
limitations on, and the increase in the cost of,
borrowing are in France entirely justified
objectives.

There is certainly also a case for a credit squeeze
in the Netherlands and Belgium; in the Nether-
lands, this is because the rise in prices has been
very vigorous in the past few months and the
danger of a price-wage spiral is great, and in
Belgium, because there is a great risk of un-
desirable outflows of capital, but also because
the price climate has deteriorated and threatens
to grow even worse in the second half of the
year. It must, however, be realized that this
means a departure from the stable interest rate
policy pursued so far in the Community. To
make sure that this does not engender a cumu-
lative rise in interest rates in the Community
and also in the non-member countries beset by
payments difficulties, the emphasis of the efforts
to safeguard price stability should be on more
abundant supply, on incomes and competition
policy, and above all to a still greater extent on
public finance policy.!

The experience of the past few months and the
difficulties which may well arise for the eco-
nomy of the Member States if the restrictive
policy in the United States is maintained point
emphatically to the need for better co-ordination
of economic policy in the Community. In its
Memotrandum to the Council concerning the
co-ordination of economic policies and monetary
co-operation in the Community of 12 February
1969, the Commission made practical proposals

1See the remarks on policy in part 2 of the country
chaptets.
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to this end. In the Commission’s view, there
is a need for greater convergence of the national
medium-term policy lines on the rates of growth
of production and employment, the trend of
prices, the current balance of payments, and the
overall balance of payments. Accordingly, the
Commission proposes that at the beginning of
autumn 1969 the Council should debate the
options for the period 1970-75 on which the
Member States can base their policies. The
Council is also called upon to adopt, after con-
sultation of the Medium-term Economic Policy
Committee, the measures needed to improve
the synchronization of the medium-term pro-
grammes of the individual Member States and
to strengthen their mutual consistency. There
is at the same time a need for greater co-
ordination of current economic and financial
policies as a means of forestalling, in good time
and under the best conditions for all Member
States, disequilibria due to the economic trend
and, where necessary, combating them as ef-
fectively as possible. In a multi-national eco-
nomic area in process of integration and with
a comparatively moderate tariff policy towards
non-member countries, the importance attaching
to a prophylactic policy is even greater than in
a national economy that is comparatively closed
to the outside: it is in the common interest
that any imbalance, even if confined at first to
a single country, should be avoided or overcome
as rapidly as possible, as there is a great risk of
it contaminating the rest of the Community.
The required measures should also be discussed
jointly so as to make adequate allowance for
economic interaction and ensure that the policies
do not counteract each other or touch off chain
reactions. This is why the Commission proposes
that the procedure of prior consultation on
important internal economic and financial policy
measures which are liable to affect appreciably
the economies of the other Member States
should be extended and organized more system-
atically. In addition, a system of early warn-
ing signals should be created with a view to
facilitating the co-ordination of the economic
policies of the individual countries and the
correction, in good time, of any deviation from
the lines of medium-term policy already mapped
out.

Lven if the co-ordination of current economic
and financial policies functions efficiently, it
is impossible to rule out the possibility that



unforeseen events may lead in a member coun-
try to internal imbalances which can very rapidly
affect its external payments position. As in
such a situation the progress the Community has
already made on the road to integration could
well be endangered, the Commission also pro-
poses the creation of a system of monetary co-
operation functioning within the framework of
the jointly fixed medium- and short-term eco-
nomic policy aims and of the co-ordination
of current economic and financial policy; the

system would be designed to forestall an aggra-
vation of imbalances rather than remedy the
effects of crises alteady present. The system,
to be combined with the existing machinery of
international monetary co-operation, consists in
short-term support and medium-term assistance.
It is the expression of true monetary solidarity
in the Community and represents a necessary
complement to the customs union and the co-
ordination of economic and financial policies at
Community level.
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Source : Statistical Office of the European Communities (SOEC).

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and
fortuitous variations (excluding construction, food, beverages and tobacco).

Graph 2. Total gross reserves of gold and foreign exchange held by the monetary authorities of the Community
counttries at the end of each month.

Graph 3. Three-month moving averages of the seasonally adjusted value of exports to non-member countties
(fob) and imports from these countries (cif), as shown by customs returns.

Graph 4. Three-month moving averages of the seasonally adjusted value of trade between EEC countries, as
shown by customs returns for imports.

u.a. : one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.
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EEC

TABLE 1: Basic data 1967

Total area (*000 s8q. km.) 1167.5
Total population (*000) 184 550
Density of population per sq. km. 158
Numbers in employment (’000) 73 450
Numbers in employment, breakdown by main sector (%) :
— Agriculture 16
— Industry 44
— Services 40
TABLE 2: Key indicators
Volume | Contri-
% change by volume i?iigiggs %’i‘rllﬁo;l;
on preceding year = 100) to o
GNP
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 1967 1967
Gross Community product 5.4 5.6 4.5 5.8 4.8 3.7 2.9 156 —
Industrial production 6.8 5.8 5.3 7.2 4.3 5.3 1.7 170 —
Visible imports 5.6 | 11.3 | 10.2 6.9 5.0 6.8 0.6 199 —
Private consumers’ expendi-
ture 6.2 6.3 5.8 4.5 4.7 4.3 3.2 155 61
Gross fixed asset formation 10.1 7.1 5.1 8.7 3.3 3.2 0.7 174 22
Visible exports 3.2 1.0 3.8 9.3 | 11.0 8.4 7.9 191 —
Intra-Community visibletrade | 14.5 | 13,9 | 16.0 | 13.2 | 12.2 | 10.9 6.1 344 —
Gross product per capita 4.4 4.2 3.3 4.6 3.7 2.7 2.2 142 —
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TABLE 3: Basic monthly indicators

EEC

Year | Jan. | Feb. | Mar. | Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec
Industrial production 1966 114 118 120 122 122 123 111 94 120 122 125 121
(1963 = 100)

1967 116 120 121 124 122 123 112 95 123 127 132 132

1968 122 127 132 134 122 132 120 108 137 142 150 147
Imports from non-member 1966 | 2522 | 2875 2789 | 2524 | 2566 ) 2626 | 2418 | 2295 | 2605 | 2687 | 2631 | 2 675
countries (cif, million u.a.)

1967 | 2607 | 2392 2610 | 2515 | 2564 | 2654 | 2366 2376 | 2444 | 2620 | 2784 | 2837

1068 | 2696 | 2606 | 2811 | 3 709 5 408 2850, 2608 2790 | 2991 3 061 | 3 008
Exports to non-member 1066 | 21531 2179 | 2567 23872 2451 | 2485 | 2505 | 2226 | 2460 | 2626 2527 | 2849
countries (fob, million u.a.)

1067 | 2563 | 24131 2678 2681 ) 2595 2721 | 2543 | 2358 | 2525 | 2918 2763 | 2876

1968 | 2781 ( 2771 | 30251 2848 5 323 3206 2772 2784} 3297 3171 | 3236
Balance of trade 19066 | — 869 |~ 1906 — 222~ 152 | — 115 ] — 141 |+ 87| — 69 — 145/ — 61 |— 104 | +174
(million u.a.) .

1067 | — 44|+ 21!+ 68[+166|+ 31|+ 67| +177|— 18| 4+ 81/ 4+298 , — 21| + 89

1968 | + 85| +165 | + 214 | + 139 — 85 + 3856 | +164 | — 6| -+ 306 -+110| + 278
Intra-Community trade 1966 { 1667 | 1790 2001 | 1861 ( 1903 | 1968 1852 1696( 1960( 2015( 1977 2013
(million u.a.)

1967 | 1925 1861 2145 2002 1974 2099 | 1913 1734 1956 ( 2245( 2182 2126

1968 | 2123 | 2162 | 2371 | 2287 4 248 2479 2085 | 24091 2773 2658 2724

NOTES

Source : Statistical Office of the European Communities (SOEC).

Table 1

— Total population at mid-yeat.

— Numbers in employment at mid-year,

Table 2

— The final column of the table gives a 9, breakdown of GNP at market prices by main categories of expenditure.
The calculation of the Community’s GNP has been made on the basis of official exchange rate.

— Industtial production: index of the Statistical Office of the European Communities, excluding construction,
food, beverages and tobacco.

— Importts of goods (cif) from countries which are not members of the EEC, as shown by customs returns.

— Expotts of goods (fob) to countries which are not membets of the EEC, as shown by customs retutns.

— Trade between EEC member countties, as shown by customs returns relating to impotts,

Table 3

— See note to Table 2.

— Conversion into units of account was effected at official exchange rate (1 unit of account = 0.888671 g of
fine gold = US $1 at the official exchange rate).
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il. THE SITUATION IN EACH
OF THE COMMUNITY COUNTRIES






A. Germany

In the spring of 1969, the German economy has been expanding very vigorously,
the main factors being persistently high investment activity and a rapid expansion
of private consumers’ expenditure. Industrial production has soared, and the
expansionary trend of imports bas also recovered momentum.

As the year advances, the pace of growth of export demand will probably slow
down, primarily as a result of the special measures taken by the authorities to
ensure external trade equilibrium, and domestic demand will tend to take over as
the main growth factor. Investment will continue to expand swiftly. Indeed, the
expansion of expenditure on consumption is likely to gather momentum. As more
and more firms are running at or near capacity, particularly in respect of manpower,
the trend of domestic production will probably decline in vigour, although beavy
investment by firms should bring fairly substantial productivity gains. The growth
of imports, by contrast, will probably gather speed, notably as a result of the tax
relief. The foreign trade surpluses will therefore fall appreciably, and this will go
far to belp improve the conditions permitting the maintenance of appropriate

economic equilibrium in the country.

1. Recent developments

‘The measures taken in the last two months of
1968 to cope with the monetary crisis and to
safeguard the economic upswing through exter-
nal trade equilibrium set some new policy
targets and included the following:

For the trade surplus to be reduced, imported
goods not covered by EEC market organizations
will enjoy until 31 March 1970 a tax relief
of 4% (or 2% for goods chargeable at the
low TVA rate) while exports will be subject
to a special turnover tax of the same rate.
Exports which were covered by contracts con-
cluded before 23 November and were shipped
up to and including 23 December 1968 escaped
the special turnover tax.

So that the inflow of short-term funds from
abroad could be properly controlled, the consti-
tution of non-residents” balances with German
credit institutions and German bank borrowing
abroad were made subject to authorization.
Visible trade and service transactions and long-

term capital movements were not affected.
With capital movements back to normal, this
measure has since been withdrawn.

To attain the same objective, the Bundesbank
fixed at 100 % the reserve ratio for an increase
in credit institutions’ foreign liabilities cartying
the minimum reserve obligation.

To forestall a major decline of domestic eco-
nomic activity and offset such structural difficul-
ties as might arise from the turnover tax mea-
sures, the Financial Planning Council in Decem-
ber recommended some supporting measures. In
the first place, the net increases in tax receipts
resulting from the measures to ensure foreign
trade equilibrium are to be used to provide
temporary assistance to particularly hard hit
industries and to step up the promotion of
regions with a comparatively unfavourable eco-
nomic structure. In the second place, arrange-
ments have been made for an increase in invest-
ment expenditure by the local authorities. As a
result of these measures, public expenditure for
1969 as a whole should rise by 7.5 %.
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The tax measures relating to foreign trade began
to achieve the desired results only gradually. In-
deed, as regards visible exports, they prompted
a vety rapid expansion in November and
December, since firms were trying to speed up
the execution of current export contracts. The
tendency for exports to decline in the subse-
quent months is in part a reaction to these antic-
ipated export shipments but to some extent it
may also reflect the first consequences of the
increase in export prices.

The very buoyant trend of gross fixed asset for-
mation was not affected by the measures to
ensure foreign trade equilibrium. Investment
in plant and machinery in particular continued
to soar at the end of 1968 and in the early
months of 1969. Building investment, which
had been sluggish in 1968 for quite some time,
was, by the beginning of the year, also back
at the record (adjusted) level it had reached
in 1966.

Since the end of last year, private consumers’
expenditure in particular has also been making
a vigorous contribution to overall economic
activity. Although the rise in agreed wages has
gathered little if any speed in recent months
(in the fourth quarter of 1968 the level of
agreed wages was only 4.7 % up on that of
a year earlier) actual earnings increased very
appreciably. In the fourth quarter of 1968
total wages and salaries were some 10 % up
on the level of the corresponding period of
the previous year. There was at the same time
a vigorous increase in the amounts which self-
employed persons withdrew from their busi-
nesses.

The tendency for shortages to occur on the
labour market continued in the winter months.
At the end of January, the number of unem-
ployed, seasonally adjusted, was down to
240 000, while the number of unfilled vacancies
was at the same time three times as large,
although employment of foreign workers has
again shown a distinct rise.

In general, domestic supply has adapted fairly
flexibly so far to the rapid expansion of demand.
Indeed, in November and December, industrial
production showed an unusually sharp increase,
probably in the main as a result of the drive
by firms to speed up the execution of export
otders. The rate of expansion shows in any
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case that many industries still have scope for
increases in production.

Imports have been rising very vigorously in
recent months; this applies in particular to im-
ports of finished goods, which have expanded
under the influence of the tax relief on imports
and the acceleration of consumer spending.

The price climate has deteriorated in recent
months. From November to January, industrial
producer prices rose by 0.7 %. The cost-of-
living index has reverted to a more distinct
upward tendency, although this is mainly attri-
butable to a rise in food prices that are highly
dependent on weather conditions and to higher
rents partly due to the statutory increase in the
intetest rates charged on official loans for resi-
dential construction. If these two factors are
left out of account, the cost-of-living index in
February was in fact somewhat less than 1 %
up on the level of a year eatlier, while the
overall index showed a rise of 2.3 %.

The trend of the balance of payments has in
recent months teflected the effects of the mea-
sures to ensure external trade equilibrium and
particularly to ward off speculative capital in-
flows from abroad. As a result of the efforts
by exporters to beat the tax deadline, the foreign
trade surpluses climbed steeply in November
and December but have since been showing a
distinct tendency to fall. In the field of short-
term capital movements, substantial funds have
been withdrawn since the settlement of the
monetary crisis. Long-term capital exports at
the same time remained at a very high level so
that the overall balance of payments in Decem-
ber-January closed with a deficit of DM 2 400
million. In the same period, the official gold
and foreign exchange resetves of the Bundesbank
actually declined by DM 8 600 million as the
commercial banks were investing substantial
funds abroad, particularly on the Eurodollar
market.

With the vigorous economic upswing, firms’
demand for short- and long-term bank loans has
gathered appreciable momentum. At the same
time the capital markets and more particularly
the bond market have proved very receptive.
The distinct rise in interest rates abroad and
particularly on the Euto-market has so far had
little if any influence on the comparatively low
level of German rates.



Germany

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to questions in the EEC business survey, carried out in the German Federal Republic by the IFO-Institut.

GRAPHS A, B, C and D : The three colours (green, yellow and red) 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”.
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Demand for and supply of goods and services

1966 1 1967 1 1968 1 1969 2
At
cur.rent % change on preceding yeat
prices
(in DM
’000
million) Volume Value | Volume Value | Volume
4 4 4
Exports * 1030 4+ 95 + 80 )+ 156 + 131 |+ 7.5
Gross fixed asset formation 1219} — 74 — 94|+ 78 + 97|+ 9
Public cutrent expenditure on goods and
services 755(+ 34 + 67!+ 02 4+ 37 )4+ 6
Private consumers’ expenditure 2749 |4+ 06 + 241+ 34 4 554+ 6
Gross national product 480.8 0 + 0614+ 69 4+ 89|+ 55
Imports ? 9.5 | — 04 — 13|+ 168 + 132 |4 14

1 Federal Statistical Office, “Wirtschaft und Statistik”, No. 1/1969.

2 Commission forecasts.
3 Goods, services and factor income.
4 At preceding yeat’s prices.

Note:

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(b) The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quar-

tetly Surveys.
on the sole responsibility of the Commission.

They have been discussed with the experts of the member countties but ate established and published

2. Outlook

After the spurt in the (adjusted) trend of
demand and production in the fourth quarter
of 1968—a development reinforced by the spe-
cial factors outlined above—the pace of growth
must now, apart from variations, be expected
to slow for a while; the endogenous forces
making for expansion will at all events be strong
enough to ensure that supply potential is
exploited to a high degree. Allowing for the
effects of the measures to ensure foreign trade
equilibrium, the Commission at present reckons
that from 1968 to 1969 the real gross national
product will rise by some 5.5'%. In this con-

nection, on the demand side, the emphasis will
probably shift increasingly from exports to
domestic sales.

Despite the tax measures, however, exports will
also go on rising—though at a rate that will be
appreciably weaker than had been originally
expected.

As many firms are, however, endeavouring to
pass on the increased tax burden in higher ex-
port prices, the effect of the measures to ensure
foreign trade equilibrium on the rise in exports
will be distinctly greater in terms of volume
than in terms of value,
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In 1969, the general economic situation will
depend on the trend of gross fixed asset for-
mation. The EEC investment survey carried
out shortly before the monetary crisis in Novem-
ber suggested that investment expenditure by
industry would go up by some 20 % in 1969,
while a year earlier the survey pointed to an
expected rise of 8 %. The flow of domestic
orders for key capital goods also reflects the
very strong propensity to invest. The special
tax hampering exports may no doubt induce
some of the particularly export-oriented fitms
to exercise somewhat greater caution in their
investment decisions, but this is not likely to
affect the growth of investment in plant and
machinery to any significant extent this year:
the propensity to invest is likely to be stimulated
appreciably by the healthy profit trend in 1968,
the high degree of plant utilization currently
being achieved in most industries and the fa-
vourable outlook for the expansion of domestic
demand. The public authorities, too, will at
the same time step up their investments vigor-
ously, particularly if the December 1968 recom-
mendation of the Financial Planning Council
urging a considerable expansion of local author-
ities’ infrastructure investment is implemented.

Expenditure on consumption will be the second
main factor behind the shift, expected for 1969,
in the pattern of overall demand to a more
vigorous expansion of domestic demand. Here,
it is fairly certain that the wage and salary
increases which have been agreed upon and
defence expenditure which will expand more
vigorously again will provoke a spurt in the
growth of public current expenditure on goods
and services. Private consumers’ expenditure,
too, will probably expand considerably. The
trend of incomes, at any rate, will allow of such
expansion, since, with employment and wages
developing as at present, the purchasing power
of the public can be expected to rise vigorously.

Given the outlook for demand, there can be
no doubt that employment will go up further
and that the domestic supply potential will be
utilized to a very high degree. As manpower
reserves are practically fully deployed and the
productivity gains resulting from rationalization
investment by firms will make themselves felt
only gradually, the growth of industrial produc-
tion will probably lose momentum as the year
advances. In the light of the seasonally adjusted
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level of activity at the beginning of the year,
the contribution of industry (as defined for the
national accounts) can be expected to rise by
about 7 9%. The high level of domestic demand
and the tax measures to bring down the prices
of visible imports will probably lead to a distinct
acceleration of imports. Apart from the fact
that requirements in respect of raw materials
and semi-manufactures are going up, there will
now also be a stronger rise in imports of finished
goods, for which some prices have already been
lowered appreciably owing to the tax relief.

The foreign trade surpluses will accordingly fall
very appreciably. Commission estimates suggest
that in 1969 the external contributions as defined
for the national accounts will be down by at
least something between DM 4 000 and 5 000
million; in terms of volume this would corres-
pond to an additional supply of goods on the
domestic markets of the order of DM 6 000 to
7 000 million.

The supply increment will do much to help
improve the conditions permitting the mainte-
nance of domestic economic equilibrium. In
this connection it is important to remember,
however, that the price level will probably tend
upwards, were it only for reasons not directly
connected with the business upswing, partic-
ularly since farm prices, whose decline contrib-
uted substantially to the stabilization of con-
sumer prices in 1967/68, will continue to rise
for some time yet.

For this reason, attention must again be drawn
to pages 48 and 49 of the last Quarterly Survey
(3/4-1968), where emphasis was placed on
the need for the authorities to persist in their
efforts to win over both sides of industry, in
the framework of concerted action, to stability-
orientated policies and to widen the margin of
supply by selective measures of structural policy.
In this respect it is a source of satisfaction that
the supporting measures decided upon as part
of the efforts to ensure foreign trade equilibrium
are to contribute to the mobilization of the
resources available in the regions faced with
structural difficulties, particulatly where unem-
ployment is still comparatively high. To grant
aid to industries whose production volume is
adversely affected by the tax measures applying
to foreign trade would, by contrast, run counter



to the requirements of the current business
situation, since this would mean retaining arti-
ficially factors of production, and particularly
labour, in these industries and impeding their
employment in industries with a higher level of
productivity and a brighter future,

In view of the inhibiting effects of the foreign
trade measures on the trend of demand and
prices (the real impact of which is, of coutse,
very difficult to assess), those responsible for
economic policy should be very careful in
applying their instruments of overall guidance
and should for the time being remain neutral
in their action. This means that for the moment
restrictive measures should be avoided, par-
ticularly in the field of monetary and credit
policy, a field in which restrictive measures,
given the banks’ wide liquidity margin, would
in any case not take effect without a very con-
siderable lapse of time, and this probably only
at the price of fresh obstacles to international
payments.

To ensure that the forces tending to stimulate
demand do not assume undue proportions, it is
also vital that all general action over and above
the action already decided upon at the beginning
of the year should be avoided. Care should in
particular be taken to ensure, through strict
fiscal policy, that the overall rise in public
expenditure of 7.5 9%, for which provision was
made in December, is not exceeded further,
although the level of expenditure in 1968 was
lower than had been forecast originally. Tax
revenue exceeding the estimate should be used
for anticipated debt redemption or the build-
ing up of an anticyclical “buffet” reserve. As
against this, the expansion of investment by the
local authorities provided for in December is
entirely justified in view of the capacity reserves
that still exist in building and construction.
Expansion is called for particularly because to
defer these investments would entail a serious
risk that the trend of public expenditure in 1970
will be running with, not against, the business
cycle and will boost the expansion of demand.
The budgetary measures should in any case be
so designed as not to lead to an additional

increase in expenditure in 1970. In fact both
the Federal Government and the Linder should
budget for a substantially slower rise in expen-
diture in 1970.

3. The economic situation in
West Berlin

In 1968, Berlin’s economy, too, was increasingly
affected by the upswing of business activity in
the federal area, although a certain disparity in
the strength of the expansionary forces still
persists.

Visible exports, however, did not start to ex-
pand more rapidly until the closing months of
1968. Deliveries to West Germany, by con-
trast, showed a decidedly lively trend throughout
the year.

Gross fixed asset formation made a vety con-
siderable contribution to activity. Indeed, in-
vestment appears to have gathered additional
momentum in the past few months. This
applies to both expenditure on plant and ma-
chinety and building investment. Private
consumers’ expenditure is also tending to rise.

There was an aggravation of strain on the labour
market. In January, the unemployment rate
was down to 0.8 % of the number of persons
in paid employment. The number of persons
employed in Berlin industry in the fourth quar-
ter was 2.5 % up on the level of the corres-
ponding period of the previous year.

Industrial production has been expanding vigor-
ously, with the growth of production in the
electrical engineering and chemical industries
being particularly rapid. Given the compara-
tively favourable trend of incoming orders, pat-
ticularly to these industries, the outlook is one
of rapid growth in the months ahead. Whether
the scope for expansion offered by demand will
be actually exploited will, however, largely
depend on investment policy and particularly
on moves to step up investment expenditure in
the growth industries.
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ECONOMIC INDICATORS
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NOTES :

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

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for-
tuitous variations (excluding construction, food, beverages and tobacco).

Graph 2 : Seties adjusted for seasonal variations (Three-month moving averages).

Graph 3. Source : Statistisches Bundesamt. Cost-of-living index at middle of month; index of average hourly
gross earnings in industry (including construction).

Graph 4. Short-term loans to business and private customers within the country.

Graphs 5 and 6. Series adjusted for seasonal variations (Three-month moving averages). Exports fob, imports cif.
Conversion at official exchange rate.

u.a.: one unit of account = 0,888671 g of fine gold = US $1 at the official exchange rate.
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Germany

TABLE 1: Basic data 1968

Total area (000 sq. km.) 248.5
Total population (*000) 60 150
Density of population per sq. km. 242
Numbers in employment (*000) 26 320
Numbers in employment, breakdown by main sector (%)
— Agriculture 10.4
— Industry 47,1
of which : Construction 7,7
— Services 42,5
Percentage share of gross domestic product
— Agriculture 4,9
— Industry 47,2
of which: Construction 7,6
— Services 47,9
Gross product per capita (DM) 8 765
TABLE 2: Key indicators
Volume| Contri-
% change by volume indices | bution
on preceding year (1958 | (in %)
=100)| to
GNP
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1968 | 1968 | 1967
Gross national product 5.4 4.2 3.4 6.6 5.6 2.3 0 6,9 162 —
Industrial production 6.3 4.5 2.7 8.5 6.7 1.9 |— 2.3 8,9 172 —
Total imports 8.1| 11.4 8.0| 10.7| 15.0 2.8|—04] 168| 271 20,4
Private consumers’ expendi-
ture 6.8 5.9 2.9 5.3 6.3 3.6 0.6 34 158 56,3
Public current expenditure
on goods and services 7.8 11.6 7.6 |— 0.6 6.9 1.1 3.4 0,2 168 15,9
Gross fixed asset formation 9.4 5.9 2.9 12.0 6.5 02| —"74 7,8 178 23,0
Total exports 3.5 3.9 9.0 9.6 7.2 11.0 9.5 156 | 245 23,9
Gross national product per
capita 4.0 2.8 2.2 5.3 4.3 1.2|— 0.4 6,4 | 147 —
Gross national product per
person gainfully employed 4.0 3.4 3.0 6.2 4.9 2.6 2.9 6,8 158 -—
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TABLE 3: Foreign trade (at current prices)

Germany

Indices %
% change on preceding year 1958 | Million | of'the
% change on preceding ¥ =100 | U | total
1961 1962 | 1963 | 1064 | 1965 | 1966 | 1967 1967 1967 1967
Visible exports
Total 11.1 4.5 10.2 10.9 10.3 12.5 8.0 247 | 21736 100
Intra-EEC 19.6 20.9 20.8 8.4 6.7 16.0 9.4 333 8 002 36.8
To non-EEC countries 7.6 1.0 4.7 12.5 12.4 10.6 7.2 215 | 13 734 63.2
Exports of food, beverages and tobacco
Total 4.3 7.8 16.0 20.5 25.0 |~ 2.0 27.0 296 541 2.5
Intra-EEC 1.0 8.1 23.9 22.1 22.6 6.6 61.2 436 285 1.3
To non EEC countries 6.3 6.9 11.5 19.5 266 |— 7.3 2.7 218 255 1.2
Exports of raw materials and manufactures
Total 11.83 4.5 10.1 10.8 10.0 12.9 7.5 246 | 21195 7.5
Intra-EEC 20.1 12.2 20.8 8.1 6.3 16.3 8.1 330 7717 35.5
To non-EEC countries 7.6 0.9 4.6 12.8 12.1 11,0 7.2 214 | 13478 62.0
Visible imports
Total 8.3 12.2 6.0 12.2 19.6 3.2 - 8.7 236 | 17 352 100
Intra-EEC 13.3 16.6 8.7 17.4 30.7 42 |- 1.1 362 6 864 39.6
From non-EEC countries 8.1 10.3 4.7 9.7 13.6 25 |— 54 192 10 488 60.4
Imports of food, beverages and tobacco
Total 7.9 20.1 | — 8.3 8.3 21.8 24 |- 42 184 3 582 20.6
Intra-EEC 15.8 159 | — 0.0 9.3 28.0 6.8 0.1 286 1442 8.3
From non-EEC countries 4.4 22.2 | —-12.2 7.8 181 |~ 0.1 |~ 6.9 149 2 140 12.3
Imports of raw materials and manufactures
Tota) 8.4 9.9 10.7 13.3 19.0 33 |— 38 254 | 13 769 79.4
Intra-EEC 12.5 16.8 11.5 19.7 31.8 8.5 |— 14 389 5 422 31.3
From non-EEC countries 6.7 6.8 10.3 10.2 12.5 3.2 |- 5.0 207 8 347 48.1
TABLE 4: Basic monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial produe- | 1967 106 111 114 119 119 117 112 104 122 126 131 130
tion (1962 = 100) 1963 111 1138 125 131 132 142 120 123 138 140 154 144
1969 130
Unemployed 1967 621 674 576 501 458 401 377 359 341 361 395 526
(1000) 1968 673 590 460 331 265 227 203 188 174 180 196 266
1969 369 374
New orders re- | 1967 160 162 187 176 179 190 171 170 194 216 207 195
ceived 1968 184 189 203 210 219 186 207 192 221 251 233 219
(1958 = 100) 1969 227
of which: 1967 144 145 171 163 165 171 160 158 182 206 192 173
home orders 1968 163 171 188 193 201 170 188 182 207 233 212 196
1969 207
foreign orders 1967 229 239 260 237 243 277 227 228 249 261 271 291
1968 274 269 273 283 297 260 296 255 290 334 330 318
1969 318
Construction : 1967 2.76 2.68 3.11 3.50 3.32 3.69 3.78 3.60 3.70 4.35 3.88 3.13
permits issued | 1963 2.34 2.99 3.63 3.88 3.72 3.63 4.16 3.89 3.97 3.98 3.63
(DM '000 million) | 1969
Private consumers’ | 1967 115 109 134 127 129 128 129 122 127 134 144 192
expenditure: Retail | 1963 113 112 132 140 137 126 136 131 129 149 161 194
turnover, value 1969 126
(1962 == 100)
Total visible im- | 1967 1393 1276 1 442 1 406 1403 1556 1401 1408 1414 1579 1613 1653
ports (million u.a.) | 1968 1 553 1538 1 658 1651 1 690 1513 1835 1617 1677 1 959 1799 1 804
1969 1941
Total visible ex-| 1967 1750 1 629 1816 1867 1724 1884 1726 1 654 1791 1989 1 906 2 025
ports (million u.a) [ 1968 1 369 1 862 2102 1926 2 016 1767 2184 1928 2 056 2 309 2 309 2 476
1969 1970
Balance of trade | 1967 | + 357 | + 852 | + 873 |+ 461 + 321 | + 327 + 825 | 4+ 246 | + 877 4+ 410| + 202 | + 372
(million u.a.) 1968 | + 816 | + 324 | + 444 | 4+ 275 | + 3825 | 4 254 | + 349 + 312 + 379 + 430 + 500 ] + 672
1969 | + 29
Official zold and | 1967 6 490 6 684 6 759 6 723 6 759 6 702 6 639 6 690 6 808 6 737 6 914 6 853
foreign exchange | 1963 6 486 6 749 7 030 6 842 6 732 6 733 6 709 6 695 6 962 6 665 8 544 7 497
reserves 1969 6 223
(million n.a.)
Money supply 1967 74.4 76.3 75.6 77.0 77.6 78.7 79.3 79.7 80.2 80.5 84.2 87.8
DM *000 million) 1968 81.5 81.3 81.0 81.8 83.3 85.3 84.8 5.7 86.8 86.3 91.3
1969




Germany

NOTES

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

Table 1

— Total population. Average for year (estimate).
~— Numbers in employment. Average for year (estimate)., Source : Statistisches Bundesamt.

— Shares industties in gross domestic product at factor cost ; industry including small workshops. Soutce :
Statistisches Bundesamt,

~— Gross national product at market prices.

Table 2

— Gross national product at market prices.
— Industrial production: value added at market prices (incl. small workshops).
— Total exports and imports: goods, setvices and factor income.

Table 3

— Expotts fob, imports cif. Conversion at official exchange rates. The products have been regrouped on the
basis of the Statistical and Tariff Classification for International Trade (CST) : food, beverages and tobacco
(Gtroups 0 and 1 CST), raw materials and manufactures (Groups 2-9 CST).

Table 4

— Industrial production. Source: Statistisches Bundesamt. All industties, including construction, adjusted
for varying length of months.

— Unemployed: Position at end of month; not adjusted for seasonal variation. Source: Bundesanstalt fir Arbeits-
vermittlung und Arbeitslosenversicherung.

— New otders. Source: Statistisches Bundesamt. Unadjusted index (value) for manufacturing industry (ex-
cluding foodstuffs); value index (calendar months),

— Construction, Source: Statistisches Bundesamt. Building permits, estimates of construction costs (excluding
civil engineering).

— Private consumers’ expenditure. Source: Statistisches Bundesamt. Index of value of retail of trade tutn-
over; value index.

— Exports fob, imports cif, Conversion at official exchange rate, Source: Statistisches Bundesamt.

— Official gold and foreign exchange reserves. Bundesbank’s gross reserves of gold and convettible cuttency
at end of month.

~— Money supply. Notes and coin in circulation, excluding cash holdings of credit institutions. Sight deposits of
non-banks and of private residents (excluding public authorities’ deposits with the Bundesbank). End-of-
month figures,
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B. France

In this country domestic demand was definitely expanding too fast at the end
of 1968 and the economy was still under heavy strain in the early montbs of 1969.
Demand by bousebolds appears to bave continued to exert particularly strong
pressure on available resources, but fixed investment expenditure by firms bas also
climbed sharply once again. The expansion of production is being increasingly
bampered by bottlenecks: the shortage of skilled labour is particularly acute. Since
the buoyancy of domestic demand not only meant beavier imports but bad also
inbibited exports, particularly towards the end of 1968, the foreign trade balance
is still beavily in deficit. The cost of living went up once more at the beginning
of 1969, mainly as a result of an increase in TVA rates.

As the year advances, the trend of demand in money terms will in all probability
be increasingly affected by the restrictive economic policy adopted in mid-November
1968, in connection with the monetary crisis, to restore domestic and trade
equilibrium. Demand from the public authorities will probably rise only a little.
Demand from bhousebolds may develop dlong distinctly more subdued lines,
provided the wage trend reverts to normal. On the other band, it is all the more
unlikely that managements will revise their—very expansionary—investment plans
for 1969 since the world business trend, which is in general favourable, should
enable the effects on sales of a slowdown in the expansion of domestic demand
to be offset by more exports. As a result of the expected slackening of import
demand, trade will gradually tend to balance out in the second half of the year.
The upward pressure on prices due to actual business developments is likely to
weaken.

Recent developments

placed on the expansion of short-term lending

Following the monetary crisis in November
1968, the Government switched to a more
restrictive economic policy with a view to re-
establishing the external equilibrium of the
French economy and restoring confidence in the
stability of the currency; the measures it took
to cutb domestic demand mainly concerned
credit and budget policy.

In the field of monetary and credit policy,
Bank rate was raised from 5 % to 6 %; the
minimum reserves which the commercial banks
are required to hold with the central bank were
increased from 4.5 % to 5.5 % and compul-
sory holdings of medium-term bills from 13 %
to 14 9% of customers’ deposits; a limit was

and of non-mobilizable medium-term credit, at
first to apply until 31 January 1969 but subse-
quently extended until 30 June 1969; the
volume of credit outstanding at the critical
dates must not exceed the level reached on
30 September 1968 by more than certain
narrow margins (on 30 June 1969 by only
4 9%): this is tantamount to a ban on any
increase in lending in the first half of 1969.

In the field of budget policy, expenditure on
the creation of new public-service posts and on
the implementation of new investment projects
was frozen from the end of November 1968 to
mid-January 1969; it was decided to spread
spending of the funds for building investment
still available from the 1968 budget over the
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whole of 1969; the expenditure originally
provided fort in the Finance Law for 1969 was
scaled down by a total of FF 2900 million,
with the main cuts being in subsidies to
nationalized industries, current administrative
expenditure and certain types of investment
expenditure; tax revenue was increased by some
FF 2500 million, mainly by means of major
changes in the tax system: reduction of the tax
burden borne by firms through the elimination
of the payroll tax (shortfall in receipts
FF 8100 million) but heavier taxation of
households through an appreciable raising of
the TVA bracket—from 6-20 % to 7-25 %
(this will bring in a further FF 10 200 million).
The budget deficit, originally put at FF 11 700
million, was thus reduced to FF 6 350 million.

Although these measures are very much in line
with policy requirements, it would have been
a mistake to have expected them to produce
notable results as early as in the past few
months. At all events, there is every indication
that the expansion of demand, which had
gathered unusual speed at the end of 1968,
continued in the early months of 1969 at only
a slightly slower pace. Stimulated, in partic-
ular, by the psychological factors connected
with the monetary crisis, the buoyancy of
domestic demand was such that at times export

deliveries fell well behind schedule.

The trend of visible exports, which had been
very satisfactory until October despite the
appreciable rise in wage costs following the
events of May and June, slackened in the last
two months of the year; the improvement at
the beginning of 1969 was probably partly due
to a drive to squeeze in as many consignments
as possible before the direct export grants
lapsed on 31 January, but may also reflect rising
import demand from major trading partners.

Demand from households bore particularly
heavily on the available resources. The incomes
of almost all categories had once more gone up
appreciably (on 1 October, the second round
of wage increases agreed after the strikes of
May and June entered into force; on 1 Decem-
ber, the statutory minimum wage was raised;
at the end of 1968 and the beginning of 1969,
welfare payments were substantially improved;
the total number of hours worked increased
and the incomes of the self-employed also
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showed an improvement). In addition, there
was for a time a very substantial fall in the
savings ratio, as a result of the uncertainty
created by the monetary crisis in November and
of fears that the increase in TVA rates on
1 December might entail very heavy price in-
creases. At all events, the results of the
INSEE surveys of retail trade, the trend of
sales of department stores and new passenger
car registrations show that a wave of buying
definitely got under way in November 1968,
from which consumer durables benefited most,
and that in the early months of 1969, too,
demand from households was still very brisk.

At the same time companies stepped up sharply
their expenditure on gross fixed asset formation.
The heavy propensity to invest was doubtless
in the main due to the increasing shortage of
technical production capacities and skilled
labour, and to a confident assessment of sales
prospects for the longer term as well as for the
immediate future. There were no financing
difficulties to impede the implementation of the
investment plans: the considerable improve-
ment in the profit situation since the autumn
of 1968, the elimination of the payroll tax
(which had only partly been incorporated in
sales prices), and the tax reliefs on purchases
of capital goods largely offset the effects of the
ceiling placed in mid-November 1968 on credit
expansion, quite apart from the fact that
medium-term credits available for mobilization
for finance exports, residential construction and
industrial investment were in any case not
included in the ceiling. In recent months, in-
vestment in residential construction—both
publicly-assisted and purely private—has been
rising vigotously.

Tnvestment in stocks was on only a small scale
since the trend of final demand entailed full
absorption of supplies, at least until the be-
ginning of 1969. In particular, the stocks of
finished products maintained by manufacturers
and dealers remained abnormally low.

The expansion of public demand for goods and
services, which had gatheted very great momen-
tum after the events of May and June, appears
to have slowed down towards the end of 1968
and the beginning of 1969: since October, there
has been a more cautious note in government
spending policy.
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answers.

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”.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding
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Domestic supply adapted to the—excessive—
upswing of overall demand in money terms only
after a time-lag, although the elasticity of in-
dustrial production in particular was still
relatively high. The seasonally adjusted INSEE
index shows that industrial production expanded
by more than 6 % in the fourth quarter of
1968; at the end of the year it was running
some 10 % ahead of the corresponding 1967
figure. The heavier pressure of demand affected
almost all industries. At the beginning of 1969
most managements in both the consumer goods
and the capital goods industries were still
reporting that the volume of orders on hand
was rising, that they were having to quote late
delivery dates and that bottlenecks were causing
increasing difficulties.

With firms running much nearer capacity,
employment also rose: while until well into the
autumn of 1968 considerable productivity gains
had been sufficient for economic growth to be
ensured, in the last few months more and more
firms have been compelled to take on more
workers. On the labour market the first signs
of strain have been discerned; this goes to show
that while the total manpower potential still
available is in itself fairly substantial, it does
not sufficiently meet actual requirements since
the persons concerned are not equipped with
the right skills or do not live in the areas where
they are needed: the number of unfilled vacan-
cies, which, seasonally adjusted, had amounted
to 29 000 at the end of August 1968, reached
64500 by the end of January 1969, a record
even for the upswing phase of the business
cycle. At the same time the seasonally adjusted
number of persons seeking employment fell
from 285 200 to 227 900.

The vigour of demand boosted imports. Despite
quota trestrictions on certain items until 31 De-
cember 1968, the seasonally adjusted volume of
imports topped the record level registered im-
mediately after the events of May and June.
At the beginning of 1969, the year-to-year in-
crease was some 25 %.

Although the expansion of imports did much
to mitigate pressure on prices, an unmistakable
disequilibrium between supply and demand
nevertheless persisted for a time; but this
disequilibrium has not been the only factor
affecting the price trend since the events of

May and June. In the main, the very active,
and, after the monetary crisis, even stricter
price policy was the essential reason why the
rise in the INSEE index of consumer prices
stayed roughly within what were—particularly
from the point of view of social policy—the
desired limits. The INSEE index of 259 items
was in January 1969 nevertheless 5.4 % higher
than a year earlier, but the increase in TVA
rates in December accounted for part of this
increment.

The main consequence of the unsatisfactory
relationship between domestic supply and de-
mand was a sharp deterioration in the external
balance. In the four months from November
1968 to February 1969, the deficit on visible
trade (as shown in the foreign trade returns)
exceeded FF 4 100 million, compared with only
FF 1400 million a year earlier. Speculative
capital movements added so heavily for a time
to the burden thus placed on external payments
that at the height of the monetary crisis in the
second half of November the Banque de France
was granted credit facilities totalling $2 000
million, of which $1 000 million were made
available by the central banks of the Member
States of the Community. Following the rein-
troduction of rigorous exchange control, which
involved some transfers of private foreign ex-
change balances to the Banque de France, the
official gold and foreign exchange reserves,
which, according to the return of the Banque
de France, had dropped by almost $600 million
in November, were up again by more than
$500 million by the beginning of February.
There have, however, been fresh outflows of
foreign exchange since, though not on the same
scale,

In the past few months, the trend of domestic
liquidity has been mainly determined by inter-
nal factors. It would appear that towards the
end of 1968 the vigorous expansion of the
money supply, which in the autumn months
had been accompanied by a sharp increase in
the velocity of money circulation, was curbed
by the credit restrictions and a cautious govern-
ment spending policy. The expansion of bank
lending to business and private customers
remained roughly within the limits fixed; with
tax receipts in the fourth quarter of 1968 well
above estimates, the cash transactions of the
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Treasury closed with such a large surplus that
the deficit on the 1968 budget, originally
estimated at FF 14 000 million, was reduced to
some FF 10 000 million. A slight easing of
strain on the money markets at the beginning of

1969 was mainly seasonal; interest rates were
still unusually high. On the stock exchange,
non-index-linked bonds and debentures have
declined and equities and gold have risen
sharply.

Demand for and supply of goods and services

19661 1967 1 1968 2 1969 3
At
current % change on preceding year
prices
in FF
000
million Volume Value | Volume Value | Volume
Exports ¢ — — — + 8 4+ 9514+ 10.5
Gross fixed asset formation — — — + 45 4 8 + 7.5
Public current expenditure on goods and
services — -— — + 5 + 125 | + 25
Private consumers’ expenditute — — — + 5 + 10 4+ 5.5
Gross national product — — — + 35 4+ 9 + 6.5
Imports ¢ — — — + 11 + 11 + 12

1 Owing to a change in the calculating methods and the adoption of a new reference year for the initial seties,

the figures for 1966 and 1967 are not yet available.
2 Commission estimates.

3 Commission forecasts.

¢ Goods, services and factor income.

Note :

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(#) The estimates and forecasts are approximations based on certain hypotheses worked out by the Commission

and generally mentioned in the Quarterly Surveys.

They have been discussed with the experts from the member

countries but are established and published on the sole responsibility of the Commission.

2. Outlook

It is extremely difficult to forecast the future
trend of the French economy with any degree
of certainty. This is mainly because at the time
of drafting this report there are still consider-
able differences of opinion between the trade
unions, employers and the Government over
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the margin for wage increases, and because the
real and psychological impact of the restrictive
measures adopted in mid-November 1968 in
connection with the monetary crisis cannot yet
be assessed.

Early in 1969 the economic trend was still
showing considerable inherent vigour, and the



policy of curbing demand will therefore prob-
ably not begin to have any appreciable effect
on production and employment before the
second half of the year. And the sooner the
resources set free by a slackening in the expan-
sion of domestic demand are used to step up
exports, the less the economy as a whole will
suffer.

World demand allows of such a policy: at the
beginning of 1969 the reports of French in-
dustry on the flow of new export orders and
on the state of export ordet-books were better
than they had been for several years. There
are good prospects that export demand, partic-
ularly from the other EEC countries, will
remain lively. The tax measures and particularly
the elimination of the payroll tax have probably
meant an appreciable strengthening of the com-
petitive position of the French export industry.

A more favourable export trend could well also
dissuade managements from revising what have
so far been very expansionary investment plans.
In the months ahead the level of investment
expenditure will in any case still be determined
by orders placed before the official policy
change. It must, moreover, be borne in mind
that the funds available to firms for self-
financing are fairly substantial. In Quarterly
Survey No. 3/4-1968 it was noted that tax
reliefs for firms may well release more than
FF 5000 million in 1969; the resulting opti-
mistic forecast of investment by firms made at
that time has been confirmed, if anything, by
further tax concessions granted since. As
against this, the measures to make money
dearer and curb lending have—where in fact
they actually apply to investment loans—at best
a marginal effect; the only exception is invest-
ment in stocks, which is, however, likely to
increase vigorously in the months ahead, if only
because of the need to bring stocks back to a
level bearing a normal relationship to sales.

With regard to the prospects for a further
expansion of private consumption, it has already
been stated that the future trend of wages is
still difficult to predict: the “rendezvous” of
March revealed considerable divergences be-
tween the views of the trade unions, the
employers’ organizations and the Government.
Efforts will probably be made now to agree

wage increase for 1969 through direct negotia-
tions between managements and unions within
individual industries and firms. For employees
of the nationalized industries, the Government
has since decided to increase wages by 2 % as
from 1 April, with an additional 2 % rise to
follow in the autumn. If it is assumed that in
the private sector, too, the wage increases will
keep within the limits compatible with a rapid
return to internal and external equilibrium, and
if due allowance is made for the probable trend
of employment and the possible consumer
saving trends, the expansion of private consump-
tion will probably lose momentum in the
months ahead, but there will be no danger of
actual stagnation.

As pointed out above, the measures to curb
domestic demand will probably begin to affect
the growth of industrial production only after
a time-lag, since for the time being the order
situation is such that most firms are running
at or near capacity. But even so a very
appreciable slowdown in the pace of expansion
in the very near future cannot be ruled out,
were it only because of the emergence of bottle-
necks in major sectors. Given the very high
level reached at the end of 1968, the perfor-
mance for the year as a whole may nevertheless
still be very considerable: the growth of the
real GNP in 1969 may still reach almost 6.5 %
and thus fall only a little short of the forecast
made in Quarterly Survey No. 3/4-1968.

What with domestic demand slackening and
the export trend gaining in vigour the foreign
trade situation could well improve rapidly. The
pressure of import demand can be expected to
ease appreciably, so that in the second half of
the year the balance of trade may increasingly
tend towards equilibrium.

The aim of short-term economic policy is to
re-establish the external equilibrium of the
French economy as rapidly as possible and
ensure a lasting restoration of confidence in the
stability of the currency. If the curtailment of
domestic demand is not to exceed the narrow
limits set by considerations of social and
employment policy, this aim cannot be achieved
unless all those concerned in the economic
process exercice strict discipline, particularly
with regard to wages and prices. It must,
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however, also be pointed out that there would
be more scope for future wage increases if
saving by households were at the same time
encouraged by measures like those that have
long proved their worth in other countries,
notably Germany.

The extent to which the savings activity of
households, like wage formation, is influenced
by price expectations should, however, not be
underestimated. Concerted action in the frame-
work of the Government’s price policy has so
far helped to keep the rise in prices within
comparatively narrow limits, despite certain tax
increases and rises in charges for public services.
For the price level to be stabilized rapidly, any
further autonomous price increases should be
avoided and action should be taken to achieve a
lasting alleviation of those factors in the upward
pressure on prices which are essentially due to
inherent economic factors.
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The new direction given to short-term economic
policy in November of last year will make a
decisive contribution towards this objective,
particularly if the public authorities handle
budgetary expenditure in such a way that the
curtailment of demand is concentrated on the
first half of the year. There may, moreover,
very well be a case for extending beyond 1 July
the period of validity of the ceiling set to credit
expansion.

For the longer term, however, attention should
also be given to measures that are likely to in-
crease the elasticity of domestic supply. In
particular, the situation on the labour market,
which is showing distinct signs of strain despite
what is still a comparatively high level of overall
unemployment, calls for energetic action to
improve vocational training and retraining and
to encourage workers to move to areas where
they are needed.
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ECONOMIC INDICATORS
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NOTES :

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

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for-
tuitous variations (excluding construction, food, beverages and tobacco).

Graph 2. Source : INSEE. Series seasonally adjusted. Three-month moving averages. End-of-month figures.

Graph 3. Source : INSEE. National index of consumer prices (259 items). Index of houtly wage rate, all acti-
vities, all regions.
* This level overestimates somewhat actuel increases in wages between Aptil and July, since various
bonuses have been included in the houtly wage.

Graph 4. Soutce: Conseil national du Crédit. Short-term credits (up to 2 years) from monetary institutions to
business and private customers. End-of-period figures.

Graphs 5 and 6. Series adjusted for seasonal variations (three-month moving averages). Exports fob, impotts cif.
Conversion at official exchange rate,
u.a. : one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.



France

TABLE 1: Basic data 1967

Total area (000 8q. km.) 5561.2
Total population (*000) 49 756
Density of population per 8q. km. 20
Numbers in employment (’000) 19 733
Numbers in employment, breakdown by main sector (%) :
—— Agriculture 15.8
— Industry 39.9
of which : Construction 9.6
— Services 44.3
Percentage share of gross domestic produect :
— Agriculture 8
— TIndustry 41
of which: Construction 8
— Services 52
Gross product per capita (FF) 10 771
TABLE 2: Key indicators
Cont;
% change by volume Xloc;;:a?se t)i;xlti(;r;
on preceding year (1958 to °
=100 | gNp
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 | 1967
Gross national product + 44|+ 66|+ 52|+ 59|+ 42|+ 4.9+ 4.4 156 —
Industrial production + 85|+ 67|+ 73|+ 85|+ 44|+ 64|+ 4.1 168 —
Total imports + 7.0 |+ 8.7|+12.2 | +12.4 + 3.6 +11.1 | + 49| 203 14.5
Private consumers’ expendi-
ture + 59|+ 64|+ 6.8+ 48|+ 4.0| + 47|+ 4.1 154 63.7
Public current expenditure
on goods and services + 84+ 43|+ 1.2+ 48|+ 3.7+ 3.5+ 6.0 142 13.5
Gross fixed asset formation +1061+ 79|+ 75| +10.1 |+ 6.8 + 5.8+ 6.3 185 21.9
Total exports + 86|+ 3.1+ 79|+ 7.7 +11.4} + 69| + 44| 206 14.7
Gross national product per
capita + 33|+ 46|+ 3.2+ 46|+ 31|+ 3.9+ 3.4 140 —
Gross national product per
person gainfully employed | + 4.4 |+ 6.3 |+ 3.9 |+ 4.6 |+ 4.2 |+ 4.5 | + 4.1 152 —
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TABLE 3: Foreign trade (at current prices)

France

Todices |\ iimtion %
% change on preceding year 1958 of the
o Chang 8y =100 | na total
1961 1962 1963 1964 1965 1966 1967 1967 1967 1967
Visible exports
Total 4+ 514+ 21|+ 98| +11.3| +11.8| + 83| + 4.5 222 | 11 377 100
Intra-EEC +18.7 | +12.0 | +14.0| +12.8| +18.0| +12.0 + 2.0 414 4 701 41.3
To non-BEEC countries — 0.6|— 29|+ 7.3} +103 |+ 78|+ 58] + 6.3 168 6 676 58.7
Exports of food, beverages and tobacco
Total +174|— 29| +22.0 ] +18.4 | 4114} + 74| 4+ 8.0 266 1769 15.5
Intra-EEC +26.11+ 14| -+345) +16.6) 263 | +19.4 | + 6.0 730 890 7.8
To non-EEC countries +13.6|— 51| +154 +13.0) + 2.0 — 2.0 0 162 879 7.7
Exports of raw naterials and manufactures
Total + 33+ 30|+ 7,8 -10.7] +11.8| + 8.5 | + 4.8 216 9 608 84.5
Intra-EEC +175( 4139 +10.9 | +12.1 | +16.4 | +10.5 | + 1.1 37¢ 3 811 335
To non-EE( countries - 27|— 26|+ 60|+ 98|+ 89|+ 7.2+ 74 163 5 797 51.0
Visible imports
Total + 6.3 +12.6 | +16.1 | +156.4 27| +145 | + 4.5 221 12 377 100
Intra-EEC +18.8 | +20.0| +23.9 ! +20.4 6.7 +20.8 | +10.7 433 5 373 43.4
From non-EEC countries + 32+ 9.1 +12.2| +12.6 0.3 +105 | + 0.2 160 7 004 56.6
Imports of food, beverages and tobacco
Total — 23| +198|+ 51| +149|— 05| + 84 |— 26 132 1370 15.1
Intra-EEC 123 +8761 +37.41{ +262} + 8.9 + 13| +16.6 484 446 3.6
From non-EEC countries — 0.8] 4174 +125 |- 28| +103|— 74 108 1424 11.5
Imports of raw materials and manufactures
Tota + 85| 4109 +18.8| +15.5| + 3.4 | +15.8 ] + 5.9 250 | 10 507 84.9
Intra-EEC +16.3 } +18.7 | +22.7( +19.8 | + 6.5 +22.9( 4+10.5 434 4 927 39.8
From non-EEC countries + 45|+ 6.6 +163 | +12.6 | + 1.2 | +10.6 | + 2.4 182 5 580 45.1
TABLE 4: Basic monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dee.
Industrial produc- | 1967 123,31 1243} 125,8; 1243} 123,2 127,41 109,8 75,31 121,97 127,61 131,7| 132,3
tion (1963 = 100) 1968 127,2 130,6 133,9 135,6 93,6 108,6 116,6 81,9 129,3 142,1 147,8 149,1
1969 143
Unemployed ("000) | 1967 193.8 194.3 189.2 188.7 179.0 168.3 168.3 174.4 193.4 216.9 238.2 248.2
1968 271.7 273.7 264.0 250.6 237.5 243.0 232.3 237.8 251.1 260.8 262.3 253.3
1969 271.9 263.9
Construction : 1967 31.6 36.2 411 37.7 42.2 40.3 41.3 35.7 36.7 87.2 39.8 46.5
permits issued ("000)| 1968 34.6 31.0 42.4 36.0 36.9 44.5 46,4 47,1 11.0 54.4 57.2 88.2
1969
Private consumers’ | 1967 127 110 137 129 133 139 131 119 157 139 149 226
expenditure : turn- | 1968 134 121 140 137 121 137 143 134 157 154 174 243
over of department | 1969
stores
(1962 = 100)
Total visible im- | 1967 1067 1039 1172 1047 1 066 1018 926 772 1011 1058 1064 1150
ports (million u.a.) ; 1968 1088 1104 1223 1165 953 953 1242 934 1178 1317 1 350 1 447
1969 1367 1341
Total visible ex-| 1967 883} 903 992 970 921 1024 956 702 917 1039 1020 1 056
ports (million u.a.) | 1963 985 1066 1165 1087 789 798 1293 917 1 000 1 253 1134 1204
1969 1149 1179 789
Balance of trade | 1967 | — 184 | — 136 |— 180 — 77 |— 145) + 6+ 20— 70!~ 94— 19— 44|~ 94
(million u.a.) 1968 | — 103| — 331— 58| — 78— 10|— 164)+ B1|— 17]— 173)— 64]— 215|— 243
1969 | — 218 | — 162 - 164
Official gold and | 1967 5 710 5716 5 705 5722 5748 5772 5 814 5 824 5 335 5 848 6 182 6 108
foreign exchange | 1968 6 053 6014 6 023 6 027 5721 5 517 4 850 4 601 4374 4 265 3 985 4 200
reserves (gross, 1969 4215 4125
million n.a.)
Money supply (FF | 1967 187.8 185.6 188.3 191.7 189.6 194.8 197.6 103.7 195.4 193.3 190.3 199.6
*000 million) 1968 192.5 189.8 190.9 192.2 — 207.8 209.3 205.6 203.8 208.3 206.8 216.7
1969 191,6

45



France

NOTES

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

Table 1

Total population at mid-year.

Numbers in employment at mid-year.

Breakdown of gross domestic product at factor cost.
GNP at market prices.

Table 2

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

Substantial changes have been made in the national accounts series for France with the change in the base year
from 1959 to 1962. Howevet, the new seties, converted to international national accounts definitions, is not
yet available.

Table 3

Exports fob, impotts cif. Conversion at official exchange rate. The products have been regrouped on the
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4
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Industrial production, excluding construction, food, beverages and tobacco.

Unemployed : position at end of month.

Construction. Building permits granted for housing. Source: Bulletin statistique du Ministére de la cons-
truction.

Private consumer’s expenditure. Index of value of total turnover of department stores,” 5and 10’s”, and other
non-specialized stores.

Exports fob, importts cif. Conversion at official exchange rates.

Official gold and foreign exchange reserves. Gross reserves of gold and convertible cuttency held by the
Banque de France and the Fonds de stabilisation des changes at end of month.

Money supply. Source: Conseil national du crédit. Fiduciary circulation (total of coins and notes in cir-
culation, excluding coins and notes held by the Banque de France) plus sight deposits (deposits made with the
Banque de France by private persons or enterprises, deposits with Post Office savings accounts or with Treasury
agencies, plus the sight deposits relating to the activities pursued within France by the banks — registered banks,
banques populaites. caisses de crédit agricole and the Banque frangaise du commerce extérienr — no matter
whether these deposits are shown in French francs or some other currency or whether they belong to residents
or non-tesidents). End-of-month figures.



C. Italy

As was expected, economic expansion picked up again towards the end of 1968,
and the trend probably continued in the early months of 1969. Both exports and
domestic demand showed a distinct upward movement. Building activity was
still forging abead and both investment in plant and machinery and private
consumption probably expanded more appreciably. Prices remained remarkably
stable. As a result of a particularly beavy outflow of capital, the balance of pay-
ments showed a considerable deficit. The decline in gold and foreign exchange
reserves was much sharper than the payments deficit because the commercial banks
invested substantial short-term funds abroad.

The current trend of domestic and export demand can be expected to speed up
expansion in 1969. Growth will be stimulated more particularly by investment
and private consumers’ expenditure; the latter should be encouraged by the
substantial increase in pensions recently proposed by the Government and by wage

will still be running at a bigh level.

rises. The surplus on current account is likely to show a downward trend but

1. Recent developments

According to information currently available,
the recovery of economic activity that came, as
expected, at the end of last year probably
persisted into the early months of 1969.

Despite the measures introduced to improve
the balance-of-payments situation in France and
the United Kingdom in November (about 17 %
of Italy’s visible exports goes to these two
countries), export demand expanded very
swiftly. Deliveries to other member countries
mounted at a particularly high rate, exports to
Germany being presumably helped by the steps
the German authorities took in November to
stimulate imports. The total value of merchan-
dise exported between November and January
was a good 25 % up on the year before.

The trend of domestic demand too moved more
clearly upwards at the turn of the year, it seems.
In particular, there are many signs that invest-
ment was more vigorous. According to the
new ISTAT index of building output and the
statistics on building starts and completions

(both residential and industrial) construction,
which accounts for over 60 9% of total fixed
investment, is still expanding at a fast rate.
On the other hand, building activity by govern-
ment and public utilities appears to have been
rather sluggish again. Not only production and
foreign trade statistics but also a number of
qualitative indicators (particularly the results of
the EEC’s monthly business survey) point to a
modest recovery in investment in plant and
machinery. Investment in stocks, however, has
shown no clear signs of revival, at any rate not

before the end of 1968.

The trend of private consumers’ expenditure
too was probably steadier towards the turn of
the year, partly perhaps because incomes were
higher and the propensity to consume had
regained strength.

On the supply side, the underlying trend of
industrial production showed a faster rate of
increase towards the end of the year, and this
probably continued into the early months of
1969. The poor figures for November were
due to fortuitous factors (floods, strikes, etc.).
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On a year-to-year basis, the seasonally adjusted
growth rate of industrial production has prob-
ably been about 109 in recent months.

Imports were climbing particularly rapidly at
the turh of the year. The value of visible im-
ports for the November/January petiod was no
less than 20 % up on the year before. Deli-
veries from other member countries grew fastest.

The number of persons in paid employment
moved up towards the end of last year and
probably continued to do so in subsequent
months, so that the adjusted unemployment
figures may well show a more marked decline
again at the turn of the year.

The price situation was on the whole remark-
ably steady, though the seasonal increase in
prices at the end of 1968 was considerably
shatper than in late 1967. In the trades
ancillary to building there were even very sharp
increases in some prices. On average, however,
the difference between the two years was quite
slight: consumer prices in January 1969 were
only 19 up on January and wholesale prices
as little as 0.2 %.

The balance of payments closed with a substan-
tial deficit at the end of 1968. Although the
visible trade account improved, contrary to
normal seasonal tendencies (almost balancing

Demand for and supply of goods and services

19661 19671 1968 1 1969 2
At
cur‘rent 9% change on preceding year
ptices
(in Lit,
000
million) Volume Value |Volume Value | Volume
Expotts 2 7394 |+ 62 4+ 7.7{4+ 154 + 147 | 4+ 12
Gross fixed asset formation 7283 |+105 +130]+ 74 4+ 99|+ 95
Public current expenditure on goods and
services 5521 {4+ 2.8 + 4.7 4.1 92+ 4
Private consumers’ expenditure 25561 | 4 7.3 + 104 43 4+ 54 |4 6.5
Gross national product 3982914 64 4+ 9.3 57 4+ 73|+ 6.5
Imports 3 6317 | + 12,6 + 13.9 73 + 6.7 |4 175

1< Relazione generale sulla situazione economica del Paese (1968) >,

2 Commission forecasts.
3 Goods, services and factor income.

Note:

(@) The difference between the figures for demand and those for supply is accounted for by moveéments in stocks.
(b) The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quat-

terly Surveys.
on the sole responsibility of the Commission.

They have been discussed with experts from the member countries, but are established and published
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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 colours (green, yellow and red) 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”.
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out in the closing months of the year), there
was a sharp increase in the deficit on capital
account for a variety of reasons (including the
persistence of the interest-rate gap between
Italy and abroad, the tightness of the Italian
equity market and tax considerations). At the
same time exports of funds by the banks in-
creased substantially. The net gold and foreign
exchange reserves fell appreciably as a result
(by Lit. 214 000 million between the end of
November and the end of January).

Despite these developments in payments trans-
actions with abroad, the banks’ domestic liqui-
dity remained ample, mainly because the cash
transactions of the Treasury and, far more, the
financing operations of the monetary authorities
helped to expand liquidity. Advances by all
banks—including the specialized credit institu-
tions’ mainly long-term lending—increased ap-
preciably. Capital market rates remained stable
up to the end of the year, partly thanks to
action by the monetary authorities.

2. Outlook

Business activity over the rest of the year should
be considerably more vigorous than in 1968.
The balance-of-payments measutres introduced
last November in Germany, France and the
United Kingdom may on balance tend to slow
down the Ttalian economy, but domestic demand
is likely to provide a fillip.!

Nevertheless, export demand can be expected to
expand quite appreciably. Here, confirmatory
evidence is provided—at least for the first six
months of the year—Dby the results of a number
of business surveys.

The EEC’s investment survey for 1969, carried
out at the end of November by ISCO-Mondo
Economico in a number of major industries,
including iron and steel, food manufacturing
and mechanical engineering, showed that firms
are planning a major increase in the volume of
investment. For the industries covered by the
survey the average rate of increase in the value
of planned investment is about 23 %. The

1 More detailed information is given in the last
Quarterly Survey. pp. 79 et seq.; only a few new points
are added here.

strain already discernible in some parts of the
construction industry as a result of the rapid
growth of demand may gradually become more
pronounced, especially since the Government is
trying to speed up public works.

The growth of private consumers’ expenditure
is also likely to be appreciably faster. Possible
changes in the existing system of geographic
wage differentials, for instance, may lead to a
further rise in per capita wages. Another
factor is that in mid-February the Government
proposed increases in pensions which are sure
to be well above what was expected a few
months ago. The bill embodying these pro-
posals provides in the main for an old-age
pension for all citizens of 65 and over who
have no claims to other pensions or main-
tenance; a sharp increase in minimum pensions
and a 10 % rise in other pensions; automatic
adjustment to increases in the cost-of-living
index; a gradual increase in the ceilings on indi-
vidual pensions between now and the end of
1975—to 80% of earned income (from 65% ),
with a particularly favourable reference period;
and some relaxation of the ban on earnings to
supplement pensions. The extra Lit. 517 000
million required to pay for this further reform
of pension arrangements in 1969 is to be found
as follows—Lit. 354 000 million from security
issues, Lit. 95 000 million from an increase in
petrol duty that has already been implemented
and Lit. 68000 million from the pension
equalization fund.

On the supply side, production in manufacturing
industry and construction will probably go up
more quickly than was assumed in the last
Quartetly Survey. The annual growth rate in
real GNP of about 6.5 % is therefore the
hypothesis most likely to prove correct. The
forecast increase in imports should also be ad-
justed upwards.

Prices should remain at much their present
level, at least in the first six months of the
year, but there is the risk that towards the end
of 1969 they will again move up more sharply.
For one thing, costs may climb again: there are
a large number of wage agreements about to
run out (about 60 agreements involving 3 mil-
lion workers, including mechanical engineering
and construction workers), efforts are being
made to abolish area-to-area wage disparities,
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and indirect taxes are to be raised in order to
pay for the new pension artangements. For
another, the expected acceleration of growth of
demand in money terms may tend to make it
easier for cost increases to be passed on to the
consumer. In construction, where the expan-
sion of demand may already be too strong for
the elasticity of production, at least in some
places, there will naturally be little opportunity
to offset rising price tendencies by increasing
imports.

Nevertheless, the prospects of gtowth at a
considerably faster rate and at the same time
free of strain remain good, particularly as Italy
has large reserves of foreign exchange and a
large surplus on current account. Short-term
policy should be directed towards ensuring that
full advantage is taken of growth opportunities,
partly for reasons of social policy and with a
view to the co-ordination of short-term
economic policies in the EEC. Progress towards
the attainment of this target, which will un-
doubtedly make especially heavy demands on
the flexibility and vigilance of the agencies
concerned, should be rapid but fairly smooth
as well. For if demand were to grow by fits
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and starts, the danger of inflationary disequi-
libria, with their ill effects on the stability of

economic growth, would be too great.

As was explained in detail in the last Quarterly
Sutvey, official policy aims and measures since
July 1968 have been geared mainly to providing
tax incentives to attract investment and to
accelerating investment in infrastructure pro-
jects. The expectation, also voiced in the last
Survey, that these incentives would lead to an
increase in the propensity to invest seems to be
proving correct now that a number of factors
that adversely affected the business climate in
1968 have worked themselves out or disap-
peared. Obviously, if the “gearing” of firms
were lower (it has probably been increasing for
some time), this would provide considerable
support for the propensity to invest. It is
therefore to be welcomed that the plan to
authorize Italian unit trusts will perhaps soon
be put into effect, since this will mean better
opportunities for share issues. A speed-up in
public investment in infrastructure may also
have become mote likely in that plans for
decentralized execution of these investments
have probably taken shape meanwhile.
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NOTES :

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

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and fortuitous
variations (excluding construction, food, beverages and tobacco; provisional indices from January 1967
because of introduction of new series).

Graph 2. Number of registered unemployed, in thousands. Seties seasonally adjusted. Three-month moving
averages,

Graph 3, Source: ISTAT. Agreed minimum wages in industry (incl. family allowances). From January 1967
new index (base year 1966) with wider coverage and based on houtly wages. - Consumer prises: From
January 1967 new index.

Graph 4. Short-term loans. Soutce : Banca d’Italia.

Graphs 5 and 6. Seties adjusted for seasonal variations (three-month moving averages). Exports fob, imports cif.
Conversion at official exchange rate.

u.a.: one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.
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italy

TABLE 1: Basic data 1967

Total area (*000 sq. km.) 301.2
Total population ('000) 52 409
Density of population per sq. km. 174
Numbers in employment (’000) 19 107
Numbers in employment, breakdown by main sector (%) :
— Agriculture 23.9
— Industry 40.7
of which : Construction 10.1
— Services 35.4
Percentage share of gross domestic product :
— Agriculture 13,3
of which: Construction 41,9
— Industry 7,0
— Services 44.8
Gross product per capita (Lit.) 799 000
TABLE 2: Key indicators
Contri-
% change by volume ng}]ér;lse ](.i?lti‘;r;
on preceding year (1958 10
=100) | onp
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 | 1967
Gross national product 8.2 6.3 5.5 2.8 3.6 5.7 5.9 | 166 —
Industrial production 9.3 8.8 7.9 2.0 3.1 8.0 7.9 | 189 —_
Total imports 14.8 16.4 | 22.4 |— 5.1 1.9 13.7 10.5 | 306 17
Private consumers’ expendi-
ture 7.3 6.7 8.9 2.5 2.9 5,9 6.1 | 184 64
Public current expenditure
on goods and services 4.8 5.4 5.1 3.4 3.7 3.6 2.7 ] 145 14
Gross fixed asset formation 11.8 10.0 86 |- 65| —84 34 101 161 19
Total exports 16.5 12.2 6.9 11.6 20.1 13.2 6.0 320 19
Grose national product per
capita 7.7 5.6 4.7 1.8 2.7 4.5 5.0 | 155 —
Gross npational product per
person gainfully employed 8.0 7.4 7.6 3.1 6.8 7.5 4.6 | 174 —_
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TABLE 3: Foreign trade (at current prices)

Italy

L)
% change I?l‘g;g" Million of/{he
on preceding year = 100) u.a. tota)
1961 | 1962 | 1963 | 1964 | 1965 1966 | 1967 1967 1967 1967
Visible exports
Total 14.7 11.4 8.2 18.0 20.7 11.7 8.3 337.7 | 8 701.7 100
Intra-EEC 21.8 23.7 10.3 26.4 27.6 12.8 3.3 554.5 | 3 3873.0 38.8
To non-EEC countrics 11.8 5.8 7.0 13.4 16.4 11.0 11.6 270.7 | 5328.7 61.2
Exports of food, beverages and tobacco
Total 10.6 145 |— 8.4 2.4 20.5 1.5 4.7 176.9 903.0 10.4
Intra-EEC 14.7 23.4 | — 8.7 8.8 314 04— 1.7 242.3 459.1 5.3
To non-EEC countries 7.4 6.5 21— 33 5 2.8 12.4 138.3 443.9 5.1
Exports of raw materials and manufactures
Total 15.5 10.9 10.2 20.5 20.7 13.1 8.7 377.4 | 7798.7 89.6
Intra-EEC 23.9 23.9 15.6 30.4 26.9 15.2 4.2 695.8 | 2 913.9 33.5
To non-EEC countries 13.7 4.5 7 15.5 17.2 11.8 11.5 296.4 | 4 884.8 56.1
Visible imports
Total 10.6 15.9 245 |— 4.1 .6 16.7 12.9 301.6 | 9 697.1 100
Intra-EEC 17.2 22.9 311{— 45— 3.1 21.6 21.5 493.1 | 3 389.9 35.0
From uon-EEC countries 8.1 13.0 215 |— 3.9 .9 14.4 3.8 249.5 | 6307.2 65.0
Imports of food, beverages and tobacco
Total 5.3 7.8 57.5 2.4 18.9 9.7 0.7 325.7 | 1778.9 18.3
Intra-EEC — 138 10.0 73.1 15.7 20.6 13.5 26.6 619.7 482.1 5.0
From non-EEC countries 6.6 6.8 544 |— 0.6 18.4 8.7 — 6.4 276.9 | 1296.8 13.3
TImports of raw materials and manufactures
Total 11.6 17.5 19.2|— 55— 2.4 18.8 16.1 296.6 | 7 918.2 81.7
Intra-EEC 19.2 24.1 278|— 66— 63 23.0 20.7 477.0 | 2 907.8 30.1
From non-EEC countries 8.4 144 148 | — 48— 0.2 16.3 13.5 243.2 | 5010.4 51.6
TABLE 4: Basic monthly indicators
Year | Jan. Feb. Mar Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial produc- | 1966 90.7 91.8| 105.1 97.5| 106.6 99.2 | 105.6 78.0| 108.5| 107.8| 103.8| 105.4
tion (1966 = 100) | 1967 103.4 | 103.2 | 114.8 109.9| 112.9| 111.6| 113.2 80.3 | 114.1 117.2 | 112.7| 105.7
1968 108.4 | 111.8| 117.0| 114.7| 121.0| 113,0| 121,6 84.8| 120,2| 129,1| 116,8| 116,4
Unemployed ('000) | 1966 1012 665 719 681
1967 878 628 584 669
1968 812 640 658 665
Building : domestic | 1966 78.2 70.8 9721 100.2| 106.8| 103.3| 110.5| 111.1 94,2 | 111.6| 1054 | 108.7
turnover of build- [ 1967 98.7 8691 109.6; 108.0( 121.3} 1817} 122.0| 125.0( 101.1 127.7 | 13091 1138
ing materials 1968 106.6 92.0 99.7 122.2 142.1 128.9 151.9 131.8 118,0 174,5 127,4
(1964 = 100)
Private consumers’ | 1966 119 88 106 121 123 180 118 103 127 146 137 227
expenditure : turn- | 1967 116 94 130 117 136 140 134 110 148 149 143 248
over of department | 1968 123 110 126 149 144 150 154 129 153 175
stores (1963 = 100)
Total visible im- | 1966 716 665 729 665 717 706 707 561 815 802 754 734
ports (million u.a.) | 1967 827 760 796 810 785 810 851 689 791 871 879 839
1968 756 736 828 846 878 852 862 765 912 821 1 053 948
Total visible ex- | 1966 572 598 712 612 722 699 723 592 6381 758 678 685
ports (million u.a.) | 1967 661 690 771 715 768 708 745 615 715 818 754 745
1968 739 773 858 821 844 830 880 776 824 902 1 004 909
Balance of trade| 1966 |— 144 |— 66 |— 17|— 83|+ 5|— 7|+ 16|+ 81]— 134|— 44 — 76|— 48
(million u.a.) 1967 |— 166{— 70|— 25|— 95|— 17|~ 102|— 106|-— 74|~ 77|— 52| -~ 125|— 94
1968 |— 17(+ 3871+ 380(— 25 34— 22(4 18{+ 10!— 83|+ 81|~ 50— 39
Official gold and | 1966 | 4 422.6 | 4 382.7 | 4 320.5 | 4 395.9 | 4 424.2 | 4 534.1 | 4 769.9 | 4 992.8 | 4 755.0 | 4 670.4 [ 4 639.7 | 4 679.3
foreign exchange | 1967 | 4 514.0 (4 472.8 |4 535.5 [ 4 646.8 | 4 708.2 14 721.0 |4876.2 |5135.2 |5232.6 | 5359.5 | 5335.3 | 5 238.1
reserves (net, 1963 | 5138.7 | 5140.6 | 5104.5 | 5081.9 | 5042.4 | 5 086.4 | 5 140.9 | 5 269.7 | 5 183,3 | 5194,9 | 5 069,1 | 4 878,3
million u.a.)
Money supply (Lit. | 1966 | 14 029 | 13933 | 14 046 | 14118 | 14 321 | 14598 | 14 850 | 14 744 | 15003 | 15182 | 15274 | 16 373
*000 million) 1967 | 15840 | 15662 | 15981 | 16157 | 16417 | 16576 | 16 778 | 16 623 | 16 964 | 16 956 | 17 075 { 18 877
1968 | 17 863 | 17652 | 17976 | 18235 | 18463 | 18 795 | 18993 | 18 975 | 19379 | 19 373 | 19 695 | (21 098)

( ) Provisional figures.
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Italy

NOTES

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

Table 1

Source: Relazione generale sulla situazione economica del Paese (1967).

— Present-in-area population (resident population less persons temporarily abroad). Average for year,
— Breakdown of gross domestic product at factor cost.

— GNP at market prices.

Table 2

Source for 1966-67 : Relazione generale sulla situazione economica del Paese (1967).
— GNP at market prices.

— Industrial production: value added by industty at factor cost.

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

Table 3

— Exports fob, imports cif. Conversion at official exchange rate. The products have been regrouped on the
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco

(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4

— Industrial production. Soutce: Istituto Centrale di Statistica.
— Unemployed. Source : Istituto Centrale di Statistica.

— Construction. Internal trade in building materials, calculated from turnover taxes. Soutce : Istituto Nazio-

nale per lo Studio della Congiuntura.

— Private consumers’ expenditure. Retail sales of department stores, based on the turnover of 22 department
p p N p

stores and “‘single-price” stores. Not very typical of the trend in private consumption as a whole.
— Exports fob, imports cif. Conversion at official exchange rate.
— Official gold and foreign exchange reserves. Soutce: Ufficio Italiano dei Cambi,

— Money supply. Notes and coin in citculation excluding cash holdings of the Treasury. Sight deposits of non-
banks with registered credit institutions; banks drafts in circulation (whether vaglia or assegni) issued by the

Central Bank and other banks and credit institutions.
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D. The Netherlands

The expansion in demand was especially dynamic during the final months of 1968,
and export demand, investment and private consumption increased very vigorously.
However, demand slackened for a time at the beginning of the new year in reaction
to the previous, very strong growth. The elasticity of production weakened—all
the more as the shortage of labour is becoming more and more severe. Although

the current account improved slightly, the overall balance of payments showed a
deficit.

The outlook for further development in 1969 is impaired by the spurt in prices
and costs at the beginning of the year. There is a good deal of evidence to suggest
that, even if exports slow down a little, overdll demand at current prices will
increase quickly, were it only because consumer expenditure will make a major
contribution to growth. Since at present there is a very great danger of a cumulative
rise in prices and costs, which would certainly erode the competitiveness of the
Dutch economy in the longer term, those in charge of economic policy should give

top priority to price stabilization.

1. Recent developments

The conditions ensuring equilibrium weakened
towards the end of 1968, owing to a spurt in
overall demand, resulting, in particular, in fur-
ther strain on the labour market and a distinct
upward trend in wage costs. In view of this
deterioration, and of the risk of a rather steep
rise in prices owing to introduction of TVA
on 1 January 1969, the authorities adopted a
series of restrictive measures in the spheres of
monetary and credit policy, price policy and
budgetary policy.

As regards monetary and credit policies, the
Central Bank increased Bank rate from 4.5 %
to 5 % with effect from 20 December 1968.
On 24 December, it announced that, in agree-
ment with the commercial banks and the agri-
cultural credit institutions, it had decided to

reimpose the restriction on the expansion of
short-term bank credits for firms which it had
lifted about eighteen months before. For the
period from January to April 1969, short-term
credits to firms were not to increase by more
than 6 % of the average level reached between
September and December 1968. Any credit
granted above this ceiling had to be linked with
interest-free deposits in the Central Bank.
Moreover, long-term bank credits were not to
expand more than long-term bank liabilities.
The limitation of bank credits to local authorities
was maintained according to the system applying
at the end of 1966, but with an increase in
the ceiling by 5 9% for 1969. In addition, in
January the Government decided to tighten up
conditions for hire-purchase sales by raising the
minimum down payment from 20 % to 25 %
and by shortening the period allowed for pay-
ment, generally to eighteen months. Moreover,
the increase in the personal credits granted by
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the credit institutions in 1969 was restricted
to 12 %.

In the field of budgetary policy, the Govern-
ment proposed to the Parliament that the tax
rules on depreciation in connection with firms’
investments should be tightened up. The extra
revenue to accrue to the Treasury from this was
estimated at Fl. 90 million for 1969 and
Fl. 260 million for 1970. Furthermore, the
budgets of the public authorities were to be
more strictly administered. Excess expenditure
was to be offset at once by retrenchment under
other headings, and no tecourse to the money
market to finance the deficit was to be allowed.
The additional defence expenditure decided on
in November 1968, and the loss of expected
revenue tresulting from rejection by the Parlia-
ment of the Government’s proposed tax on
rents, were to be partly offset by an increase
in certain indirect taxes which was planned for
the middle of 1969.

Furthermore, under their price policy the author-
ities fixed upper limits for price increases in
various industries and made agreements with
other industries in order to limit such increases.

Overall demand in monetary terms, which
slowed down sharply at the beginning of 1969
after the spurt in the fourth quarter of 1968,
appears since then to have started developing
again at a fairly brisk tempo. Thus, the growth
in exports-of goods and services, which suffered
a temporary loss of momentum early in 1969,
may well have rallied later. In January and
February, visible exports, according to customs
returns, were running 11.5 % ahead of the
cotresponding 1968 figure (value).

After slackening off at the beginning of 1969,
domestic demand revived strongly, apparently
owing to the sudden expansion in investment
demand. Firms’ expenditure on fixed assets,
and more particularly on stockbuilding, might
well grow rather rapidly. Following a modest
decline in January and February, public invest-
ment and expenditure on residential construction
are again tending to rise, though here it should
be botne in mind that prices in these sectors

mounted at the beginning of the year with the
advent of TVA.,
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On the other hand, private consumers’ expen-
diture shows, as yet, no signs of reviving after
slackening at the beginning of the year, when
the speculative purchases noted in autumn 1968
ceased and when limitations were imposed on
hire-purchase credits. However, this should be
only temporaty, especially since wages and
salaries are rising faster owing to the gradual
renewal of the wage agreements for 1969.
Furthermote, income from property and entre-
preneurship presumably continued to grow
relatively rapidly, though slightly more slowly
than in 1968.

The demand trend indicates that domestic supply
has regained momentum, after easing off at the
beginning of 1969. Nevertheless, industrial
production does not seem to have caught up
again with the rate of growth it achieved at the
end of 1968.

The manpower requirements of the economy,
and the increase in the number of frontier work-
ers going to Germany, caused a distinct decline
in unemployment up to January. Despite a
slight increase in February, the unemployment
rate (seasonally adjusted percentage of unem-
ployed in the total civilian labour force) was
only 1.3 9%, whereas it was over 2 % in the
middle of 1968. At the same time, in spite
of an influx of foreign workers, the number of
vacancies considerably exceeded the number of
persons seeking employment.

The expansion of visible imports, which gathered
a little momentum in the second half of 1968
but temporarily ceased altogether for a time at
the beginning of the year, may well have become
quite considerable again since then, mainly
because of increased purchases of capital goods
and raw materials. In January and February,
visible imports were 6 9% by volume up on the

year before, when the level was already very
high.

After a relatively moderate increase throughout
1968, domestic prices rose very considerably at
the beginning of 1969. The cost-of-living index
rose by 4.7 % between December and February,
and exceeded the average for 1968 by 6.2 %.



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 colours (green, yellow and red) 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”.
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One of the main causes of this sudden increase
was the introduction of TVA and the accom-
panying change in price patterns though the
increment was considerably larger than was
justified merely by the tax. No doubt the up-
ward pressure on wage costs, coupled with the
vigorous expansion of demand, substantially
contributed to the deterioration in the price
climate.

The import and export trend led to a slight
improvement in the current account. The over-
all balance of payments, on the other hand,
showed a deficit, owing to repayment by the

Government of an American loan of Fl. 237 mil-
lion and also owing to further heavy outflows
of long-term private capital in the fourth quarter
of 1968 and the beginning of 1969. In the
period from November to January, the official
gold and foreign exchange reserves fell by
Fl. 480 million. At the same time, however,
the commercial banks improved their foreign
exchange position by FI. 140 million.

In respect of short-term funds, there has been
a very vigorous expansion of bank lending to
firms, At the end of the year, they were some
20 % higher than a year previously. Consumer

Demand for and supply of goods and services

19661 19671 t 1968 2 1969 @
At
cur.rent 9/ change on preceding year
prices
(in F1
’000
million) Volume Value |Volume Value | Volume
Exports * 3514 |+ 6.6 + 68 |4 12 + 11,5 | + 10
Gross fixed asset formation 18.95 72 4108 |4+ 9 + 1154+ 6
Public current expenditure on goods and
services 1209 | + 3.9 4104 |4+ 25 4+ 9 + 2.5
Private consumers’ expenditure 4339 |+ 51 4 84|+ 5 + 8 + 4
Gross national product 7481 | 4 56 4+ 100 |+ 6 + 10 + 4.5
Imports 4 35,66 | 4+ 6.7 + 59|+ 11 + 10 + 10
1 Statistical Office of the European Communities, General Statistical Bulletin No. 7-8 1968.
2 Commission estimates.
3 Commission forecasts.
4

Goods, services and factor income.

Note :

(@) The difference between the figutes for demand and those for supply is accounted for by movements in stocks.
() The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the

Quarterly Surveys.

They have been discussed with the experts of the member countries but are established and
published on the sole responsibility of the Commission.




eredits (hire purchase and personal loans) rose
even more steeply. Interest rates, which had
hardly risen at all until the autumn, increased
perceptibly thereafter; in February the interest
rates on the money and capital markets were
comparable to those in earlier periods when the
economy was under strain,

2. Outlook

Uncertainty as to the reactions of businessmen,
consumers, etc., to the distinctly accelerated rise
in prices and costs makes it particularly difficult
to assess the prospects of development of the
Dutch economy.

In the coming months, exports of goods and
services will probably make further gains. Ad-
mittedly, the expected slackening-off in demand
from the US and UK might slow down expan-
sion of exports to those non-member countries,
but demand from most of the other EEC Mem-
ber States will forge ahead as a result of the
vigorous economic upswing. However, Dutch
exports might grow less quickly than those of
other member countries because of a slower
increase in the supply of certain products, in
particular farm products, and through the effects
of price increases on exports of services.

The development of domestic demand in mone-
tary terms should be swift, with consumption
expenditure making a heavy contribution. Pri-
vate consumers’ expenditure will be stimulated,
in particular, by the steep rise in the wage- and
salary-bill, especially since certain wage adjust-
ments on the basis of existing long-term agree-
ments can be expected towards the middle of
the year. Furthermore, pensions have been
substantially increased, and incomes from pro-
perty and entrepreneurship should go on
growing fairly vigorously.

Even if it is assumed that the restrictive policy
and the faster rise in production costs will not
affect the propensity to invest in the short term,
the development of gross fixed asset formation
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could well be a little less lively than in the
second half of 1968—because of the authorities’
efforts to curb public expenditure and now
that some job-creating schemes designed to
erode regional unemployment are complete,
public investment might well lose impetus. In-
vestment in residential construction is hardly
likely to make any additional contribution.

Prospects for the development of demand in
monetary terms, which, on the whole, ate expan-
sionary, are less promising than they otherwise
would be, because the elasticity of supply is
suffering now that many firms are working at
or near capacity and the shortage of manpower
is increasing. In view of the effects of the
wave of “beat-the-tax” buying towards the end
of 1968, the forecasts of gross national product
at constant prices given in the last Quartetly
Survey must now be regarded as maximum
estimates. It is probably wiser to assume a
rate of increase of 4.5 % (instead of 5 % ).

Imports of goods and services will undoubtedly
climb sharply in view of the ever-increasing
pressure on production potential. Hence, the
improvement in the current account which has
been achieved in the last few months may not
continue.

The economic policy measures of which details
are given above are aimed at curbing inflation-
ary expansion of domestic demand by a new
“policy mix” and also at preventing any exces-
sive deterioration of the overall balance of
payments.

In view of the transition to free wage fixing
and the great risk of a persisting rise in prices
and wages, this general orientation of economic
policy is extremely important. Care should be
taken not to repeat the pattern of the past,
when the task of restoring equilibrium was
treated as mainly a matter of monetary and
credit policy. Instead, greater use should be
made of budgetary policy as an instrument for
combating inflationary tendencies; in this con-
nection, the possibility of increasing direct taxes
should not be dismissed out of hand. It would
be advisable, in any case, to re-examine closely



before the end of the year the question of
whether the reduction in taxes provided for
in the 1970 budget, which is entirely justifiable
from the structural point of view, can be recon-
ciled with the requirements of economic policy
and, in particular, with those of a price sta-
bilization policy.

Furthermore, evety effort should be made to
increase the supply of goods and setvices on
the home market. In doing this efforts should
be undertaken, within the framework of an
active employment policy, to stimulate the occu-
pational and regional mobility of manpower
and encourage more women to go out to work.
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Netherlands

ECONOMIC INDICATORS
Industrial production 1963 = 100 Labour market (thousands)
170'1]1‘!‘\([[\!‘([\\['\ T T 140[V|I|V|V\III rrrrryr T LER A L
@ ©
120 Va i
@ N
100 \
150 8 I | A

.
140 ./"/ 60 / ™~
d wl

130 Job|applicdtions

' an 20 ’
120 Kol " AT S ) o TR I I A B ) Ollllllltlli)j TR R 5 Fa BV

Wages and consumer prices 1962 = 100 Bank lending Fl. million
19011Tr'rrlxl ™1 T T T T T T 1 000 g rr T LA I 1 e e N

3 4
180 , M
170 o 10 000 /J
"
160 "_f—' /'
150 9 000
0 N
L~ 8 000 ~
130
L P /-/-_' /
120 - ; o
Consymer prices 000 —

110
100 Endimbemsbe i T I bl T I T I 6 000 PR T S T I T T T (T (TS O o T O O

Trade with non-member Trade with other member

countries million u.a. countries million u.a,
400 TT T T 7§17 TTT T T T T {77 500

TT T T Esj T 177 Ty T vl!||rq|11@

350 Impprts ok 450 L

B | 1 . Impo / B
7 K 4

0
% L\ Xports 30
Exports

200 300
CRRCTE SO T T SN S SIS TN N W N T N0 OO B AR BT IR B 250 VIS G O T N S GO [ N N O T O A
VIVHEDX XCXEX O I Y VIV X XUXI Ly VM X XX Y VIVIDG X XX By Yy VIV X G0 Ly vV X s P Iy

1966 1967 1968 1969 1966 1967 1968 1969
NOTES :

Source : Statistical Office of the European Communities (except as otherwise indicated).
Graph. 1. Serie adjusted for seasonal and itregular (trend) variations. Exl. building, food, beverages and tobacco.
Graph 2. Adjusted for seasonal variations. Three-month moving averages.

Graph 3. Cost of living for manual and office workers. Source : CBS. Wages—index of gross houtly earnings in
industry (excluding mining, quarrying and construction). Index of negotiated wages.

Graph 4. Short-term bank advances. Revised series as from September 1967,

Graphs 5 and 6. Series adjusted for seasonal and accidental variations (thtee-month moving averages). Exports
fob, imports cif. Conversion at official exchange rate.

u.a.: one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.
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Netherlands

TABLE 1: Basic data 1967

Total area (000 sq. km.) 33.5
Total population (*000) 12 597
Density of population per sq. km. 376
Numbers in employment (*000) 4 533
Numbers in employment, breakdown by main sector (%):
— Agriculture 8.1
— Industry 40.8
of which : Construction 10.3
— Services 51.1
Percentage share of gross domestic product :
— Agriculture 7.2
— Industry 41.2
of which: Construction (7)
— Services 51.8
Gross product per capita (F1.) 6 531
TABLE 2: Key indicators
o Volume | 260
e e e | G %
to
= 100) GNP
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 | 1967
Gross national product + 3.4+ 3.8+ 3.7} + 8.9+ 5.0 1.9} + 5.6 156 —_
Industrial production + 4.7+ 43|+ 41| +11.0; + 6.3 51|+ 6.5 181 —
Total imports + 63|+ 73]+ 93| +14.9| + 6.6 7.4+ 6.7 233 45.9
Private consumers’ expendi-
ture + 54| +62|+ 7.1(+ 6.0+ 7.0 29|+ 5.1 163 57.2
Public current expenditure
on goods and services + 34|+ 43|+ 66+ 17|+ 1.6 2.2+ 3.9 131 16.2
Gross fixed asset formation + 66|+ 43|+ 19| +18.0| + 4.9 6.0+ 7.2 198 25.5
Total exports + 33|+ 6.0+ 6.3 +11.6|+ 7.4 54|+ 6.6 198 45.6
Gross national product per
capita + 20|+ 23|+ 23!+ 75|+ 3.6 05|+ 4.4 138 —
Gross national product per
person gainfully employed |+ 1.9 |+ 1.7+ 24|+ 7.0(+ 3.9 09+ 6.2 140 —
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TABLE 3: Foreign trade (at current prices)

Netherlands

| Indices %
% change on preceding year 1958 Million | of'the
= 100 u.a. total
1961 1962 1963 1964 1965 1966 1967 , 1967 1967 1967
Visible exports
Total + 69|+ 65|+ 82| 4170 +101 |+ 56| + 7.9 226 7 288 100
Intra-EEC +10.9 | +10.0 | +17.3 | +22.1) +10.2| + 5.3| + 6.7 299 4 003 54.9
To non-EEC countries + 36|+ 32|~ 06| 4+11.2| 4100 + 6.0 + 9.4 175 3 285 45.1
Exports of food, beverages and tobacco
Total + 08)+ 69|+ 93|+ 95) 4130+ 03|+ 9.9 193 1728 23.7
Intra-EEC + 8.1} +10.0| +12.1 | +12.8 | +19.7|— 0.2 | + 9.6 252 1061 14.6
To non-EEC countries -~ 18|+ 33|+ 58|+ 51|+ 36|+ 1.0} +10.5 141 667 9.1
Exports of raw materials and manufactures
Total + 92+ 63|+ 7.9 4+196 |4+ 92|+ 7.3+ 7.3 239 5 560 76.3
Intra-EEC +14.31 +10.0| +19.4 | +25.6 4+ 71|+ 7.4 + 5.8 321 2 942 40.4
To non-EEC countries + 5.2+ 32— 241 +131 1| +11.9{+ 73| + 9.1 186 2 618 35.9
Visible importa
Total +12.8} + 46| +11.6| +18.2) 4+ 59| 4+ 7.5| + 4.0 230 8 340 100
Intra-EEC +21.1 |+ 6.7 +14.9| +19.0| + 8.7 | + 8.7| + 5.0 300 4 547 54.5
From non-EEC countries + 58|+ 25+ 83| +17.4 |+ 29|+ 60 + 2.9 180 3793 45.5
Imports of food, beverages and tobacco
Total + 5914+ 63| +1565}| +16.2| + 85| + 8.9 +11.3 204 1142 13.7
Intra-EEC +415|— 7.0 +11.8| +22,0} +13.1 ) 4+ 8.8 | +22.7 378 302 3.6
From non-EEC countries - 1.0(+10.0| +16.8| +149(— 121+ 25} 4+ 7.6 175 840 10.1
Imports of raw materials and manufactures
Total 4140} -+ 43 +11.0[ +18.6| 4+ 63| + 8.0 + 2.9 235 7198 86.3
Intra-EEC +200| 4+ 761! +15.0}) +19.01 + 78 ) + 87| + 3.9 295 4 245 50.9
From non-EEC countries + 774+ 07|+ 61| +18.0| + 42|+ 70| + 1.6 181 2 953 35.4
TABLE 4: Basic monthly indicators
Year | Jan. Feb. Mar. Apr. ’ May June July Aug. Sept. Oct. Nov. Dec.
Industrial produc- | 1967 122 125 126 130 125 129 103 122 131 139 148 143
tion (1963 == 100) 19638 134 139 141 141 142 145 118 136 144 154 161 163
1969
Construction 1967 2 036 2 362 2 503 2 383
(¥1. million) 1968 2 314 2 637 2 793 2 396
1969
Unemployed 1967 108.5 105.9 91.4 81.7 69.9 67.2 77.0 73.9 74.6 30.4 91.3 113.6
("000) 1968 123.1 113.1 96.2 80.7 63.6 64.9 71.4 66.1 61.6 66.9 70.3 32.1
1969 86.8 85.0
Investment 1967 4 640 5 338 5 307 5 652
(F1. million) 1968 5 294 5973 5 949
1969
Private consumers’ | 1967 142 125 146 144 149 151 152 144 152 149 161 172
expenditure 1968 152 141 155 156 165 155 167 157 155 163 180
(1963 = 100} 1969
Total visible Im- | 1967 680 639 719 690 694 787 650 652 633 733 746 713
ports (million u.a.) | 1968 823 693 788 704 815 697 776 742 775 859 316 811
1969 816
Total visible ex-| 1967 601 532 606 H82 592 642 536 605 641 686 665 601
ports (million u.a.) | 1963 631 615 670 663 725 508 636 653 T2 821 751 736
1969 746
Balance of trade | 1967 | — 80| — 107 — 113]|— 108|— 102 — 95| — 114 — 46| — 421 — 47| — 81| — 117
(million u.a.) 1968 | — 142 | — 78| — 118 — 411 — 90| — 99| — 90| — 89| —- 83— 38| — 65| — 75
1969 | — 70
Official gold and | 1967 1970 1 995 1 993 1 995 2 065 2 094 2104 2 064 2104 2 229 2271 2 268
foreign exchange | 1968 2194 2164 2 082 2 028 2 008 1988 2 000 2 030 2 001 1972 1 968 1967
reserves 1969 1 892
(million u.a.)
Money supplv 1967 17.89 17.97 18.27 18.74 19.31 19.93 19.67 19.33 19.55 19.19 19.44 19.561
(F1. '000 mikion) 1968 19.59 19.31 19.71 20.16 20.92 21.70 21.36 21.23 21.14 20.93 21.31
1969
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Netherlands

NOTES

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

Table 1

— Total population at mid-year.

~— Numbers in employment, average for vear. Source : CBS.
— Breakdown of GNP at factor cost.

~— GNP at market prices.

Table 2

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

Table 3

— Exports fob, imports cif. Conversion at official exchange rate. The products have been regrouped on the
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4

— Industrial production. Soutce: Centraal Bureau voor de Statistick (CBS). General index, adjusted for
number of wotking days.

— Construction. Soutce: CBS. Building production. Total value, quarterly figures.

— Unemployed. Source : CBS. Total unemployed.

— Investment, Soutce: CBS. Gtoss fixed investment. Total value, quarterly figures,

— Private consumers’ expenditure. Soutce : CBS. Index of value of private consumption.

— Expotts fob, imports cif. Conversion at official exchange rates.

— Official gold and foreign exchange reserves. Gross reserves of gold and convettible currency held by the official
monetary institutions.

— Money supply. Notes and coin in circulation, excluding cash holdings of monetary institutions. Sight
deposits with credit institutions.

68



E. Belgo-Luxembourg Economic Union

Belgium

In the early months of 1969 the Belgian economy has been growing fast. Export
demand, which has been making marked progress, has been the key to expansion,
but the trend of domestic demand, especially of industrial investment, has also
become rather more dynamic. The trend of domestic production is unmistakably
upward. On the labour market the slow decline in unemployment bas continued.
External trade is still balancing out, but the upward movement of domestic prices
bas become stronger.

Despite some loss of momentum in world demand, the outlook for the coming
months points to continued growth, since domestic demand should gather still
further momentum. Production will rise appreciably and the labour market
situation should improve further. In these circumstances, the objective of internal
stability should receive greater attention from those responsible for economic policy,
especially since the switch to the tax on value added at the beginning of 1970 is

likely to entail price increases.

1. Recent developments

In recent months the economic upswing has
continued, but this has not led to any undue
pressure on the factors of production.

Exports of goods and services have continued
to climb rapidly and to make a vigorous con-
tribution to economic activity. The spurt in
demand from the other member countries has
easily offset the tendency for sales to non-
member countries to mark time, although the
BLEU has been harder hit than the other four
member countries by this development because
of the pattern of its exports. The customs
returns show that merchandise exports in De-
cember-January were running 26 % ahead of the
corresponding figure for a year previously

(value).

Soaring export demand and a vigorous increase
in public investment has improved the invest-
ment climate in the private sector: with output
growing rapidly, firms are working at or near
capacity, and this has compelled managements,

particularly in industry, to invest more. Pur-
chases of plant and equipment have risen once
again, and firms’ building plans have also tended
to expand. At the same time, expenditure on
residential construction has also been rising
again fairly briskly.

As a result of an increase in employment, the
impact of which on incomes has been reinforced
by the fact that hourly rates have been rising
a little faster, and that an increase has occurred
in the propensity to consume of households
linked with the general improvement in the
business climate, the trend of private consumers’
expenditure has probably gathered momentum.

The vigorous increase in demand has been
reflected in a rapid development of domestic
production. The expansion of industrial produc-
tion was running at a rate of about 8 % in the
last months of 1968 and early in 1969. According
to the results of the EEC business survey,
orders on hand have continued to increase, while
stocks of finished goods have contracted.
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Imports of goods and services have continued
to climb rapidly. Indeed imports of consumer
goods and of plant and machinery have actually
been growing faster. According to customs
returns, merchandise imports in December/
January were running 16 % (value) ahead of
the corresponding figure for 1967/68.

There are substantial productivity reserves and
the unemployed workers are either not equipped
with the right skills or are not available where
needed: this has meant that the rapid increase
in production has so far entailed only a moderate
decline in the number of unemployed, although
the number of vacancies has risen appreciably.

The unemployment rate! was, after seasonal
adjustment, still 2.6 % in January-February, i.e.
only slightly below the highest point reached
by the cutve in the spring of 1968.

The upward pressure on prices has gained a
little strength. The prices of imported products
have probably hardened in recent months. In
the same way domestic producers’ prices for
industrial products have been tending to climb
fairly rapidly. In January-February the con-

1 Number (seasonally adjusted) of fully unemployed
persons drawing unemployment benefit, expressed as a
percentage of the civilian labour force.

Demand for and supply of goods and services

19661 19671 1968 2 1969 3
At
current 9% change on preceding year
prices
(in Bfrs
000
million) Volume Value | Volume Value | Volume
Exports 4 350.1 64 + 73|+ 11.5 +125 |4+ 105
Gtoss fixed asset formation 1966 | + 40 + 80|+ 2 + 45|+ 55
Public current expenditure on goods and
services 119.7 70 +112 |4+ 45 410 + 4
Private consumers’ expenditure 5959 |+ 2.8 4+ 54|+ 4 + 7 + 5.5
Gross natipnal product 9163 |+ 35 4+ 6.6 |4+ 45 + 75|+ 4.5
Imports ¢ 3535 |+ 3.7 + 43412 + 135 | + 11

1 Statistical Office of the European Communities, Genetral Statistical Bulletin, 1968, No. 7-8.

2 Commission estimates.
3 Commission forecasts.
4 Goods, services and factor income.

Note:

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
() The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quat-

terly Surveys.
on the sole responsibility of the Commission.

They have been discussed with experts from the member countries but are established and published
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BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Belgium

Order-books A Stocks of finished products B
TGS {43 BT B T i I 3 ) T el ; 3863 ) PERS Sl "o B Ve AT WO (A T
e below normal
below normal
P |
normal
viormial B 25 ) ’\
e o —~—
| —— /'/ . |
above normal |
TR Tl ol o R IR ?bolvelnill 1 (l)— (o T N | Tl M ) A Tl Wy g Vel e | I
1967 1968 1969 1967 1968 1969
Trend in production C Trend in selling prices D
3 Bl | RS ] R TR e .__@_ Tl | AT IO 1 53 R P B I |
down S|
down
no change L no change P
e B
A\// {2?_ TN P
L ki) | Jodt 1‘14) L | 3 (l; = L e Ik 'pr | | e L (ool 1 Il L 1
1967 1968 1969 1967 1968 1969

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 colours (green, yellow and red) 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”.

I






sumer price index was 2.9 % above the same
figure for a year previously, but it should be
remembered that the unfavourable trend of agti-
cultural prices has counted for much in this rise.

In view of the way Belgium’s trade has devel-
oped, the trade balance, which until the autumn
was showing a slight tendency to detetiorate,
has shown a mild improvement in recent
months, and since September there has been
a small surplus on current account. On the
other hand, the capital balance, despite a
recovery of capital imports in the shape of
investments by foreign companies in Belgium,
seems to have closed with an appreciable deficit.
The credit institutions have been fairly strongly
attracted by higher interest rates abroad, par-
ticularly on the Euro-market. The gold and
foreign exchange reserves of the Banque de Bel-
gique, which shrank in the fourth quarter of
1968 by Bfr. 7 000 million, seem to have con-
tinued to decline, at least until February. Bank
rate, which had already been raised from 3.7 %
to 4.5 % on 19 December 1968, was raised to
5% on 6 March. The main reasons for this
were the heavy exports of private capital and
the spurt in the expansion of bank lending.
Measures were also taken to restrict the calls
made on the money market by the commercial
banks.

2. Outlook

The latest trends abroad and in Belgium neces-
sitate no substantial adjustments to the forecasts
for 1969 made in the last Quarterly Survey
(No. 3/4-1968).

However, the restrictive measures adopted in
France and in the United Kingdom in the
autumn should curb a little the expansion of
Belgian exports to these countries. In view of
the stabilization drive in the United States and
the voluntary limitation of steel deliveries, it is
also unlikely that exports to that country will
grow further. However, current sales oppor-
tunities in the other Member States, especially
Germany, seem very favourable. The relative
trend of production costs also suggests that the
underlying expansion of exports will remain
brisk. All in all, and taking into account the
extraordinarily high (adjusted) level at the end

of 1968, the export growth rate for 1969
should, as an annual average, fall only a little
short of that for 1968.

In the period up to the end of the year, the
development of domestic demand should, apart
from seasonal variations, remain fairly dynamic
and indeed a little brisker than in 1968. The
most vigorous incremental contribution will
probably come from fixed investment by firms,
provided that the predicted improvement in the
propensity to invest is not inhibited by monetary
factors ot uncertainties as to the action govern-
ments will be taking to modernize the produc-
tion apparatus. The revival in residential
construction should also continue in coming
months.

The more rapid expansion of private consumers’
expenditure noted in the last few months should
continue. The relevant factors here—higher
wages and salaries, increased incomes from pro-
perty and entrepreneurship, continuing growth
of transfer incomes, a stronger propensity to
consume of households—were discussed in the
previous Quarterly Survey: their influence
might indeed prove even more substantial than
was then assumed.

The spontaneous market forces affecting the
development of demand could well, however,
be disturbed by the emergence of a certain
speculative mood in connection with the intro-
duction of the tax on value added on 1 January
1970. For one thing, fears that the switch to
the new tax system could mean higher consumer
prices might generate a “beat-the-tax” buying
spree towards the end of 1969; however, a con-
siderable proportion of this expenditure could
be met from dealers’ stocks of finished merchan-
dise. Secondly, uncertainty as to the transi-
tional arrangements for firms’ investments could
induce some managements to hold back deci-
sions on new investment programmes. In resi-
dential construction, on the other hand, expecta-
tions with regard to the introduction of the
tax on value added could well strengthen the
present upswing.

These factors do not affect fundamentally the
forecasts concerning the development of the
main macro-economic aggregates in 1969. GNP
growth at constant prices should reach at least
4.5 %.
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However, this may well not lead to a suffi-
ciently rapid fall in unemployment. The annual
average unemployment rate may be 2.3 %, com-
pared with 2.8 % in 1968. Because of the
strength of regional and structural factors,
however, the unemployment problem cannot be
solved through overall measures to stimulate
aggregate demand: the main effect of such mea-
sures would be an excessive strengthening of
the upward price trend and a deterioration of
the competitiveness of the Belgian economy,
developments which would generate further
employment problems. In fact, those responsible
for economic policy should, in view of the ten-
dencies towards disequilibrium now emerging,
take care to avoid any inflationaty financing of
the economic upswing. This is all the more
important since, as experience in other membet
countries shows, the autonomous price increases
to be expected when TVA is introduced will in
themselves be relatively sharp, given the rates
being considered by the Belgian authorities, and
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this will further aggravate the threat of a price

and wage spiral.

The greatest caution will therefore be required
in the administration of the budget. In par-
ticular there will be no need to make use of
the special appropriation in the 1969 budget
for stimulating the economy (“¢ranche conjonc-
turelle”): spontaneous expansionary forces are
already strong enough to keep firms working
at or near capacity. The authorities must also
ensure that the expansion of firms’ expenditure
on directly productive investment is not slowed
down because the central authorities are calling
too heavily on the money and capital markets—
this is of the greatest relevance to the problem
of creating new permanent jobs.

At the same time, the drive to equip workers
more adequately with the trades and skills
needed by the economy and to effect a regional
diversification of industry should be pressed
forward energetically.



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

Graph. 1. Serie adjusted for seasonal and irregular (trend) variations, Exl. building, food, beverages and tobacco.
Graph 2. Completely unemployed petsons, receiving unemployment benefit.

Three-month moving averages.

Adjusted for seasonal variations.

Graph 3. Consumer prices. New index as from januati 1967, Source: Ministére des Affaires Economiques.

wages for operatives, all branches.

Graph 4. Loans made by monetary institutions.
Graphs 5 and 6. B.L.E.U., series adjusted for seasonal and accidental variations (three-month moving averages).

Expotts fob, imports cif. Conversion at official exchange rates.

Source: Ministére du Travail et de PEmploi.

u.a.: one unit of account =0.888671 g of fine gold = US $1 at the official exchange rate.

Agreed
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Belgium

TABLE 1: Basic data 1967

Total area (*000 sq. km.) 30.5
Total population (*000) 9 581
Density of population per sq. km. 318
Numbers in employment (000} 3 651

Numbers in employment, breakdown by main sector (%) :

~— Agriculture 5.8
— Industry 44.3

of which : Construction 8.4
— Services 49.9

Percentage share of gross domestic product:

— Agriculture 5.6

— Industry 40.9

of which : Construction 7.2

— Services 53.5
Gross product per capita (Bfrs) 102 000

TABLE 2: Key indicators

Contri-
Volume .
9% change by volume indices l()i‘:lmo;r;
on preceding year (1958 to °
=100) | gNp

1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 | 1967

Gross national product + 49+ 56|+ 47|+ 69|+ 39+ 28|+ 35 148 —

Industrial production 49|+ 72|+ 63| +104| + 3.0 4.2+ 2.1 162 —

-+
+

6.7+ 46|+ 7.8|+10.7|+ 6.6 |+ 8.4 |+ 3.7 201 37.7

+

Total imports

Private consumers’ expen-
diture + 21+ 43|+ 56|+ 36|+ 46+ 32!+ 28| 139 64.3

Public current expenditure
on goods and services + 16|+ 90| +11.5|+ 4.0|+ 56|+ 43|+ 7.0 168 13.6

Gross fixed asset formation | +10.8)+ 8.3} — 0.1 +12.6) + 3.7 | + 6.6 | + 4.0 186 21.7
Total exports + 88|+ 7.7+ 7.0 +11.1 |+ 77!+ 3.8|+ 6.4 194 38.5

Gross national product per
capita + 43|+ 50|+ 39|+ 59|+ 3.0+ 21|+ 2.9 139 —

Gross national product per
person gainfully employed |+ 3.8|+ 3.9 |+ 3.8| + 5.7|+ 3.0+ 2.2| + 4.0 140 —
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TABLE 3: Foreign trade (at current prices)

% change I(nltgggs Million ot”t{,’he
on preceding year = 100) u.a. total
1961 | 1962 | 1963 | 1964 | 1965 1966 | 1967 1967 1967 1967
Visible exports
Total + 8.9 | +10.2 | +11.9 | +15.5 | +14.2 | + 5.2 + 8.0 230 7 031 100
Intra-EEC + 9.7 +17.7| +19.6 | +19.0 | +128 | + 6.1 | + 3.2 322 4 429 63
To non-EEC countries - 17|+ 19|+ 16| +103| +165 | + 8.9 | + 2.5 155 2 602 37
Exports of food, beverages and tobacco
Total +15.6 | +20.6 | +29.6 | + 8.2} 43156 4+ 8.4 | +18.4 361 553 7.9
Intra-EEC +18.7| +381.2 | +80.7 | + 5.2 | +31.6 | + 5.4 +25.6 479 420 6.0
To non-EEC countries + 87| +25.7 +2681— 21| 4313 +171+ 1.1 204 133 1.9
Exports of raw materials and manufactures
Total + 344+ 921{41091 +16.4) +138.1 | + 5.0 + 1.8 223 6478 92.1
Intra-EEC + 8.9 +16.7 | +18.8 | +20.1 | +11.4 | + 6.2 | + 1.4 311 4 009 57.0
To non-EEC countries — 20|+ 09|+ 07| +108] +1568}| + 3.2 | + 2.5 153 2 469 35.1
Visible tmports
Total + 66)+ 80 +12.2| +15.9 | + 7.6 | +12.6 | —~ 0.1 229 7 167 100
Intra-EEC +12.7{ + 89| +1565 | +175 | +101 | +1564 | — 0.6 272 3 983 55.6
From non-EEC countries + 10|+ 71|+ 88| +14.0| + 48|+ 9.1 | + 0.6 190 3134 44.4
Imports of food, beverages and tobacco
Total + 01| +11.0 | -+ 9.0| +16.8 | +152| + 81| + 9.9 210 981 18.7
Intra-EEC + 74|+ 82| 4172 +16.3| +225| +10.6 | 4+11.8 270 419 5.9
From non-EEC countries — 40| +15.9 ! + 43} +17.2 | +10.6 | + 6.4} + 8.6 180 6562 7.8
Imports of raw materials and manufactures
Total + 76|+ 76| +12.7| +15.7 | + 6.6 +138.2 | — 1.5 2382 6 186 86.3
Intra-EEC +18.83 | + 94| +15.4 | +176 | + 89| +16.0 | — 1.9 278 3 564 49.7
From non-EEC countries + 19|+ 56+ 9.6 +134 |+ 37|+ 9.7|— 0.9 193 2 622 36.6
TABLE ¢ : Basic monthly indicators
Year ‘ Jan. Feb. l Mar. Apr, May June July Aug. Sept. Oct. Nov. Dec.
Industrial produec- | 1967 150 147 160 151 149 159 119 148 162 167 162 156
tion (1958 = 100) | 1963 155 155 164 163 164 160 132 154 172 187 168 168
1969
Construction 1967 84.6 94.1 117.0 110.3 113.7 121.1 714 115.7 118.0 121.5 116.4 78.5
(1962 = 100) 1968 76.6 3541 100.9 99.3 93.4) 103.7 78.2] 107.4; 1148) 121.2| 1049 84.8
1969
Unemployed ('000) | 1967 82.5 85.7 84.4 83.8 81.9 77.9 79.1 78.1 80.3 87.5 96.0 106.7
19638 1145} 118.7) 1103} 106.4) 101.5 95.3 96.5 93.5 93.9 97.1| 1014 1088
1969 109.4 106.5
Investment 1967 184.6 | 151.1| 167.0| 167.7| 1704 176.8| 122.1| 159.1 160.2 | 1759| 176.9| 141.8
{1961 = 100) 1963 127.3 146.2 165.2 166.3 160.4 168.7 133.3 157.6 176.5 177.2
1969
Private consumers’ | 1967 147.3 | 1487 151.8| 15871 155.83| 159.3( 155.7| 15281 154.7! 1533 156.3| 1632
expenditure 1968 159.6 164.3 160.7 170.2 168.7 169.6 168.7 165.3 165.7 1685.5 167.9 176.7
(1961 = 100) 1969
Total visible im- | 1967 590 545 628 574 607 655 465 598 514 640 689 649
ports (million u.a.) | 1968 624 704 708 644 706 612 625 638 669 817 706 742
1969 710
Total visible ex- | 1967 608 570 607 599 586 597 525 460 530 697 618 649
ports (million u.a.) | 1968 621 675 705 705 666 631 694 547 676 796 705 757
1969 843
Balance of trade} 1967 | + 18|+ 25| — 20|+ 25| — 20| — 58|+ 60| — 183{+ 16|+ BH7|— 71 0
(million u.a.) 1968 | — 21— 29— 31+ 60— 40|+ 19|+ 69| — 91|+ 71— 21| — 1|+ 15
1969 | + 103
Official gold and | 1967 1970 1939 1951 1972 2 044 2118 2 152 2 196 2 212 2 220 2 244 2 202
foreign exchange | 1963 2 168 2116 2 150 2 116 2 090 1 996 1972 1964 1 888 1 896 1 902 1 886
reserves 1969 18981 (1890)
(million u.a.)
Mouey supply 1967 824.9 320.4 326.4 333.8 335.1 347.5 339.4 337.2 343.2 338.5 341.1 850.5
1963 341.0 337.9 350.0 355.6 362.3 872.7 361.4 361.8 361.8 359.7 363.2 876.5
1969

( ) Provisional figures.
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Belgium

NOTES

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

Table 1

— Total population at mid-yeat.

— Numbers in employment at mid-year.

— Breakdown of gross domestic product at factor cost.
— GNP at market prices.

Table 2

— GNP at market prices.
— Industrial production: value added by industry.
— Total exports and impotts: goods, setvices and factor income.

Table 3

— Data refer to BLEU. Exports fob, imports cif. Conversion at official exchanges rate, The products have
been regrouped on the basis of the Statistical and Tariff Classification for International Trade (CST): food,
beverages and tobacco (groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4

— Industrial production. Source: Institut National de Statistique (INS). General index.
— Construction. Source: INS. Index based on number of man-hours worked.

— Unemployed. Source : Ministére de 'Emploi et du Travail. Wholly unemployed in receipt of unemployement
benefit.

— Investment. Source: Département de I’économie appliquée de I"Université libre de Bruxelles (DULBEA).
Gross fixed asset formation at current prices.

— Private consumers’ expenditure. Soutrce : DULBEA. Curtent prices.
— Exports fob, imports cif. Conversion at official exchange rate.

— Official gold and foreign exchange reserves. Gross reserves of gold and convertible cutrency of the official
monetary institutions.

— Money supply. Notes and coin in circulation, excluding cash holdings of the Treasury. the Central Bank and
other banking institutions other than the Postal Cheque Office. Residents’ sight deposits (up to one month)
with banking institutions. Holdings of the special agencies of the Treasury and non-residents’ holdings on
postal cheque accounts.
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Grand Duchy of Luxembourg

propensity to invest was strong.

In the early months of 1969 economic growth was still lively, mainly because of a
further improvement in the demand for iron and steel products and because the

Even if exports were to slacken a little in the coming montbs, the very high level
of production and the expected vigour of domestic demand suggest that in terms
of volume the GNP growth rate for 1969 will be at least as bigh as for 1968.

1. Recent developments

Exports of goods and services were climbing
rapidly in the autumn of 1968 and this trend
probably continued into the first months of
1969: the demand for iron and steel products
from the other member countries, particularly
Germany, has remained very dynamic. For the
first time in many years, export prices for iron
and steel products have hardened appreciably.
The upswing in other export items has pro-
bably maintained its momentum.

In addition to the vigorous contribution to
activity made by export demand, the trend of
domestic demand has been fairly lively. The
upswing in gross fixed asset formation which
had got under way in 1968 has gathered further
momentum. Investment expenditure by firms
has been expanding even more briskly since
the turn of the year, owing to the rising capital
disbursements by foreign companies and to
heavier investment in the iron and steel industry.
In addition, the rate of growth of residential
construction was also vigorous. Under the im-
pact of an appreciable increase in the disposal
of income of households, private consumers’
expenditure again expanded; recently, however,

the propensity to consume seems to have weak-
ened slightly.

The contribution to activity made by the rapid
growth of demand has led to an appreciable
expansion of domestic supply and of imports.
Industrial production in the last months of 1968
and early in 1969 was soaring. The index of
industrial production for January-February was
11 % above the corresponding figure for
January-February 1967, the highest year-to-year
growth rate since 1964.

The more vigorous expansion of production was
accompanied by an increase in the actual num-
ber of hours worked in industry; but it also
led to a slight increase in the number of persons
in paid employment. In general, there is a
shortage of skilled labour, particularly in the
building industry.

In the last months of 1968 and early in 1969
consumer prices tended to rise rather more
markedly. This was, however, mainly due to
the rising cost of food; increases for other goods
and services remained moderate,

2. Outlook

In the months ahead economic growth will cet-
tainly remain fairly lively although, given the
probable weakening of world economic activity
and a slackening in the growth of private con-
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Demand for and supply of goods and services

Gross fixed asset formation

Public current expenditure on goods and
services

Private consumers’ expenditure

1966 1 19671 1968 2 1969 3
At

current 9% change on preceding year

ptices
(in

Lfts.

million) Volume Value | Volume Value | Volume

Exports 4 27994 |+ 25 + 30|+ 8 + 75|+ 7

9805 |—179 — 158 |+ 4 + 7 + 14

4013 |4+ 15 + 62|+ 2 + 7 + 2

21174 0 + 2214+ 55 4+ 8 + 4

Gross national product

Imports 4

34 665

28 441

+ 20 4+ 40|+ 45 4+ 65|+ 45

— 422 — 31|+ 85 4+ 9 + 8

Service central de la Statistique et des Etudes économiques (STATEC), Luxembourg.

1

2 Commission estimates,

3 Commission forecasts.

4 Goods, services and factor income,

Note:

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
() The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quar-
terly Surveys. They have been discussed with experts from the member countries but are established and published

on the sole responsibility of the Commission.

sumption, the rate of growth is likely to decline
gradually.

The key to the expansion of exports of goods
and services will be intra-Community trade.
Export growth could well, however, lose mo-
mentum in the course of the year, since sales
opportunities on the markets of non-member
countries are expected to deteriorate.

The growth of domestic demand is also likely to
slacken. Despite the favourable impact of the
increase in employment on the total wages
bill, the disposable incomes of households will
probably not increase as rapidly as in 1968: not
only will agreed wage increases probably prove
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rather smaller, but the sharply expansionary
impact of the income tax reform of 1968 will
be felt less and less. Lastly, it seems unlikely
that pensions will be increased before the
autumn. Consequently the growth of private
consumption in the coming months should, apart
from seasonal variations, level off. In that case,
however, it might towards the end of the year
spurt for a time as households advance many of
their purchases to beat the price increases ex-
pected to occur in connection with the introduc-
tion of TVA on 1 January 1970. On the other
hand, the upswing in fixed investment will
temain very pronounced. For example, invest-
ment programmes in iron and steel and the
fairly appreciable growth of the investment of



Luxembourg

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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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 colours (green, yellow and red) show the percentages of the three different

answers.

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”.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding
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foreign companies will lead to a substantial
increase of investment in plant and equipment.
One indicator which confirms this is the EEC
business sutvey carried out at the end of 1968.
In residential construction, the upward trend
first discerned in autumn 1968 should continue.
But in view of the budget priorities fixed by
the new Government, the trend of public invest-
ment is unlikely to be very dynamic.

In view of the development of demand indicated
above, the expansion of production could
weaken a little during the year, particulatly in
the second six months. However, in view of
the high level reached by domestic supply by
the beginning of the year, it may be expected
that the growth of real GNP will at least match
the 4.5 % achieved in 1968.

On the labour market a shortage of skilled
labour must be expected in the coming months.
Prices will probably edge up slightly, with im-
portts in particular costing more because of price
increases in some foreign countries.

In 1968 and 1969 the Luxembourg economy
has resumed a rapid growth rate, distinctly
higher than the rates shown in the medium-
term projections. Most of the proposed growth
and employment objectives will therefore be
achieved. On the other hand, the price outlook
is a little less favourable, mainly because of the
introduction of TVA, fixed for the beginning
of 1970. Since an important policy goal must
be to maintain the competitive capacity of
Luxembourg firms, the authorities responsible
for economic policy should exercise vigilance
to ensute that the entry into force of the new
system does not encourage, despite the relatively
low rate planned, a cumulative upward price
and wage spiral.

In this connection, the heavy increases in tax
revenue in 1968 and those expected in 1969
should be allocated mainly to improving the
structure of the central government budget and
to reducing the budget deficit. More stringent
control of the increase in the current expendi-
ture of the public authorities will also favour
the maintenance of balanced growth.
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ECONOMIC INDICATORS
Industrial production 1963 = 100 Consumer prices 1965 = 100
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Source: Statistical Office of the European Communities (except as otherwise indicated).

Graph. 1. Serie adjusted for seasonal and irregular (trend) variations. Exl. building, food, beverages and tobacco.
Graph 2. Source: STATEC. New index.

Graph 3. Index adjusted for seasonal variations. Three-month moving averages.

Graph 4. Source: EEC business sutrvey.
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Luxembourg

TABLE 1: Basic data 1967

Total area (000 sq. km.) 2.6
Total population (’000) (335)
Density of population per sq. km. 129
Numbers in employment (’000) 138.4
Numbers in employment, breakdown by main sector (%) :
— Agriculture 12.6
— Industry 45.3
— Services 42,1
Percentage share of gross domestic product in 1965 :
— Agriculture 6.3
— Industry 52,5
— Services 41.2
TABLE 2 : Basic monthly indicators
Year| Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec
Industrial produc- | 1967 | 105 107 107 110 111 108 105 98 106 105 108 104
tion (1963 = 100)
1968 | 103 106 108 112 116 116 110 108 117 118 118 116
1969
Crude steel pro- | 1967 | 871 360 389 379 372 377 376 356 382 375 376 368
duction (000 m.t.)
1968 | 375 377 398 393 408 380 410 407 a2 445 422 408
1969 | 456 423
Construction 1967 | 39 46 69 72 81 78 78 69 70 70 65 55
(1958 = 100)
1968 | 40 49 66 75 75 66 76 70 69 73 62 54
1969 | 41
Workers employed { 1967 | 23.5 | 23.4 | 23.4 | 233 | 233 | 232 | 231 | 23.0 | 23.0 | 229 | 229 | 2258
in the iron and steel
producing industry | 1968 | 22.7 | 22.6 | 22.6 | 22.6 | 225 | 225 | 225 | 224 | 225 | 225 | 225 | 225
and in mining
(*000) 1960 | 22.4 | 224
%{etail prilcgs 1967 | 104.29 | 104.25 | 104.37 | 104.73 | 105.02 | 104.80 | 105.93 | 105.96 | 106.65 | 106.75 | 106.97 | 107.12
1966 = 100)
1968 | 107.23 | 107.79 | 107.90 | 103.13 | 108.03 | 108.13 | 108.33 | 108.32 | 108.50 | 109.00 | 109.16 | 109.58
1969 | 100.79 | 109.90
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Luxembourg

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

Table 1

— Total population at mid-year.
— Breakdown of gross domestic product at factor cost.

Table 2

— Industrial production, (Excl. building).

— Crude steel production. Soutce : Service central de la statistique et des études économiques (STATEC).
— Construction. Index based on number of man-hours worked. Source: STATEC.

— Workers employed in the iron and steel producing industry and in mining. Soutce : STATEC

— Retail ptices. New index published from 1 November 1967 onwards. Source: STATEC.
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ANNEX I

Opinion of the Short-term Economic Policy Committee
on the Economic Budgets for 1969

At a meeting held on 9 and 10 January 1969
the Short-term Economic Policy Committee
examined the outlook for 1969 and related
policy problems. Since the economic outlook
had altered considerably following measures
introduced in the member countries after the
preparation of the economic budgets, the Com-
mittee’s examination was based in the main on
Commission forecasts, to which the national
experts had by and large given their approval.

1. For the Community as a whole, 1968 was
a year of vigorous expansion. The gross pro-
duct increased by about 5.5 % despite the pro-
duction losses suffered by France during the
strikes in May and June. Appreciable diver-
gences, however, appeared in the trend of prices
and costs, causing some apprehension that fun-
damental disequilibrium might occur; these
were accompanied by speculative movements of
capital, both inside and outside the Community,
in anticipation of a change in the parities of
two of the Member States’ currencies.

2. The immediate aim of short-term economic
policies in 1969 should be a return to fundamen-
tal equilibrium in all the member countries; this
is a necessary condition if rapid growth is to
be maintained in the Community. The Com-
mittee considers that the measures adopted,
particularly in Germany and France, are steps
in the right direction that will help to restore
payments balances to equilibrium and gradually
iron out the disparities in the price trend. Tt is
essential that these two objectives be actively
pursued.

3. The Committee believes that the Com-
munity’s economic expansion in 1969 could
match that achieved in 1968, though the policies

pursued in the United States and the United
Kingdom, for instance, may slow down the
tempo of world business. Commission estimates
put the growth rate of GNP (at constant prices)
at approximately 5 % in Germany, 6.5 % in
France, 6 % in Italy, 5 % in the Netherlands,
4.5 % in Belgium and 3.5 9% in Luxembourg.

The policies referred to above should not be
vursued in such a way as to prevent a change of
direction should world business slacken off more
sharply than is forecast at present. The Com-
mittee considers that, in such an event, certain
member countries—Germany and Ttaly in partic-
ular—should endeavour to counteract its effects
by stimulating domestic demand so that the
Community may continue to function as a
growth centre,

4. Apart from this eventuality, complex prob-
lems remain as to how much and at what time
the various instruments of economic policy

should be used.

In France the important thing is to contain the
rise in prices and to bring wage increases back
to a normal rate. For the expansion of exports
that the country needs will only be achieved
if French products remain competitive on
foreign markets. Given the relative weakness
of world demand, there can be no substantial
improvement in France’s trade balance without
a marked expansion of intra-Community trade
and, consequently, of French business in other
member countries.

The measures adopted in Germany have pro-
vided additional scope for the expansion of
domestic demand. The opportunities thus made
available should be used to ensure that overall
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growth continues at a high enough rate and
that the trade surplus is gradually reduced.

In Ttaly the existence of very large surpluses
on current account, large reserves of production
capacity and stable prices call for a policy
directed towards vigorous expansion, so that
unused capacity can be absotbed in the near
future; such a policy implies a growth rate of
GNP faster than the 6 9% estimated by the

Commission.

In the Netherlands the rapid expansion of house-
hold incomes forecast for 1969 justifies the
restrictions recently imposed in short-term mon-
etary and budgetary policies; a cautious atti-
tude should be adopted in the months ahead in
order to avoid a deterioration in the price situa-
tion, which has already been adversely affected
by the introduction of the tax on value added.

In Belgium continued expansion at the present
rate seems possible and desirable in 1969—
particularly as a means of reducing unemploy-
ment further. As resources are more fully
utilized and the moment of the changeover to
TVA approaches, greater attention will doubt-
less have to be paid to keeping prices stable.
And special care will have to be taken to ensure
that expansion is properly financed.
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In Luxembourg it would be wise to take advan-
tage of the favourable business trend to make
further improvements in industrial structure.
The maintenance of domestic stability seems to
depend largely on the careful management of
the public finances.

5. Apart from immediate action to establish
satisfactory conditions of equilibrium, the Mem-
ber States’ economic policies should be co-
ordinated more closely. More concerted effort
is needed if, when circumstances are difficult,
the progress already achieved in integration is
not to be jeopardized. This should go hand
in hand with efforts now being made to improve
joint action in monetary matters.

6. In the same context, the Committee, in
conformity with the wishes voiced by the
Ministers of Finance and Economic Affairs at
the Council session of 12 March 1968, has em-
barked on a systematic study of the possible
consequences of integration on the business
trend in the Community countries.

It also proposes to seek ways and means of
improving consultation and the flow of infor-
mation on economic policy measures planned
by the Member States and to review the con-
ditions in which short-term policy instruments
are employed.



ANNEX II

Trends in industrial wages, productivity and
labour costs in industry

A. Introduction: methods

Every year since 1962 the Commission’s Quat-
terly Surveys on the economic situation in the
Community have included an Annex showing
the trends of compensation of employees per
head, labour productivity, labour costs per unit
of gross value added at constant prices, and
the implicit price index for gross value added
in industry (including construction), not only
in the member countries but also in the United
States and the United Kingdom.

The aggregates in this survey have been defined
and calculated as follows:

Compensation of employees is defined as wages,
salaries and social insurance contributions. For
Belgium, however, separate figures correspond-
ing to this definition are still not available for
compensation of employees broken down by
industry; the index given by the Banque Nation-
ale de Belgique for the wage bill has therefore
been used in this case, and the average figure
for employers’ social insurance contributions has

been added.

Since, in respect of gross value added at constant
prices, no market-price figures are published by
industry in Italy and the United Kingdom,
factor-cost data have been used for these coun-
tries. In conformity with the series published
by the Statistical Office of the European Com-
munities, the prices taken as basis for calculating
gross value added at constant prices are now
those of 1963, and no longer those of 1958,
for all the member countries except France.

It would have been better to use the trend of
compensation and gross value added at constant

prices per hour worked, but this could not be
done because the statistics on the number of
hours worked in the Community countries are
incomplete. Consequently, these two items
could only be calculated per employee. This
makes it more difficult to interpret the graphs,
especially the results for the last few years,
during which the number of hours actually
worked has changed considerably in most of
the countries.

Labour costs per unit of gross value added are
calculated from two factors, the trend in com-
pensation of employees and the trend in gross
value added at constant prices. These figures
can also be obtained by dividing compensation
of employees per head by gross value added per
employee.

In view of the fact that four of the countries
concerned (France, Germany, Netherlands and
UK) altered their exchange rates during the
period under review, it seemed advisable to
amplify the survey with information on the
trend in labour costs corrected by changes in
rates of exchange. These calculations are based
on the rate of exchange of the national curren-
cies concerned in relation to the US dollar, as
given by the SOEC in its publication on external
trade.

The implicit price index shows ‘the extent to
which the trend in value added at current prices
differs from the trend at constant prices.

It has not been possible to take the change in
French national accounting methods into con-
sideration because the calculations for the sur-
vey were finalized before any figures became
available corresponding to the definitions in the
standardized national accounts system.
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The following should be said about the signifi-
cance of the series used in this survey:

As far as possible the data have been taken
from national accounts, in order to ensure a
sufficient degree of international comparability.
In this connection, however, it should be
remembered that, while trexds in the indices
are internationally comparable, the absolute
figures are not. This qualification is all the
more important in that even the relationship
between the various levels in the base year 1958
is not necessarily ‘“correct”,

Use of the national accounts meant that only
annual figures could be used. Changes in the
course of the year are only partly reflected in
the annual figures concerned and also affect the
results for the following year. This makes it
more difficult to judge short-term trends, in
particular,

The concept of value added differs from that of
industrial production as generally applied in
calculating the monthly indices of industrial
production.

This difference between value added and in-
dustrial production (as used for production
indices) appears most clearly in the implicit
price index for gross value added. In this
index, two essential factors affecting actual
market prices are left out of account, namely,
firm-to-firm supplies within industry and sup-
plies from other sectors, including abroad. The
trend of the implicit price index therefore dif-
fers from the trend of market prices, to an
extent which varies from country to country,
since the proportion of value added in industrial
output also varies,

Compensation of employees in industry does not
include all wages contained in the market prices,
i.e. it excludes wages paid in respect of goods
and services supplied to industry by other
domestic sectors.

These remarks should show that the series which
follow must be used cautiously. They are not
internationally comparable as they stand, and
their development in time is different from that
of series whose data are based not on value
added but on gross production.
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B. Developments in 19681

Labour costs per unit of gross value added
continued to evolve relatively favourably in all
the Member States except France. Indeed, in
Germany and the Netherlands they continued
to drift slowly downwards; in Belgium they
were still rising very slowly. In Italy, the rise
was considerably less substantial than it was
from 1966 to 1967.

The decrease in labour costs in Germany is
mainly the result of sharp labour productivity
gains by 8.5 % (2.4 % from 1966 to 1967).
However, the wage bill per employee also rose
considerably more—by 7.5 %—than a year pre-
viously. Consequently, on balance the decrease
in labour costs per unit of gross value added
was virtually the same as at the same time last
year. Moreover, in assessing the influence of the
labour costs trend in international competitive-
ness, it must be borne in mind that at the
end of 1968 expotts were hampered and im-
ports encouraged by special tax measures.

In the Netherlands, the further decline in labour
costs must be attributed to the fact that a
smaller rise in value added per employee went
hand in hand with a smaller increase in com-
pensation per employee.

In Belgium, labour costs per unit of gross value
added continued to rise slightly. The trend in
this country was the reverse of that in the
Netherlands: the greater increase in labour pro-
ductivity (6 %) due to a growth spurt was
accompanied by a sharper rise in compensation
per employee.

In Ttaly, labour costs rose much less steeply
than before entirely because of the smaller in-
crease (6.5 %) in compensation per employee.
Here it should be borne in mind that the
pronounced increase in compensation per em-
ployee from 1966 to 1967 was partly due to
the fact that the part of the employer’s social
insurance responsibility that had been dis-
charged by the State from August 1964 onwards
reverted to the employer with effect from
1 January 1967.

1 The calculation of the figures on which the graphs
are based was completed on 11 March.



In contrast to the situation in the other mem-
ber countries, labour costs in France developed
very unfavourably in 1968. In the preceding
years the rise had been moderate, but the events
of May and June forced them sharply upwards.
The index of agreed wages rose by a good 10 %
between 1 April and 1 July, and by a further
2% on 1 October. The guaranteed minimum
houtly wage (SMIG), which was FF 2.22 in
industry in May, was increased to FF 3 in June,
i.e. by about 35 %.

For the year as a whole, the increase for France
in compensation per employee in industry is esti-
mated at 12 %), whereas the increase in produc-
tion per employee is estimated at only 5.5 %.
The consequent rise in labour costs is approxi-
mately 6.5 %.

The 1968 figures for France must be viewed
even more cautiously than those for the other
member countries. The estimate of compensa-
tion per employee, in particular, contains more
elements of uncertainty than usual. Besides
this, the annual figures give only an incomplete
picture of the trend. Since the major wage
increases did not take place until the middle
of the year and the strikes entailed considerable
wage losses, the labour cost trend is only partly
reflected in the figure for 1968 and will further
affect the results for 1969. The losses of pro-
duction owing to the strikes, and the singularly
sharp rise towards the end of the year, also
make it exceptionally difficult to judge the pro-
duction trend from the results for 1968.

In addition, it must be remembeted that the
5 % payroll tax—not included in compensation
—was abolished with effect from 1 December
1968, and this means lower labour costs for
French industry.

In the non-member countries covered—the
United States and United Kingdom—there was
a distinct increase in labour costs per unit of
gross value added in industry from 1967 to
1968. However, when international compari-
sons are made, the November 1967 devaluation

in the United Kingdom must be taken into
account.

In the United States labour costs rose sharply,
as they had in the two preceding years. Al
though productivity, with a 3 % increase, devel-
oped more favourably for 1968 than for the
previous year, when it fell by 0.2'9%, labour
costs per unit of output continued to rise, since
the increase in compensation per employee was
likewise higher (6.5 %) than a year before
(43 %).

In the United Kingdom, value added in industry
rose by 4.5 9%. Gross value added per employee
rose even more {by 6 %), since the number
of employees declined (by 1.5 %). Compen-
sation per employee also increased more (8% );
as a result labour costs per unit of output,
expressed in sterling, rose appreciably from
1967 to 1968 (2 %). When adjusted to take
the devaluation of sterling into account, the
figures show a decline of about 11 % for 1968
compared with 1967.

C. The trend in labour cost, adjusted for
changes in official exchange rates

These data show that between 1958 and 1968
the rise in labour costs per unit of gross value
added was weakest in Belgium and the UK.
The sharpest increase took place in Italy and
the Nethetlands. In Germany and France, the
costs rose to much the same extent in those
years. However, the trend in the two countries
during the period was very different. At first
France enjoyed a relative advantage, owing to
the 1958 devaluation, but this was whittled
away by the more rapid increase in French
labour costs after 1965. However, when France
and Germany are compared at international
level it is necessary to bear in mind the tax
measures mentioned under B, which were taken
at the end of 1968. As a result of these, Get-
man industry is shown in a less favourable, and
French industry in a more favourable, light.
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