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This publication appears quarterly. Numbers 2 (June) and 4 (December) are surveys by the Commission 
of the European Communities of recent developments in and the outlook for the economic situation in 
the Community as a whole and in each of the Member States. They do not contain economic policy 
recommendations or guidelines, but are limited in this area to a statement of the conjunctural policy 
problems arising at Community level and in the various Member States. Number 3 (October) 
reproduces the Commission proposal for the annual report on the economic situation in the Community. 
This report, which the Cou·ncil adopts in the autumn of each year in accordance with its decision of 18 
February 1974 on the attainment of a high degree of convergence of the economic policies of the 
Member States, establishes the economic policy guidelines to be followed by the Member States in the 
year that follows. Number 1 (March) reproduces the text of a communication by the Commission to the 
Council concerning the adjustment of these guidelines for the current year. It contains in addition a 
summary account of the economic policies pursued in the previous year, and a report on the application 
of the Council decision on the attainment of a high degree of convergence of the economic policies of 
the Member States and on the conformity of the policies pursued with the objectives set. 
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I. The overall situation 

The general recovery in the economic situation under way in the Community since the summer of 1975 has been 
further consolidated. The growing confidence of the economic agents, the reversal of the movement in stocks and the 
continuing influence of the expansionary programmes have buoyed up economic trends and improved the climate for 
investment in several Member States. In addition world demand has continued to expand. The revival in industrial 
production has led to the making up of more than half of the losses in output from the peak reached in 1974./n most of 
the Member States this recovery has been reflected in an improvement in the labour market and an end to the rise in 
unemployment. 

On top of the appreciable differences between countries in the intensity of the economic recovery there are even more 
marked disparities in prices and balance of payments developments, which can be partly explained by the varying 
degree of success in efforts to moderate domestic cost pressures. But they are also due to the fact that the recent rises 
in world prices are having different effects from one country to another, which have been amplified by exchange rate 
movements. The slowdown in inflation achieved last year in the Community has been followed by an appreciable 
acceleration in the first half of 1976, despite substantial productivity gains. On the other hand, the sharp deterioration 
in the Community's trade balance which occurred in the second half of last year has since moderated somewhat, as 
the recovery of exports to non-member countries has gained strength. Moreover, the improvement in the economic 
situation has been accompanied by monetary disturbances which, in several Member States, have made a less 
expansionary, or even restrictive, economic policy stance necessary. 

The crucial problem facing the Community in the months ahead will be to protect the economic recovery, and the 
improvement it should bring to the labour market, from the damaging influence of a further worsening in inflation. To 
the extent that inflation can be effectively controlled and that the upturn in the world economic situation carries on, the 
recovery in demand and output should continue in all the Member States, with the exception of Italy, and should lead 
to a further improvement in the climate for investment. For 1976 as a whole, the Community's real gross domestic 
product could grow by some 4'12%, a rate about one percentage point higher than that forecast last autumn.lt is not 
very likely, however, that the recovery can lead in most of the countries to the creation of enough new jobs to absorb 
unemployment significantly before the end of 1976. This result, which is most unsatisfactory, must be looked at in the 
light of the excessive inflation rate now predicted for 1976 in several countries, which in the Community as a whole 
would take the rise in consumer prices to 11% on a year-on-year basis. In these conditions, it is important that the 
recovery proceeds at a moderate steady pace. Only in this way can the Community be protected, on the one hand, 
from the cumulative effects of too rapid a revival, which would imply early and abrupt changes in the stance of 
economic policies, and, on the other hand, from the expansion running out of steam due to the rate of investment 
being too low. On the external side, a worsening of the terms of trade during the second half of the year could lead to a 
further widening of the trade deficits of several Member States. For the year as a whole the deterioration in the 
Community's balance of payments on current account could rise to about 5 000 million dollars. 

A. Economic policy problems in the Community 

The dangers for the recovery and the cohesion 
of the Community 

1.1. The recovery has now got under way in most of the 
industrialized countries of the West. The pessimistic 
predictions last year that the upswing would not last, that 
the pattern of the business cycle had changed and that 
demand management policies would prove ineffective 
appear to have been robbed of their substance by actual 
events. Already there are those who argue that the 
stimulus given by the industrialized countries' re­
flationary policies will lead again to an uncontrolled 
boom on a world-scale and the reinforcement of inflation. 

The large industrialized countries were the first to start 
recovering from the recession and they did so in the 
middle of last year. Very strong financial and monetary 
policy measures to stimulate the economy, growing 
confidence, the release of pent-up consumer demand and 

the switch in the stock cycle have boosted domestic and 
external purchasing and production in general. In the 
United States, Japan, the Federal Republic of Germany 
and France, production is now growing as rapidly as it 
contracted during the recession. The sharp rise in 
domestic demand has led to a renewed expansion of world 
trade, which is now gathering more and more 
momentum. This growth in international trade which is 
mainly due to the revival in the industrialized countries, 
above all will help those countries which, because of 
balance of payments considerations or because they were 
drawn into the recession at a later stage, are behind in the 
general recovery. 

With a few exceptions, the countries of the Community in 
the first half of 1976 climbed back to the previous 
maximum level of total production, reached towards the 
middle of 197 4. This level will be clearly exceeded between 
now and the end of the year, although there will still be a 
certain gap from the long-term growth path. The 
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Community pacemakers, namely the Federal Republic of 
Germany and France, are providing an important 
stimulus which is already being felt by the Benelux 
countries and even by the United Kingdom. However, in 
Italy the upswing can be expected to be held effectively in 
check by the restrictive measures and the climate of 
political uncertainty. On the average for the year the 
Community's real gross domestic product for 1976 could 
well grow by 4V2°1, compared with the previous year, 
some I~;.; higher than was expected in the autumn. 
Likewise the labour market situation is beginning to 
improve: short-time working has fallen substantially and 
vacancies are again rising. Nevertheless the number of 
wholly unemployed has only fallen slowly up till now. 

However, it is too early to assume that the serious impact 
of persistent inflation and the deep rupture inflicted by 
the recession is yet made good. Nor can one as yet be 
certain that the recovery in the Community can be 
sustained. It is to be expected that, whatever happens, the 
growth rates in production in the initial phase of the 
upturn cannot continue when the demand generated by 
private consumption and the restocking process resumes 
normal proportions. However, there are two other factors 
which may constitute a threat to the strength and 
duration of the new upturn in the Community, namely the 
hesitant growth of private investment demand in the 
business sector and the first signs of renewed price rises, 
discernible in many Member States right from the onset 
of the recovery. 

The drop in the investment ratio which was recorded long 
before the recession in the Federal Republic of Germany, 
in the Netherlands and in Italy and which became general 
in 197 4 and 197 5 resulted from a complex set of factors: 
the accentuation of exchange rate risks and risks 
concerning commercial policy, the weakening of profits 
and the growth in costs and finally growing uncertainty 
about the direction of structural change. Although 
capacity utilization and profitability have recently 
improved in many cases and will continue to do so, there 
is some doubt as to whether a cyclical improvement in 
profit levels, following the exceptional deterioration 
during the recession, will be sufficient to provide a 
spontaneous and lasting stimulus to private investment. 
Yet high investment growth rates are necessary to sustain 
the dynamism of the recovery as a prerequisite for the 
future growth of real incomes and the creation of new 
jobs. 

Inflation has flared up again for a number of quite 
different reasons: an excess supply of money, rapid 
increases in labour costs in the countries with built-in 
adjustment arrangements, increases in prices in certain 
sectors with strongly expanding demand, in the world 
prices of raw materials, in controlled prices and the prices 
of agricultural goods, and finally the impact of the 
depreciation of the currencies of certain Member States 
since the beginning of the year on import and domestic 
prices. It is very disquieting to note that in most Member 
States the rate of increase of consumer prices has been 
rising since the end of last year and the Community 
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average reached 13°1, at an annual rate during the first 
four months of the year, against 9" o in the second half of 
1975. . 

During the next few months, the impact of the budgets in 
most Community countries will tend to be less 
expansionary. As the counter-cyclical measures work 
themselves through, they lead to a slow-down in the rate 
of growth of expenditure, while the recovery of economic 
activity results in an increase in the rate of growth of tax 
receipts. Monetary policy in the coming months will be in 
something of a dilemma. The currency disturbances of 
recent months have led some Member States to reverse 
the expansionary monetary policy they had hitherto 
pursued. Monetary policy will have to be fairly restrictive 
in all those countries where the balance of payments 
position is in danger who are threatened by a new 
upsurge of inflation. The significance of structural 
inflation in the Community countries, the new increases 
in world commodity markets. the rises in prices of 
manufactured goods, together with worries about the 
effects of too rapid a recovery could shortly lead the 
economic policy makers_ in the leading countries to 
restrain the money supply again. A substantial increase in 
interest rates in the United States and the Federal 
Republic of Germany will lead to new problems for the 
Community countries who have to deal with monetary 
instability or wher~ the recovery has only just got under 
way. 

1.2. Since 1973 and more particularly in 1975, the 
discrepancies between the performances of the Com­
munity economies have become appreciably more 
marked. The tendency for the major economic variables 
such as incomes, costs and prices to vary widely from 
country to country has been reflected in the different 
paths of Member States' currencies, which to a certain 
extent of late have even over-compensated for diver­
gences in those variables. The imbalance in economic 
developments and the instability of expectations have 
been a continuous source of renewed monetary unrest 
and again provided fresh impetus to inflation. Also, with 
the economies of the Member States steadily drifting 
further apart no further progress has been made towards 
economic and monetary union in recent years and indeed 
the Community's modest achievements in the sphere have 
been jeopardized. 

Looking back (see graph B), it can also be seen that the 
tendency for the major economic variables to diverge was 
much weaker in the 1960s than in the period 1973 to 1975. 
The average annual growth rate for consumer prices over 
the period 1963-1972 was between 4 and 6%, while it 
varied between 6 Y1 and 16°" over the period 1973-75: in 
the same periods growth rates for unit labour costs in 
industry varied between 3 and 7% and 8 and 22% 
respectively. Another striking feature is that the growth 
rates of the overall economic indicators (earnings per 
employee, wage costs and consumer prices) in all Member 
States were still fairly close together during the 1973 
boom. They did not begin to drift apart until1974 but the 
divergences seriously increased in 1975. 



Over the period 1973-75 the divergences in the 
development of gross income per capita, unit labour costs 
and consumer prices in the Member States can be 
summarized as follows: 
~the highest increases were recorded in Italy, the United 

Kingdom and Ireland; 
~ the lowest increases were in the Federal Republic of 

Germany; 
~ France, the Benelux countries and Denmark lay 

somewhere between these two extremes. 

There is little chance of any major reduction in 1976 in the 
divergences between Member States. If anything, the 
Member States are tending to move even further apart in 
terms of price and cost developments since inflationary 
pressures in the Federal Republic of Germany are further 
weakening while they are likely to worsen again in Italy. 
One encouraging sign is the improvement ~ which 
should be rapid ~ in the United Kingdom where the 
annual growth rate of gross incomes and labour costs is 
likely to fall by half and that of consumer prices by one 
third in 1976. 

Differences in Member States' rates of inflation of from 5 
to 20% are totally incompatible with relative currency 
stability. It would, however, be oversimplifying matters 
to imagine that differences in rates of inflation can be 
made good by corresponding exchange rate adjustments. 
Differences in consumer prices arc a very inadequate 
yardstick for the assessment of reali~tic exchange rate 
adjustments. Other indicators, such as comparisons of the 
development of labour costs per unit of output or export 
prices give only an approximate indication of changes in 
a country's ability to compete on world markets, which is 
also dependent on other factors, both economic and non­
economic. .. 
Divergences in the rates of increase of prices and costs in 
the period 1973 to 1975, expressed in national currencies, 
have on the whole been offset by changes in exchange 
rates between Member States. Yet the rapid depreciation 
of certain Community currencies in the early months of 
1976 has more than offset these disparities. It is 
noteworthy that the most recent depreciations are 

anticipating difference in price and cost inflation and no 
longer merely a result of past higher-than-average price 
and cost increases. 

Recent experience has suggested that macro-economic 
divergences between Member States could become 
permanent, i.e. the Community is in danger of breaking 
up into a number of economic and monetary zones. In 
those Member States whose currency has depreciated the 
increase in import prices aggravates domestic inflation. 
This prevents the reallocation of real resources to export 
industries so that further deterioration in the balance of 
payments situation will perpetuate the chain reaction of 
exchange rate adjustments and inflation. 

1.3. This vicious circle cannot be broken either by a 
sustained classical demand management policy by itself 
or by introducing import controls by themselves alone. 
Mastery of inflation, improvement in the employment 
situation, redirection of resources towards investment 
and exports are all goals which necessitate cooperation 
between management, unions and the government. It 
must be brought home as clearly as possible to both 
unions and managements that if cost-push inflation is 
given further impetus from exaggerated wage demands 
and if firms seize every opportunity to raise prices, the 
prospects of a lasting recovery and a rapid improvement 
in the employment situation will be compromised. 
Moderation in wage and profit demands is particularly 
necessary in those countries where the upturn has been 
delayed and where the balance of payments and prices 
situations are deteriorating. A steady coordinated 
expansion at the Community level should make it 
possible to avoid overall restrictive monetary and 
budgetary measures from the early stages of the recovery. 
The Tripartite Conferences organized in the Community 
framework represent an effort to push ahead, at the 
Community level, with the coordination of economic 
goals and actions. The realization of further progress 
towards European economic integration depends to a 
considerable extent on the success of this cooperations 
between employers, employees, the governments of the 
Member States and the Commission of the European 
Communities. 

B. The world economic situation 

1. Continued recovery in activity 

The revival in economic activity under way since before 
the middle of 1975 in the developed countries outside the 
Community became more broadly based in the first part 
of 1976. Influenced by expansionary policies, the US 
economy continued its rapid growth, and production in 
Japan began a strong rise again in the first quarter of the 
year; in Canada output has been expanding steadily, and 
in several of the smaller developed countries outside the 
Community the trough in activity has been passed and 
output is growing again. Apart from in the USA, where 

unemployment has been declining for almost a year, 
unemployment rates remain at close to peak levels in most 
countries. 

Domestic rates of inflation have eased further in several 
countries in recent months (see Table 1). However, there 
has recently been a strong upward movement in 
commodity spot prices, especially for the principal non­
ferrous metals and for coffee and cocoa. According to 
'The Economist' index in dollars, non-oil commodity 

prices at the middle of May were 17% higher than the 
average for 1975. This rise no doubt partly reflects 
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speculative pressures associated with the disturbances on 
the foreign exchange markets, but, despite the existence of 
huge stocks for some materials, may also be the first 
reaction to a recovery in demand for raw materials from 
the industrial countries. 

Although world trade fell very steeply in volume terms in 
· 1975 as a whole, it had already started a noticeable 
recovery in the final months of that year. In the first part 
of 1976 rapid expansion in world trade has continued; US 
imports have kept on rising strongly, and the imports of a 
number of other developed countries outside the 
Community have also begun to expand again. Imports of 
the OPEC countries, although still growing, have been 
rising much more slowly since last summer than during 
the boom period of 1974 and early 1975. Imports by the 
state-trading countries have also slowed down. For the 
non-oil-producing developing countries, which were 
cutting back their imports in the second half of last year, 
imports seem to have steadied and may even have started 
to rise again recently. 

In the United States there has been sustained vigorous 
growth of real output and some further deceleration in the 
pace of inflation. Real GNP rose by 1.2% in the fourth 
quarter oflast year and by a little more than 2% in the first 
quarter of 1976. With real personal disposable income 
rising steadily, private consumption expenditure has 
continued to grow rapidly, especially on durable goods.· 
Business fixed investment showed a stronger pattern in 
recent months, no doubt influenced by the improved 
profitability situation and the generally more optimistic 
economic climate. The liquidation of stocks which had 
continued at a much reduced rate towards the end of 
1975, was reversed in the early months of this year. 

By April of this year industrial production had climbed 
some 11.5% above the trough reached in April1975, and 
the degree of capacity utilization in industry rose 

substantially. Employment has reacted more quickly and 
more strongly to the increase in activity than expected 
from the experience of previous cycles, pushing the 
unemployment rate down to 7.5% in April from the peak 
of 9.2% in May 1975. 

The easing in the rate of increase in consumer prices is 
mainly due to lower food prices and to some cuts in 
energy prices, following legislation fixing ceilings. The 
increase in the price of other categories of goods and 
services has not slowed. 

The recovery in the domestic economy has been 
accompanied by a rapid expansion of imports which in 
the first quarter, together with a drop in exports, mainly 
of agricultural products, led to a trade deficit (on a 
customs basis) of $ 0.9 milliard compared with large 
surpluses of$ 3.1 milliard and $ 3.0 milliard in the third 
and fourth quarters of last year. 

A slow recovery has been under way in Canada since the 
spring of 1975. Real GNP rose by0.4% in the final quarter 
of last year, and output has continued to rise gradually in 
the early months of 1976. Consumers' expenditure has 
become firmer and there has also been a revival in 
business fixed investment. Since the introduction of the 
government's anti-inflation programme last October 
there has been some deceleration in the rate of increase of 
cqnsumer prices, but this still remains much higher than 
in the United States. There was a substantial current 
account deficit in Canada in 1975 as a whole ofCdn. $ 5.1 
milliard, but in the early months of 1976 exports, 
especially to the USA, picked up more strongly than 
imports and the trade deficit narrowed. 

In Japan output grew only slowly in the second half of 
1975. An increase in real GNP of 0.4% was recorded in 
the final quarter, but there was no growth in industrial 
production between July and December (Cf. Table 5). 

TABLE 1 

Changes in Consumer Prices in Major Non-EEC Countries since 1973 

Dec. June Dec. June Oct. 1975 1976 Apr. 
1973 1974 1974 1975 1975 1975 
June Dec. June Dec. Apr. I I I March I Apr. 
1974 1974 1975 1975 1976 Nov Dec. Jan. Feb. Apn1 1976 

Half-yearly ~~ mcrease ~~ increase on precedmg month 
01~ 

Ill· 
crease 

U.S.A. 6.1 5.8 3.3 3.5 2.2 0.6 0.4 0.4 0.1 0.2 0.4 6.0 
Canada 6.5 5.4 4.7 4.7 2.8 1.0 0.1 0.6 0.3 0.4 0.4 8.9 
Japan 12.5 8.4 4.7 2.8 4.8 -0.7 -0.1 1.8 0.7 0.4 2.7 9.3 

Community 7.8 6.4 7.5 4.0 5.9 0.8 0.6 1.0 1.1 1.0 1.3 11.2 

Source: Commtsston's Departments. 
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Since the beginning of 1976, however, output has been 
expanding strongly. The main stimulus has come from 
exports rather than domestic demand, which, with the 
exception of residential construction and some elements 
of government expenditure, remains sluggish. Imports 
have shown only moderate growth and the trade surplus 
has widened again so far this year. Despite some recent 
acceleration in wholesale prices, the annual increase in 
consumer prices has steadied at under 10%. 

The other developed countries outside the Community felt 
the effects of the world recession later than the larger 
economies, and are also lagging behind in moving into the 
recovery phase. However, since the beginning of 1976 
there have been indications in several countries -
Austria, Norway, Spain, Switzerland - of a revival in 
activity, and most countries now seem to have reached or 
already passed the trough. An upturn in export demand, 
in particular from the Community countries, is starting to 
provide an expansionary stimulus in some cases, but this 
group of countries as a whole is still recording substantial 
trade deficits. Although progress has been made in many 
countries, performance on the prices front is still very 
variable, with the increase in consumer prices over the last 
twelve months ranging from 2% in Switzerland to 16% in 
Spain and 18% in Finland. 

2. Bright prospects for the rest of the year 

In the months ahead the recovery in economic activity 
should proceed at a sustained pace in the United States 
and Japan and should gather speed in Canada. More and 
more of the smaller developed countries outside the 

Community can be expected to return to a growth path 
before the end of the year, although in those countries 
with large balance of payments deficits and still high rates 
of inflation government policy will necessarily remain 
cautious and expansion may be only gradual. 

After a fall in the real GNP of the non-EEC developed 
countries of0.8% in 1975, an increase of a little more than 
5 Yz% in 1976 is forecast. The strongest growth is expected 
in the United States, followed by Canada, Japan and 
Norway (see Table 2). 

The recent surge in non-oil commodity prices has been in 
part due to special factors; while further increases can be 
expected during the remainder of this year as demand 
strengthens, they should be at a more gradual rate. In 
most industrial countries increases in material costs 
should, in part at least, be offset by productivity gains as 
utilization of capacity improves and by more realistic 
wage settlements, but there may not be much room in 
general for further significant gains in restraining 
inflation. The decision taken by the OPEC countries at 
the end of May to hold the price of oil steady until the end 
of this year should, nevertheless, be helpful in this respect. 

The growth in the volume of world trade should accelerate 
gradually during the rest of this year as more of the 
smaller developed countries embark on a phase of 
expansion and growth is consolidated in the larger 
economies. Imports by the OPEC countries are likely to 
rise more rapidly than those of the other groups of 
countries, but will be less dynamic than in the past two 
years as absorptive capacities come closer to saturation. 

TABLE 2 

USA 
Canada 
Japan 
Other developed countries I 

Total developed countries I 

Community 

Excluding EEC. 
2 Real GNP for USA. Canada and Japan. 

GDP and imports in the non-EEC developed countries 

(%change on preceding year) 

Real GDP2 

1968-1972 1973 1974 1975 1976 1968-1972 
average 4 4 4 5 average 

3 4 3 

3.1 5.3 - 1.8 -2.0 7 10.4 
5.0 6.9 2.8 0.2 5 8.7 

10.3 9.9 - 1.2 2.0 5 12.0 
5.3 5.6 3.7 0.2 2y2 8.6 

4.5 6.0 -0.4 -0.8 5Y2 9.7 

4.7 5.3 2.1 -2Y2 4Y2 10.6 

3 Geometric mean of the change from 1967 to 1972. 
4 Source national statistics 

Estimates by Commission's Departments 

Volume of Imports (goods) 

1973 1974 1975 1976 
4 4 4 5 

4.9 - 3.4 -11.3 17 
12.1 10.0 - 5 12 
28.0 - 0.7 -13.9 9 
14 II - 6Y2 5Y2 

13 3y2 - 9Y2 11 

12 - I Y2 - 5 9 
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The imports of the non-oil-producing developing 
countries should start rising again in the months ahead 
when the volume of their exports to the industrial 
countries recovers and the prices of their commodity 
exports become firmer, but on a year-on-year basis 
imports in 1976 are unlikely to show any growth in 
volume. In the centrally planned economies imports are 
also expected to lack vigour, influenced by the shortage in 
these countries' holdings of convertible currencies and by 
the hiatus in import demand which usually occurs at the 
beginning of new five-year plans. ' 

Taken as a whole the volume of world imports (excluding 
EEC imports) is forecast to rise by some 8% in 1976, after 
a decline of 3% last year. Imports by the Community 
should be at least as buoyant and should contribute 
substantially to the expansion in world trade. Including 
Community imports, world trade may rise by about 8-9% 
this year (see Table 3). For the first year since 1971 the 
year-on-year increase in the volume of world trade will be 
greater than the increase in prices, and in general the 
pattern of development of world trade will tend to return 
to its pre-oil-crisis structure. 

TABLE 3 

Volume of World Trade 

Total developed countries (excluding EEC) 
OPEC countries 
Other developing countries 
Centrally planned economies 

World (excluding EEC) 

Community 
World (including EEC) 

Geometnc mean of the change from 1967 to 1972 

Source: national statistics and UN. 
Estimates by CommiSSion's Departments. 

Shares 
m 

EEC 
ex~~>rts, 

(1975) 

49.1 
15.3 
23.8 
11.8 

100.0 

In the United States the growth of activity during the rest 
of the year should continue at a pace not much slower 
than that experienced since the end of the third quarter of 
1975. Influenced by further tax measures, increases in 
employment and hours worked, and a general 
improvement in consumer confidence, there is likely to be 
sustained growth in private consumption expenditure. 
The recovery in business fixed investment should gather 
momentum and the rebuilding of stocks now under way 
should proceed. The record level of industrial production 
of November 1973 is likely to be reached towards the end 
of 1976. 

The inflationary climate in the United States could 
deteriorate a little in the months ahead, influenced by the 
present round of wage settlements, the rise in world 
commodity prices and stronger demand pressures. 
Unemployment should continue to decline slowly. 
Imports will go on increasing, but probably not as rapidly 
as in recent months, and non-agricultural exports should 
soon start to benefit from the recovery in world trade, 

8 

Volume of 1mport> (goods) 
(",change on precedmg year) 

1968-1972 
1973 IY74 1975 1976 average 2 2 1 1 

I ] 

9.7 13 3Y2 -9Y2 11 

7.0 11 
38 45 20 
13 -6 -

7.6 12 10 6 4 

8.6 12\;2 9 -3 8 

10.6 12 - 1y2 -5 9 
9.3 12 5\;2 -4 8Y2 

thus preventing any further serious deterioration in the 
trade balance. 

Led by growth in consumers' expenditure, an end to stock 
liquidation and an improved export performance, output 
in Canada should rise more rapidly during the remainder 
of 1976. The Canadian balance of payments should also 
benefit from the expected strengthening of commodity 
prices. 

The economic recovery in Japan should become more 
broadly based in the months ahead. The 8-9% wage 
increases granted in this year's spring wage round will not 
add much to real incomes, but a decline in the savings 
ratio could nevertheless lead to a more vigorous 
expansion of consumers' expenditure. There are 
indications from business surveys that a revival in 
investment will get under way later in the year. The main 
growth component in the next few months, however, 
could continue to be exports, which will enable the trade 
balance to stay clearly in surplus. 
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Gross foreign exchange reserves including S.D.R. 'sand resen" 
position at I M.F.; excl. gold. · 

* = Seasonally adjusted figures. 
3MM = Three month moving average. 
Source: Services of the Commission. 

Community 

·~ Unemployment rate 1 
5 

~ 
._ 

v 4 

/ 
I I I I I I, I I 

1973 1974 1975 1976 
No. of totally unemployed as percentage of civilian labour force. 

Balance of trade* 
Mio Eur (3MM) 

11000 r------.--------------.-------------,------, 

Money supply and interest rates 

%(change or level) (3MM) end of month 
20r------,--------------.-------------~------

Arithmetic mean of the rates of change over the previous 12 
months of money supply (M I) in member countries. 
Arithmetic mean of call money rates (except Denmark) 
Average devtation between the average for the Commumty and 
country observations. 
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Community

BUSINESSMEN'S VIEWS ON THE INDUSTR,IAL SITUATION

Answers to questions in the EEC business survey, caried out in the countries of the original Community.

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

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

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

0

Stock! of frnlehed products

Trgnd ln producllon Trend ln le[lng prlcec
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TABLE 4 

Balance of payments on current account in the non-EEC developed countries 

(US $ I 000 million) 

USA 
Canada 
Japan 
Other developed countries I 

Total developed countries I 

Community 

Excluding EEC. 
Source: natwnal statistics and IMF 
Estimates of CommiSSion's Departments 

1968-1972 
average 1973 

2 2 

-3.4 0.3 
-0.0 0.0 

3.5 -0.1 
-1.3 L5 

- 1.2 1.7 

4.8 L3 

1974 1975 1976 
2 2 3 

- 3.4 11.9 - 4Yz 
- 1.7 - 5.0 - 4 
- 4.7 - 0.7 3 
- 15.4 - 15.5 - 12Y2 

-26.2 - 9.3 - 18 

- 11.8 0.6 - 4.7 

C. The economic situation in the Community 

1. Recent developments 

(a) Revival of demand and production, improvement 
beginning in employment 

Since last summer the Community has experienced an 
economic recovery comparable in intensity with past 
phases of economic upswing. The only component of 
demand to have lagged behind is real fixed investment, 
the fall in which in 197 4 and 197 5 was the first in the post­
war period. The revival began earlier and is stronger in 
some countries than in others, and its scale also varies 
with the sector of activity. In most of the countries, it is 
continuing to be sustained by the delayed effects of the 
expansionary economic policy stance adopted in 1975_ 
The improvement in the economic situation, which 
tended to have a favourable impact on the labour market, 
was accompanied by monetary unrest and evidence of 
prices reacting more rapidly than normal to the 
consolidation of demand. 

The revival in activity was touched off by a recovery in 
domestic demand and has also been sustained, since last 
summer, by the revival of Community exports to non­
member countries, which has continued in recent months, 
but has been least pronounced in Denmark and the 
Netherlands. The recovery of the United States economy 
has entailed a quite vigorous expansion of Community 
sales to that country. But exports to other developed 
countries, where the recovery in activity has often been 
rather later than in the United States, have shown little 
buoyancy. This is particularly true for sales to Japan. The 
increase in deliveries to the OPEC countries has slowed 
down, with sales by the Federal Republic of Germany 

especially hit; exports to state-trading countries showed a 
similar trend. In contrast, sales to nonoil producing 
developing countries have picked up a little in recent 
months, after being rather depressed in the second half of 
1975. 

After slowing down very significantly until mid-1975, 
private consumers' expenditure has played a key role in the 
Community's economic recovery, and in recent months 
has further sustained activity appreciably. However, its 
strong tendency to expand has moderated in most of the 
Member States, in particular in the Benelux countries and 
France. In general the revival of consumption has been 
helped, in most of the member countries, by the continued 
rise in real personal disposable income. Although the 
increase in wage rates in real terms seems to have tended 
to slacken in several countries, the slowdown has been at 
least partly offset by an increase in activity (total number 
ofhours worked) and by a further rise in transfer incomes. 
Furthermore there seems to have been a continuing 
tendency for the propensity to save to decline from the 
exceptionally high levels it had reached during the crisis. 
This is explainable in a few countries, notably Italy, by 
renewed inflationary expectations_ The increase in 
expenditure has related mainly to durables, the purchase 
of which had been postponed for many months, and to 
certain services, in particular tourism_ Purchases of motor 
cars have again increased appreciably in all the Member 
States: in the Community as a whole, the year-to-year 
increase in the period January-March was 21.5%-

The turn-round in the stock cycle continued to provide a 
major stimulus to the expansion of domestic demand in 
the first half of 1976_ Destocking came to an end during 
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1975 and a restocking process has begun in several 
industries. This process has recently been extended to raw 
materials, intermediate products - restocking of which 
has moreover been stimulated by the upward movement 
of prices and the improved production outlook - as well 
as finished products, especially consumer goods. 

Fixed investment in money terms might well have begun a 
= modest revival recently. The recovery has probably 

already been reflected in a halt to the sharp drop in the 
volume of this category of expenditure, which had been 
apparent until last autumn. While the fall in capacity 
utilization rates and the recession-induced squeeze on 
self-financing have depressed the propensity to invest of 
many firms, demand for small and medium-sized plant 
and machinery intended primarily for rationalization and 
replacement investment has picked up to a certain extent 
in several countries. This has been helped by the improved 
economic outlook, by the easier credit facilities 
sometimes allowed by the authorities and, in a growing 
number of cases, by a recovery in the cash position of 
firms. After a long period of recession, demand in the 
building industry has also tended to turn up in several 
Member States. This improvement, mainly attributable 
to the expansionary programmes put into operation last 
year, has above all been evident in the public works 
sectors and in the United Kingdom in residential 
construction. 

Through the revival in production, the growth of demand 
has generated a rise in capacity utilization rates and a 
lengthening of delivery dates in certain industries. 
However, no major, difficulties in obtaining supplies, in 
raising finance or in recruiting labour have so far 
hindered the advance of internal supply. For the 
Community as a whole, and according to provisional 
estimates, gross domestic product in real terms increased, 
in the first half of 1976, at an annual rate higher than 6/~, 
against a rise of some 21/z% in the second half of 1975. 

In early spring, 1976, the SOEC seasonally adjusted index 
of industrial production (excluding building and con­
struction) reached a level over 5% higher than the average 
for the preceding year and 8% higher than the low 
recorded in 1975 (Cf. TableS). The earliest expansion was 
recorded in the Federal Republic of Germany, France 
and Italy. Elsewhere the revival set in with a slight time­
lag, starting latest in those countries where the 
improvement has been mainly due to foreign demand, 
namely the United Kingdom, Ireland and Luxembourg. 
In total it appears that the recovery has in the end affected 
more countries than in previous cycles (Cf. Graph A). On 
a sectoral view, it seems that production picked up first in 
the consumer goods sector, then in the producer goods 
and lastly in the capital goods sector, where its 
improvement is still hesitant. Although all branches of 
industry have seen their output expand, particularly 
encouraging results have been recorded in the motor and 
steel industries, where the decline had often been sharpest. 
After a prolonged depression, the building and 
construction industry has benefited from a certain revival 
since the end of 1975. 

12 
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Development of industrial production 
and unemployment during phases 

of economic recovery in the Community. 
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Reliance on the large productivity reserves accumulated 
during the crisis has lessened the impact of the recovery 
on the Community's labour market. However, since the 
reduction in numbers employed has come to an end in 

:several Member States and there are signs that 
recruitment is beginning to pick up in some of them, the 
rise in unemployment has been checked. Between 
September 1975 and March 1976 the seasonally adjusted 
number of wholly unemployed for the Community as a 
whole was little changed, whereas, over the previous six 
months, the number of unemployed had risen by one 
million to reach 4. 7 million. In March the unemployment 
rate for the Community as a whole wa some 4.3%, 
compared with 3.4% a year earlier and 4.4% in September 
1975 (seasonally adjusted number of wholly unemployed 
as a proportion of the labour force) (Cf. Table 6). The 
number of hours worked per week has also generally 
tended to increase and the number of people on short­
time working has fallen distinctly, from a peak of 2 
million in 1975 to about I Yz million at the end of last 
winter. Tendencies on the labour market have varied 
from one country to another, the countries still faced with 
the greatest difficulties being Italy, Ireland and Belgium, 
where unemployment has gone on rising. 

(b) Widening divergences in prices, costs and external 
position 

A new upturn in import and producers' prices has 
checked the process of moderation of inflation which had 
been developing in the Community up to last autumn, 
and has been reflected in increasingly divergent trends 
between countries. The impact of the new depreciation in 
the currencies of four member countries, which began in 
early 1976, on these countries' import prices has be~n all 
the greater because they had already been more severely 
effected by the rise in commodity prices on world 
markets. Admittedly, the Member States with appreciat­
ing currencies have been able to shield themselves more or 
less effectively from these exogenous factors. However, at 
the production stage, all the Member States have in recent 
months, and in degrees which varied from one country to 
another, experienced an acceleration or a revival in the 
upward movement of prices. The exceptional surge of 
unit labour costs evident until 1975 (See Graph B) has 
obviously been a factor here. Although there has recently 
been a tendency for the rise in wage costs to slow, and 
despite the generally high degree of responsiveness of 
supply, firms in several sectors, particularly the 
intermediate goods sector, seem already to have taken 
advantage of the scope offered by the revival of demand 
to restore or even increase their profit margins. 

At consumer price level, the upward movement of 
producer prices has as yet had no major impact in any 
Community country, except as far as foodstuffs are 
concerned; in general the rise in consumer prices for 
industrial products has remained smaller than the rise for 
goods and services as a whole. The countries hardest hit 
by the new outbreak of inflation have been Italy and 
Ireland, where the effects of the rapid increase in the cost 
of services and imported products have been reinforced 
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by heavier taxation and the impact of seasonal factors. 
But to a lesser degree there has also been a tendency for 
inflationary pressures to revive in France, the Nether­
lands, Denmark and Luxembourg; exceptional factors 
contributed to this in some cases. Differences in inflation 
rates have tended to widen, the annual rate of inflation 
over the last six months ranging from 6Yz% in the Federal 
Republic of Germany to 21 Yz% in Italy. For the 
Community as a whole, consumer prices between 
October and April probably rose at an annual rate of over 
12%, compared with a bout II% in the six preceding 
months and only 9% in the second half of 1975 (Cf. Table 
7). 

The revival in the Community's imports was vigorous in 
the closing months of 1975 and has remained so since the 
beginning of this year, despite a slight slackening in some 
Member States. This growth in value is partly attributable 
to the 10% oil rise introduced last October and to a 
hardening of commodity prices. But it is also clear that, 
particularly under the impact of restocking, the volume of 
imports has increased appreciably after the exceptional 
fall which had occurred up to last summer. Owing to the 
buoyant growth of exports, the deficit on the 
Community's trade balance widened less than in the 
second half of 1975. There has, however, been an 
appreciable worsening in the trade balances of Italy, 
Denmark and Ireland; on the other hand, the deficits of 
the United Kingdom and France have tended to narrow 
and Germany's surplus has if anything increased. 

Intra-Community trade has been a particularly buoyant 
factor in recent months. Imports from the other member 
countries have risen fastest in the Federal Republic of 
Germany and France. Purchases by Denmark, the Belgo­
Luxembourg Economic Union and Ireland have also 
climbed sharply. The countries with a particularly good 
export performance have been the Federal Republic of 
Germany and the United Kingdom. 

(c) More cautious short-term economic policy 

From the end of 1975 onwards, external constraints 
forced the Governments of several Member States to 
move towards a less expansionary economic policy. The 
new policy stance at the same time reflected a concern to 
prevent the economic recovery from being jeopardized by 
a new bout of inflation. The adjustments related mainly to 
monetary policy. 

Exchange markets in the Community were thrown into 
turmoil in the early months of 1976, only in part due to 
economic factors. Despite massive intervention on foreign 
exchange markets, the relative stability of exchange rates 
experienced in 1975 was disrupted, first by the suspension 
of official quotations of foreign currencies in Italy from 
21 January to 1 March following strong pressure on the 
lire, then by the slide of sterling since March and the 
pressure on the French franc which, on 15 March, led to 
the franc's withdrawal from the Community exchange 
rate system. For the Community as a whole, official net 
reserves fell by 2 200 million dollars in the first quarter. 
Tighter monetary and interest rate policies in Belgium 



__.
. 

01
 

T
A

B
L

E
 6

 

T
he

 d
ev

el
op

m
en

t 
o

f 
un

em
pl

oy
m

en
t 

in
 t

he
 C

om
m

un
it

y 

R
at

es
 o

f 
to

ta
l 

un
em

pl
oy

m
en

t 
I 

2 

C
ou

nt
ry

 
19

74
 

M
ar

ch
 
I 

Ju
ne

 
I 

Se
p-

I 
D

e-
M

ar
ch

 
I 

!e
m

be
r 

ce
m

be
r 

D
en

m
ar

k 
0.

7 
1.

6 
2.

5 
2.

8 
4.

0 
F

.R
. 

o
f 

G
er

m
an

y 
1.

8 
2.

1 
2.

6 
3.

1 
3.

9 
F

ra
nc

e 
1.

9 
2.

1 
2.

5 
3.

1 
3.

3 
Ir

el
an

d 
5.

8 
6.

1 
6.

7 
7.

8 
9.

0 
It

al
y 

2.
6 

2.
9 

3.
1 

2.
9 

3.
2 

N
et

he
rl

an
ds

 
2.

6 
2.

8 
3.

0 
3.

5 
3.

8 
B

el
gi

um
 

2.
7 

2.
9 

3.
2 

3.
6 

4.
3 

L
ux

em
bo

ur
g 

0 
0 

0 
0.

1 
0.

1 
U

ni
te

d 
K

in
gd

om
 

2.
3 

2.
6 

2.
7 

2.
8 

3.
1 

C
om

m
un

it
y 

(2
.2

) 
(2

.4
) 

(2
.8

) 
(3

.0
) 

(3
.5

) 

N
o 

da
ta

 a
va

1l
ab

le
. 

A
s 

a 
re

su
lt 

o
f 

di
sp

ar
it

ie
s 

in
 d

ef
im

t1
on

, 
un

em
pl

oy
m

en
t 

ra
te

s 
ca

nn
ot

 b
e 

co
m

pa
re

d 
be

tw
ee

n 
co

un
tn

es
. 

T
he

 n
um

be
r 

o
f 

to
ta

ll
y 

un
em

pl
oy

ed
 a

s 
%

 o
f 

ci
vi

lia
n 

la
bo

ur
 f

or
ce

; 
se

as
on

al
ly

 a
dj

us
te

d 
da

ta
; 

It
al

y:
 I

S
T

A
 T

 f
ig

ur
es

 
T

he
 n

um
be

r 
o

f 
pa

rl
la

ll
y 

un
em

pl
oy

ed
 a

s 
%

 o
f 

C
IV

ili
an

 l
ab

ou
r 

fo
rc

e 
Ja

nu
ar

y.
 

E
xc

ep
t 

fo
r 

F
ra

nc
e:

 F
eb

ru
ar

y,
 B

el
gi

um
 

Ja
nu

ar
y.

 
N

ov
em

be
r 

So
ur

ce
: 

S
O

E
C

 a
nd

 n
at

io
na

l 
so

ur
ce

s.
 

19
75

 

Ju
n

e 

I 
4.

2 
4.

2 
3.

9 
9.

1 
3.

5 
4.

0 
5.

1 
0.

1 
3.

9 

(4
.0

) 

Se
p-

I 
D

ec
-

!e
m

be
r 

ce
m

be
r 

4.
6 

4.
3 

4.
3 

4.
3 

4.
3 

4.
1 

9.
2 

10
.1

 
3.

6 
3.

9 
4.

4 
4.

4 
5.

6 
5.

9 
0.

2 
0.

3 
4.

9 
4.

8 

(4
.4

) 
(4

.4
) 

R
at

es
 o

f 
pa

rh
al

 u
ne

m
pl

oy
m

en
t 

I 
3 

19
76

 
19

73
 

19
74

 
19

75
 

19
76

 

M
ar

ch
 
I 

A
pn

l 
D

e-
D

e-
D

e-
I 

M
ar

ch
 

M
ar

ch
 

ce
m

b
er

 
ce

m
be

r 
ce

m
be

r 
5 

5 

4.
1 

4.
1 

4.
1 

0.
6 

2.
7 

2.
8 

3.
1 

1.
9 

4.
1 

0.
3 

1.
9 

1.
7 

1.
2 

1.
2 

9.
8 

9.
8 

±
0

 
0.

5 
0.

3 
0.

7 
0.

2 
2.

14
 

2.
94

 
2.

54
 

4.
3 

4.
2 

0.
3 

0.
7 

1.
1 

6.
1 

6.
2 

2.
6 

2.
8 

3.
5 

3.
3 

2.
9 

0.
3 

0 
0 

0.
7 

5.
0 

4.
7 

0.
03

 
0.

16
 

0.
1 

0.
3 

(4
.3

) 
: 



Graph B 

Comparative development of earnings per employee, wage costs per unit of output in industry and 
consumer prices. 
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Wage costs per unit of gross value added in industry 
(national currency). 
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Source: SOEC and Commission's departements. 
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Commumty 

Gross domestic product; volume 
of which: Industry I 

Gross domestic product in volume per 
person in employment 
Total employment (number of persons) 2 

-- Independent entrepreneurs 
- Wage and salary earners in company 

sector 
Unemployment 

Compensation of employees per wage 
and salary earner 
Price index of private consumption 3 

Current account balance 3 

Excludmg bmldmg and construchon 
DomestiC concept 

National accounts concept on annual basts. 

TABLE 8 

Key Indicators 

Umt 1968-1972 
average 4 5 

'!~change 4.7 
5.8 

%change 4.4 
%change 0.3 

-2.2 

0.8 
as% of 

labour force 2.1 

%change 11.0 
%change 5.2 

I 000 million $ + 4.8 

1973 5 1974 5 

5.3 2.0 
7.5 0.6 

4.2 2.0 
1.1 0.0 

-1.4 - 1.7 

1.6 0.4 

2.1 2.5 

13.4 16.3 
8.3 12.6 

+1.3 - 11.8 

Geometnc mean of the change from 1967 to 1972; unemployment and current account balance: arithmehc mean over the five years. 

Source: SOEC 
Estimates of Commisswn"s Departments 

1975 6 1976 6 

-2.5 4.5 
-6.9 7.0 

- 1.2 5.0 
-1.3 -0.5 
-2.0 - 1.2 

- 1.1 -0.3 

3.9 4.4 

15.4 13.6 
12.4 11.0 

+ 0.6 -4.7 

and Denmark, however, helped to check speculation on a 
possible revaluation of the German mark after the French 
franc left the Community snake. In Italy, measures were 
taken to curb the export of capital; in addition with the 
Commission's approval, under Article 108 (3) of the 
Treaty, the Italian authorities introduced with effect from 
6 May, for a period of three months, a scheme subjecting 

all purchases of foreign curency, except those for the 
import of wheat, to the lodging, for a period of90 days, of 
non-interest bearing deposit equivalent to half the 
amount of the transaction concerned. 

FR of Germany 
BLEU 
Denmark 
Netherlands 

Cf. also Graph C. 
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The table below shows recent changes in the exchange 
rates of Community currencies. I 

Changes in the exchange rates of Member States' currencies 
between December 1975 and April 1976 

(%change in monthly average) 

Appreciation 

trade agamst 
weighted the US$ 

---

+ 6.2 + 3.4 France 
+ 2.4 + 1.4 Ireland 
+ 2.3 + 1.8 United Kingdom 
+ 0.1 + 0.1 Italy 

Depreciation 

trade agamst 
weighted the US$ 

- 3.6 - 4.5 
- 4.7 - 8.6 
- 8.3 - 8.6 
-22.5 -22.3 
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Most Community countries are now pursuing restrictive 
monetary policy measures. In Italy, the compulsory 
reserve ratio was increased at the beginning of February 
and at the end of the month the period for lodging the 
second tranche of compulsory bank reserves was 
shortened while the easier terms for financing short-term 
export credits, introduced in August 1975, were 
suspended. In Belgium, the rules governing banks' access 
to rediscount credit were temporarily tightened during 
March and April. In France, the norms laid down at the 
beginning of May for the growth of bank lending in the 
second half of 1976 could, overall, have a slightly 
restrictive effect. In addition, the maximum repayment 
period for consumer credit was cut at the end of March. 
The National Bank in Denmark reduced the banks' 
refinancing margin for the second quarter of 1976. In the 
Federal Republic of Germany, the extra liquidity 
resulting from the large influx of foreign currency in 
March and April was largely mopped up by means of a 
two-stage increase, on 1 May and 1 June respectively, in 
the compulsory reserve ratio for banks. Last December 
the Bundesbank announced that, as in 1975, it would aim 
to limit growth in the central bank money stock in 1976 to 
about 8%. 

The sharp growth in the money supply (notes and coin and 
sight deposits) was maintained on the whole during the 
first quarter of 1976; it even gathered additional 
momentum in France, Italy and particularly in Denmark. 
In the United Kingdom, the money supply also started to 
expand again after marking time for a few months. In the 
Federal Republic of Germany, on the other hand, there 
was evidence of some slowdown. Generally speaking, 
public sector transactions continued to have an 
appreciable expansionary influence on the growth of 
liquidity. Lending to persons grew somewhat more 
sharply in a number of Member States in the first quarter, 
especially in the Federal Republic of Germany, although 
it is too early to talk of a widespread sustained recovery. 
In the United Kingdom, where special deposits were cut 
from 3 ± to 2% in January, lending to industry actually 
dropped. In Denmark, the ceiling on bank lending was 
again raised by 3% in February. 

The monetary authorities in a number of Member States 
have had to raise short-term interest rates to support their 
currencies. The result has been a temporary halt in the 
general decline in interest rates in the Community, which 
had been going on for about eighteen months. In Italy, 

TABLE 9 

Demand for and supply of goods and services 

1973 ~ 1974 2 1975 J 1976 3 

Commumty AI 
· curr J)nces 

"o change on precedmg year 

1000 m111ion 

I I I Pnce I I I Eur Vol Pnce Val Vol Val. Vol Pnce Val 

Pnvate consumption 504.2 1.5 12.6 14.2 1.7 12.4 14.3 3 II J41S 
Public consumption 121.1 3.5 14.7 18.7 3.4 14.2 18.0 21/2 JOI/2 13 
Gross fixed asset formation 193.3 - 2.4 14.6 11.9 - 5.6 11.4 5.2 1'2 91S 101":; 
Domest1c fmal uses (excludmg change m 
stocks) 818.6 0.7 13.6 14.4 0.4 12.5 12.9 21,s 101/2 J31·i 
DomestiC final uses (mcludmg change m 
stocks) 831.3 0.2 13.8 14.0 -2.2 12.4 9.9 41,'2 JOI,S 151,'2 
Exports I 199.7 8.9 24.0 35.0 -5.1 81,S 
Imports 2 194.0 2.7 36.8 40.5 - 5.2 81S 
Gross domestic product at market prices 837.0 2.0 10.5 12.7 - 2.5 14.0 11.1 4112 10 15 

Contnbutwn to "0 change in gross domestic product 

Domestic final uses (excludmg change m 
stocks) 0.8 0.2 2.6 
Change in stocks - 0.5 - 2.6 2.0 
Balance of exports and imports I 1.7 -0.1 -0.1 

Good" and services 
Sow<c SOEC 
Estamates of Commisston'" Departments. 
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the discount rate was raised in three stages between 
February and mid-March from 6% to 12%; in Belgium 
and in Denmark it went up by 1% during the second half 
of March reaching 7% and 8.5% respectively. In the 
United Kingdom the minimum lending rate rose from 9% 
to 10.5% in April, and then to 11.5% in May, while the 
Bank of England's policy since last November had been 
to encourage a decline in interest rates. In most Member 
States long-term rates too have shown an upward 
movement recently. In Belgium and in Denmark, the rise 
began in the autumn of 1975 and in Italy and the United 
Kingdom it set in vigorously in February and March. In 
the Federal Republic of Germany, long-term interest 
rates, which had fallen appreciably since last December, 
have been climbing again since May. 

At the beginning of 1976 budgetary policy was still geared 
towards expansion. In the Federal Republic of Germany 
firms were authorized in January to offset losses against 
tax liabilities for previous financial years. In Italy, a 
number of minor cuts in direct taxes were introduced. The 
French Government decided that half of the corporation 
tax due on 15 March would not be collected until the 
middle of th~ year. In Belgium, the tax incentives to 
investment introduced last summer were extended by six 
months, to the end of June. From March onwards a 
number of Member States switched to a restrictive 
budgetary policy. In March, the Italian Government 
raised the rate of indirect taxation on a wide range of 
products. Ireland and Belgium also announced increases 
in some indirect taxes. In addition, Ireland and Italy 
agreed to limit their budget deficits, complying with one 
of the conditions for obtaining a Community loan. 

In most Member States the public authorities have 
continued to propound, with varying degrees of success, 
moderation in the growth of incomes and prices. The most 
restrictive stance in this respect is in the United Kingdom, 
where agreement has been reached limiting the increase in 
wages and salaries in the twelve month period starting in 
August to 4.5% on average, thanks to proposals from the 
authorities for income tax cuts. 

2. Sustained recovery in the second half of the 
year 

Judging from the appreciable rise in leading indicators, 
the present upswing seems sufficiently strong to continue 
over the next few months. This will undoubtedly bring in 
its wake some improvement on the labour market in most 
Member States. Nevetheless the risk of a fresh upsurge in 
internally generated inflationary pressures, the rise in 
world market prices and the monetary upheavals will all 
prove an impediment to the process of recovery and 
Community cohesion in the coming months. 

Boosted by the recovery in more and more developed 
non-member countries, Community exports should 
gather increasing momentum between now and the end of 
the year. Exports to European non-member countries in 
particular should expand again in the coming months, 
while exports to the United States may well grow a little 
more slowly than recently. A major stimulus to export 
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growth should come from trade between Member States, 
which, for the first time since 1973, should keep on 
expanding more rapidly than deliveries to non-member 
countries. 

Turning to internal demand, private consumers' expendi­
ture should continue to stimulate production growth, 
does not disrupt the behaviour of households. With real 
personal disposable income likely to slow in certain 
Member States and to remain steady - or even fall 
slightly- in the United Kingdom, Italy and Ireland, the 
subsequent drop in the savings ratio will undoubtedly 
have a decisive influ~nce on the growth of private 
consumers' expenditure. In this context, an important 
stimulus will probably be provided by the slow 
improvement in the employment situation currently 
expected in most Member States. 

Stockbuilding will probably give a further boost to 
activity in the period up to the end of the year. Provided a 
fresh bout of inflation on world markets can be avoided, 
this stimulatory effect will tend to weaken as the process 
of replenishing stocks is completed and stocks have been 
adjusted to the progress of sales. 

The present improvement in the investment climate is 
unlikely to bring about an appreciable increase in the 
volume of fixed investment as early as the second half of 
the year. Helped by the economic upswing, business fixed 
investment in the Community seems nevertheless set to 
pick up a little, reflecting the expected trend in the Federal 
Republic of Germany, France, Denmark and Ireland. In 
the other Member States, the investment climate will take 
longer to improve, mainly because of the relatively sharp 
rise in wage costs, monetary restrictions or non-economic 
factors. Taking the average for 1976, business investment 
in these countries is even likely to fall once again. 
Generally speaking, the propensity to invest in extension 
projects in the Community will remain weak given the 
substantial amount of unused capacity in a number of 
industries; this is particularly true in the case of 
multinational firms, which are at present attracted by 
more favourable conditions and prospects in other 
industrialized countries, especially in the United States. I 
In most Member States, the prospects for growth in 
residential construction seem fairly .bright, with the 
likelihood of a renewed increase in interest rates acting in 
some cases as an additional incentive to investment. 
Public investment may well tend to stabilize, reflecting in 
some countries a more cautious State budgetary policy 
and the financing problems of local authorities. 

These assumptions about the trend of demand outlined 
above point to renewed growth of the Community's real 
gross domestic product in the second half of the year at an 
annual rate of the order of 411%. The somewhat less 
buoyant trend of industrial production should be offset to 
a great extent by the expected improvement in 
construction and also in services, particularly in tourism 
and transport. If harvests are normal, the growth rate for 

1 See Annex for a comparison of wage cost trends in the Commumty 
countries and the Umted States. 



1976 may be slightly higher than so far expected, reaching 
about 4Y:!% as against a drop of 2Y2% last year (see 
Tables 9 + 10). The dispersion of the growth rates of the 
various countries around the average rate will be 
somewhat wider than previously forecast, because of the 
stronger performance expected notably for the Federal 
Republic of Germany and France, and the less favourable 
trend likely to be experienced by Italy, the only 

Community country where there is any fear of activity 
slackening in the second half of the year. According to the 
incomplete information available at present, economic 
expansion should continue in 1977 at a rate close to the 
long-term rate of growth. Consequantly, there is little 
chance of the growth lost through the crisis being offset by 
next year, particularly in those Member States faced with 
balance of payments constraints. 

TABLE 10 

Changes in the principal macro-economic aggregates in the Community 1 

Gross domestic product (volume) 

Average 
1968-1972 3 1973 1974 1975 

Denmark 4.8 3.0 1.6 -1.1 
F.R. of Germany 5.5 5.1 0.6 - 3.5 
France 5.7 5.6 3.9 -2.0 
Ireland 5.2 5.4 0.4 - 1.5 
Italy 3.9 6.8 3.4 -3.7 
Netherlands 5.7 4.1 2.9 -0.7 
Belgium 5.4 6.3 3.9 -1.3 
Luxembourg 4.3 7.5 4.4 -7.7 
United Kingdom 2.2 5.6 0.3 - 1.6 

Community 4.7 5.3 2.0 -2.5 

Number of unemployed as a % 
of the total labour force 4 

Average 
1968- 1973 1974 1975 
1972 

Denmark 1.3 0.8 2.1 4.7 
F.R. of Germany 0.8 1.0 2.2 4.1 
France 2.0 2.1 2.3 3.8 
Ireland 5.7 5.9 5.7 8.0 
Italy 3.4 3.5 2.9 3.3 
Netherlands 1.6 2.4 3.0 4.3 
Belgium 2.3 2.4 2.5 4.4 
Luxembourg 0 - - 0.8 
United Kingdom 2.9 2.5 2.4 3.8 

Community 2.1 2.1 2.5 3.9 

1968-1974: actuals, 1975: estimates, 1976. forecasts by the servtces of the Commission. 
On a nallonal accounts basts. 
Geometnc mean of the change from 1967 and 1972. 

'10 changes on precedmg year 

1976 
Average 

1968-1972 3 

5.0 5.6 
6.0 3.8 
6.0 5.3 
3.0 7.5 

1Vz 5.1 
4.0 6.0 

3Vz 3.5 
4.0 3.9 

2Vz 5.6 

4Vz 5.2 

Average 
1976 1968-

1972 

4.4 0.3 
3.8 1.4 
4.1 0.3 

10.0 -0.2 
3.8 2.0 
4.7 0.1 
5.3 0.6 
0.6 
5.0 0.9 

4.4 4.8 

Consumer prices 2 

1973 1974 1975 

8.5 15.0 9.6 
7.0 7.3 6.1 
7.2 13.7 11.8 

11.0 17.3 21.0 
12.1 19.6 17.4 
8.8 10.0 10.4 
6.3 12.3 12.8 
6.1 9.5 10.7 
8.75 15.2 22.0 

8.3 12.6 12.4 

Balance on current account 
(I 000 million $) 5 6 

1973 1974 1975 

-0.5 - 1.0 -0.5 
4.3 9.7 3.1 

-0.7 -5.9 -0.2 
-0.2 -0.7 -0.1 
-2.5 -7.8 -0.5 

1.8 1.6 1.6 
1.1 0.9 1.0 

-2.0 -8.6 -3.8 

1.3 - 11.8 0.6 

As a result of dtspanlles m definitton. unemployment statisllcs cannot be compared between countries but only reflect developments withm each country. 
Sum of components may not exactly equal total because of roundmg differences. 
Under the hypothesis that exchange rates will remam at their level in Apnl 1976. 
Source. Commission ·s Departments 

1976 

9 
5 

10\12 
17 
20Vz 

9Vz 
10\12 
9Vz 

15\12 

11 

1976 

-1.3 
2.2 

-3,9 
-0.6 
-0.8 

2.2 
0.8 

- 3.3 

-4.7 
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In the Community as a whole continued expansion 
should lead to a further reduction in underemployment in 
the second half of the year and a slight increase in the 
numbers in paid employment due largely to demand in the 
services sector. Trends in the various countries will be 
determined mainly by the changes in the labour supply 
and the strength of the recovery, notably that in fixed 
investment. Generally speaking, the prospects for an 
improvement in the labour market situation and 
absorption of the growth in the labour force will be 
brightest in those countries where the claims of the 

various socio-economic groups are most closely in line 
with the realities of the macro-economic situation. 
Overall, the number of wholly unemployed may well level 
out, except in Italy, where it is likely to rise. In the 
Community as a whole the unemployment rate will 
probably be 4.4% on average in 1976 as against 3.9% last 
year (see Table 10). 

·Despite the generally fairly high degree of elasticity of 
inernal supply, there is likely to be a deterioration on the 
prices front between now and the end of the year in several 

TABLE 11 

Main monthly indicators 

Year Jan. Feb Mar. Apr. 

Indu,tnal production 1974 116.3 116.9 116.5 116.7 
(1970 = 100) 1975 108.9 109.5 109.1 1049 

1976 111.4 113.7 111.4 

Orders 1974 +I +I 0 - 2 
1975 -59 -60 -62 -62 
1976 -40 -36 

Unemployment rate 1974 2.1 2.1 2.2 2.3 
1975 3.2 3.3 3.5 3.7 
1976 4.4 43 43 

Consumer pnces 1974 1.3 1.4 1.2 1.7 
1975 1.3 1.0 09 1.6 
1976 1.0 II 1.0 I 3 

lntra-Commumty trade 1974 8 803 8 423 9006 9 550 
(miihon Eur) 1975 8 723 8 631 7 916 9 543 

1976 9 848 10 248 

Exports of goods 1974 7 997 8 120 8 543 8 862 
(milhon Eur) 1975 9 645 9 451 8711 9 734 

1976 9 904 9 741 

Imports of goods 1974 9 041 9 402 10 238 10 659 
(million Eur) 1975 10 045 9 009 8 842 9 959 

1976 10 563 10 456 

Trade balance 1974 -1 044 -1 282 -1 695 -I 797 
(milhon Eur) 1975 - 400 + 442 - 131 - 225 

1976 - 659 - 715 

Gross official reserves 1974 38 341 37 098 39 008 39 168 
(gold excl , million Eur) 1975 35 596 36 375 37 336 36 985 

1976 38 274 38 505 39 843 37 289 

Exchange rate 1974 1.14 1.18 1.22 1.26 
I Eur = ... $ 1975 1.36 1.39 I 41 1.38 

1976 1.24 1.25 I 24 1.25 

No data available. 

Source: SO£C and CommissiOn's Departments 

I ndustnal production: excludmg bmldmg and constructiOn: seasonally adjusted. 
Orders: balance of above normal ( +) and below normal ( -) rephes to busmess surveys 
Unemployment rate: number of unemployed relative to civilian labour force; seasonally adjusted 
Consumer prices: change from preceding month 
I.lltra-Commumty trade· on Imports basiS, seasonally adjusted 
External trade trade with non-member countnes; seasonally adjusted. 

May June July Aug. Sept. Oct. Nov. Dec. 

116.2 120.2 116.6 115.3 114.8 112.9 112.3 108.5 
104.6 1065 104.6 105.5 105.4 106.7 109.9 108.9 

- 5 - 9 -13 -24 -31 -39 -48 -56 
-63 -62 -62 -63 -59 -51 -49 -47 

2.3 2.4 2.5 2.6 2.8 29 3.0 3.0 
3.8 40 4.2 4.2 4.4 4.4 4.4 4.4 

II 1.0 1.0 07 1.2 1.3 1.2 08 
14 0.9 0.5 0.4 0.8 0.8 0.8 0.6 

9 822 8 476 9 924 9 283 9 402 9 549 8 775 8700 
8 383 8 766 8 939 8 981 9772 9 606 9 449 10 433 

9 209 8 290 9 724 9 642 9 418 9 854 9 434 9 997 
9 112 9 294 9 547 9 174 9 445 9 899 9 485 10 251 

10 552 10 098 10 632 10 719 10 324 II 161 10 238 10 570 
8 908 9 356 9 961 9046 10 043 10 857 10 133 II 411 

-1 343 -I 808 -908 -I 077 -906 -1 307 -804 -1 573 

+ 204 - 62 -414 + 128 -598 -I 958 -648 -1 160. 

38 690 37 659 38 255 38 542 39 147 38 649 38 792 35 561 
36 553 35 971 35 053 35 044 35 755 36 620 36 362 38 358 

I 29 1.27 1.28 1.25 1.23 1.26 1.29 1.31 
1.39 1.39 I 32 I 27 1.24 1.25 1.25 1.24 



TABLE 12 

Mio Eur 
Community trade balance 1974, 1975 and 1976 I 

~ Year FR of France Italy Nether- BLEU Umted 
Germany lands Kmgdom 

w 

INTRA EEC 

FR of Germany 74 - 152 - 109 + !Q - 36 - 136 
75 - 98 - 5 + 144 - 22 - 96 
76 - 125 - 35 + 208 - 28 - 107 

France 74 + 167 - 103 + 58 + 34 - 66 
75 + 99 - 32 + 58 + 9 - 62 
76 + 174 - 29 + 107 + 46 - 29 

Italy 74 + 97 + 93 + 42 + 10 - 35 
75 - 27 + 18 + 35 - 2 - 35 
76 + 58 + 68 + 64 + 6 - 34 

Netherlands 74 - 45 - 34 - 27 + 3 - 36 
75 - 92 - 43 - 21 - 14 - 30 
76 - 183 - 74 - 49 + 36 - 107 

BLEU 74 + 43 - 12 - 16 - 3 + 38 
75 + 27 + II - 2 + 14 + 28 
76 + 33 - 20 - 8 - 36 + 20 

Umted Kingdom 74 + 125 + 43 + 22 + 80 - 13 
75 + 82 + 52 + 20 + 75 - 3 
76 + 100 + 5 + 8 + 84 - 30 

Ireland 74 + 8 + 6 + 2 + 4 + I + 31 
75 - 2 + I - I + 2 - 1 + 21 
76 - 2 + 2 - 2 - I - 3 + 43 

Denmark 74 + 57 + 4 - 7 + 22 + 12 - 20 
75 + 48 + 5 - 10 + ")") + 14 - 23 
76 + 91 + 4 - 12 + 29 + 17 - 4 

EEC Total 74 + 452 - 52 - 23!! + 285 + II - 224 
75 + 135 - 54 - 51 + 320 - 19 - 197 
76 + 271 - 140 -127 + 455 + 44 - 218 

EXTRA EEC 
USA 74 + 87 - 128 - 54 -- 110 - 23 - 117 

75 - 28 - 128 - 67 - 157 - 49 - 131 
76 - 106 - 147 - 45 - 160 - 54 - 83 

Japan 74 - 12 - 32 - 8 - 16 - g - 44 
75 - 50 - 39 - 10 - 22 - 17 - 56 
76 - 42 - 33 - 14 - 20 - 20 - 40 

' 

OPEC2 74 - 288 - 372 - 451 - 2!!4 - 138 - 491 
75 - 94 - 301 - 262 - 228 - 76 - 178 
76 

Other 74 +I 094 + 120 + 43 + 110 + 60 - 157 
75 + 999 + 389 + 165 + 98 + 41 - 34 
76 

EXTRA EEC Total 74 + 881 - 412 - 470 - 300 - 109 - 809 
75 + 827 - 79 - 174 - 309 - 101 - 399 
76 + 457 - 338 - 299 -411 - 146 - 367 

WORLD 74 + 1 333 -464 - 70!! - 15 - 98 - I 033 
75 + 962 - 133 - 225 + 11 - 120 - 596 
76 + 728 - 47!! - 426 + 44 - 102 - 585 

1976: January and February only 
OPEC. Includes Algena, Abu Dhabi, Dubdi. Ecuddor, Gabon. Indonesia, Iran, Iraq. Katar. Kuwait, N1gena. Saudi Arabia and Venezuela 
No data ava.lable 

Source: SOEC and Com•mss10n's Departments. 

Monthly average 

Ireland Den-
mdrk 

- 9 - 55 
- I - 54 
+ I - 55 

- 8 - 7 
- 3 - 7 
- 6 - 5 

- 3 + 5 
- 0 + 9 
- 0 + 17 

- 2 - 23 
+ 4 - 23 
+ 3 - 28 

+ 0 - 16 
+ 3 - 14 
+ 3 - 20 

- 19 + 16 
- 6 + 36 
- 43 + 10 

+ 2 
+ I 
+ 2 

- 2 
- I 
- 1 

- 43 - 78 
- 4 - 52 
- 43 - 79 

- 0 - 10 
- 5 - 10 
- 3 - 5 

- 2 - 11 
- 3 - 6 
- 4 - 15 

- 16 - 58 
- 9 - 21 

- 18 + 12 
- 15 - 15 

- 36 - 67 
- 32 - 52 
- 39 - 101 

- 79 - 145 
- 36 - 104 
- 81 - 180 
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Member States. Moreover, the wide differences between 
the various countries may well persist or even increase 
further despite efforts aimed at stabilization. The impact 
of existing or expected differences in the rate of cost rises, 
particularly in import prices, unit wage costs and the cost 
of finance, could be compounded by the continuing 
instability in exchange rates. In addition, Member States' 
policies on taxation and public services charges will 
continue to have a varying impact on prices, the structural 
rigidity of which has scarcely eased. At the consumer 
level, the more or less brisk acceleration expected in the 
second half of the year in several Member States (Italy, 
France, Belgium and Denmark) and the maintenance, or 
even in some cases the slight slowing, in the present rate of 
increase in the other countries will probably mean an 
average rate of price increase for the Community as a 
whole of some 11% in 1976, as against 12.4% in 1975 (see 
Table 10). 

Imports will probably continue to grow rapidly in the 
coming months as the recovery within the Community is 
consolidated. There will no doubt be a steady expansion 
in purchases of raw materials and consumer goods, while 
the trend of imports of capital goods, although more 
vigorous than before, will probably not be very buoyant. 
The comparatively less rapid growth of exports combined 
with a gradual worsening in the terms of trade induced by 
the upward movement of world prices and the 
depreciation of certain currencies may well lead to a 
further widening of the trade deficit and the external 
deficit of several Member States by the end of the year. 
For the Community as a whole the balance of payments 
on current account may well deteriorate between 1975 

. and 1976 by more than 5 000 million dollars (see Table 
10). The fact that this deterioration will be spread 
unevenly amoung the various countries highlights the 
importance of what remains to be done in several 
Member States by way of adapting economic structures 
to the new international situation in the field of energy 
and raw materials. 
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MaJor economic policy measures 

December 1975: 

- The European Council, meetmg in Rome on I and 2 December, 
reaffirmed the need to maintain close coordination between the economic 
policies of the Member States in order to consolidate economic recovery 
and to raise the level of employment. 

- At the same meeting, the European Council agreed to make every 
effort to ensure prompt ratification of the Treaty setting up a European 
Court of Auditors, signed in Brussels on 22 July, so that the Court could 
start its work this year. 

- On 18 December, the Council, actmg on a proposal from the 
Commission, adopted a decision extendmg for a period of eight year, i.e., 
until31 December 1979, the m~dium-term-financial assistance machinery. 
It also adopted a Directive adapting the conditions governing the grant of 
medium-term financial assistance to Italy. 

January 1976: 

- On I January a further 20% reduction in import duties between the 
original members of the Community and the new Member States came 
into force. 

February: 

- At its meeting of 16 February, the Council adopted a resolution to the 
effect that the Commission should consult It again on the level of prices 
before introducing a system of mmimum prices for steel products. 

March. 

- At its meeting of 15 March, the Council authorized the Commission 
to conclude borrowing arrangements with a number of syndicates of 
international banks with a view to granting a I 000 milhon dollar loan to 
Italy and a 300 million dollar loan to Ireland. It also laid down the 
economic policy conditions to be complied with by these countries m 
connectiOn with the grantmg of the loans. 

- The Council, m accordance with its Decision on the attainment of a 
high degree of convergence of the economic policies of the Member States, 
conducted its first quarterly examination of the economic situation in the 
Commumty and gave its approval to the proposal for a Decision 
concerning the adjustment of economic pohcy guidelines for 1976, the text 
of which was annexed to the Commission Communication of 3 March 
1976. 

Aprtl: 
- At its meetmg of I and 2 April m Luxembourg, the European Council 
asked the Commission to present prop<Nlls on the unemployment 
problem for the Tripartite Conference (Council, CommissiOn and the 
>Oclal partners), whi<;h should take place before the summer hohdays. 



II. The situation in each of the Community C9Untries 

Denmark 

The conjunctural improvement which began in the autumn due to the acceleration in private consumption and growth 
in the construction sector has accelerated in the past few months. On account of the stronger world demand, exports 
have now started to increase. The unemployment rate, although still high, has fallen slightly. The rise in prices seems 
to have moderated but the current balance of payments deficit has risen sharply. 

In conjunction with an increased dynamism of exports, the recovery should continue in the months to come and result 
in a slow improvement in employment. The underlying factors causing price increases will still be strong and the 
external position should continue to remain difficult. 

1. Recent developments 

After a recessionary phase from the middle of 1974 to 
autumn of 1975 the Danish economy more recently has 
experienced a fairly rapid recovery, due principally to the 
stimulatory measures taken by the authorities, in 
particular at the beginning of September 1975. However, 
the foundations of this recovery were based essentially 
on internal demand and have only recently spread to 
exports because of the improvement in the world 
conjunctural situation. The unemployment rate has 
shown a tendency to fall slightly. Price increases appear to 
have slowed down since the beginning of the year. The 
balance of payments has deteriorated substantially. 

Contrary to the majority of other Community countries, 
total Danish exports 1 remained weak until the. spring due 
to the effect of the following factors: the pronounced 
decline in sales of agricultural produce because of the 
modest harvest in 1975, the moderate demand from· 
important trading partners, in particular Sweden and the 
United Kingdom, and increased competition on in­
ternational markets. These have resulted in an increase of 
only 0. 9% in export values in the first quarter on the 
preceding period. More recently the recovery in industrial 
exports appears to have accelerated and spread even to 
deliveries of capital goods. 

Domestic demand has continued to strengthen. The pick­
up in sales on the home market since last autumn as well 
as the measures taken at that time to stimulate investment 
have encouraged firms to invest. The construction sector, 
notably residential buildings, was the first to react 
favourably to the incentives given since the beginning of 

· 1975. Thus, the number of housing starts, which grew 
strongly in the fourth quarter of 1975, continued to 
increase rapidly in the first quarter of this year. Next in 
line, industrial investment, which had experienced a 
substantial fall, improved progressively, as can be seen 
from the latest results of the surveys among manage­
ments. On the basis of partial indicators it appears that 
the capital equipment sector saw large increases. Finally, 
after the stock depletion observed in numerous sectors, a 
reconstitution phase seems to have begun. 

I Excluding ships and aircraft. 

Private consumption, which benefited from the important 
stimulatory measures taken last September, has been the 
driving force of the recovery in demand since the autumn. 
The temporary reduction of5% in VAT (applied up to the 
end of February) has brought about substantial purchase 
of numerous consumer durables which had been put off 
during the recessionary period. In addition, disposable 
incomes have increased as a consequence of salary 
increases in September 1975 ( + 3%) and March ( + 5%) 
to which must be added the supplementary effect of 
certain measures, in particular the repayment at the 
beginning of the autumn of sums transferred by indi­
viduals under the obligatory savings scheme. Finally, 
the savings ratio is likely to be considerably less given 
the temporary incentive of cheaper goods as well as the 
relative improvement in the employment outlook. The 
deseasonalized index of the volume of retail sales grew 
by nearly 14% during the period October to February 
as against the five previous months of stagnation. 
In this same period the number of new car registrations 
increased by 34%. On the other hand, public consump­
tion is likely to have continued moderately. 

Production reacted favourably to this growth in demand, 
as is shown by the substantial increase in the index of 
industrial sales (excluding resales) since the last quarter of 
1975 ( + 12% in the first quarter of 1976 on the preceding 
year). The consumer durables industry and construction 
have been particularly dynamic. Agricultural production 
has in total remained stagnant. 

Employment has tended to stabilize. Numbers at work 
have scarcely changed in manufacturing industry, and 
some increase has been noted in the construction sector, 
in particular in house building. The number of unfilled 
vacancies has continued to grow sharply. The unemploy­
ment rate has fallen since the beginning of the year: the 
number of insured unemployed, 1 corrected for seasonal 
factors, was 101 400 in March or 4.1% of the labour force 
instead of 110 100 and 4.5% respectively in September 
last. 

After some acceleration in the fourth quarter due mainly 
to the effect of increases in rents and possibly also to 
increases in retailers profit margins, the rise in prices has 

I SOEC figures. 
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moderated a little. In the first four months of 1976 the 
comumer prices index I registered an increase of 2. 7/0 

instead of 3.2~~~ in the preceding per,iod, which 
corresponds to an annual rate of the order of 8.3"" as 
against 9.9~~~-

The acceleration in internal demand and the fall in the level 
of stocks, as a result of the stimulatory measures of last 
September, have, since this period, led to an increased 
need for imports, in particular of consumer goods. In the 
first quarter their increase in value was 4.2~~ over the final 
quarter of 1975. 

As exports have only increased recently the trade balance 
has deteriorated sharply. For the first quarter the deficit 
reached 4 500 million kroner, which is nearly twice that 
recorded for the same period last year. 

The deterioration in the current balance of payments 
accentuated and although medium and long-term capital 
inflows were large, total reserves fell sharply and reached 
4 800 million kroner at the end of April as against 6 200 
million kroner at the end of January. 

Budgetary policy has since September last played a very 

1 Excludmg the changes m indirect taxes. 

active role. On the revenue side the smaller receipts 
resulting from the lowering of value added tax have been 
compensated for by additional receipts caused by the 
recovery in private consumptiOn. 

Monetary policy has still been to neutralize the effects on 
internal liquidity of the strong increase of the 
Government deficit. The money supply (M2) grew 
rapidly since December and in April the annual rate of 
growth was 26.2'>~, as against 25.5~~ at the end of 1975. 
After the authorization (covering up to 10 000 million 
kroner) received in March the National Bank has since 
April begun selling Government bonds and short-term 
securities in order to mop up in total the deficit forecast 
for the financial year 1976/77. The discount rate was 
raised by 1 o o to 8 Y2o~ on 18 March. Short-term in 
particular and also long-term interest rates have increased 
sharply since the beginning of 1976. Within the 
framework of the agreement reached last November 
between the National Bank and the Council of the 
mortgage credit institutions, to limit the amount of loans 
up to the end of 1976, credit policy became more 
restrictive. The disturbances which affected the exchange 
markets in the early months of 1976 resulted in a slight 
appreciation of the Danish kroner ( + 2.3~~ from 
December to April on a trade weighted basis). 

TABLE 1 

Key indicators 

Denmark Umt 

Gross domestic product; volume 01
0 change 

of which: Industry! 
Gross domestic product in volume per 
person in employment ",~change 

Total employment (number of persons)2 ",~change 

- Independent entrepreneurs 
-Wage and salary earners in company 
sector 
- General Government 
Unemployment3 <iS ~,~ of labour force 
CompensatiOn of employees per wage 
and salary earner "~change 

Price mdex of private consumption4 ~,;,change 

Current account balance4 Dkr '000 million 

Excludmg constructaon but mcludmg repa1rs and mamtenance 

Domestac concept 

1968-1972 
average 5 6 

4.8 
6.5 

4.2 
0.6 

- 2.5 

-0.2 
6.7 
1.3 

10.3 
5.6 

-2.7 

Up to the end of 1972 msured unemployed only Smce 1973 total number of registered unemployed 

National accounts concept 

1973 6 1974 6 

3.0 1.6 
3.1 2.1 

3,) 2.0 
-0.1 -0.3 
-3.0 -0.6 

- 2.4 -2.2 
9.1 4.7 
0.9 2.1 

18.4 21.1 
8.5 15.0 

-3.2 -6.6 

Geometnc mean of the change from 1967 to 1972, unemployment and current account balance anthmet1c mean over the five years 

Sow ( e Dan marks Stattsttk 

Estimates of Commisston's Department.., 

28 

1975 7 1976 7 

- 1.1 5.2 
-7.0 9.5 

-0.3 4.7 
-0.8 0.5 
-3.0 - 1.0 

-2.6 0.3 
3.3 2.0 
5.0 4.7 

14.5 12.5 
9.6 9.1 

-2.2 -8.0 



Quarterly changes Quarterly ~~ 
%changes at annual rate % 

Source Danmarks Stahsl!k 
I Volume of sales, manuf. mdustry 

Monthly% 
% changes (3MM) 
4 

Monthly changes o 

at annual rate (3MM) % 
60 

1973 1974 1975 
Source Danmarks Stallsllk. 
I Hourly earnmgs m mdustry. 
2 Includmg changes m mdirect taxatiOn, m parttcular the 

reducllon m VAT from October 1975 to February 1976 

M10 Eur (3MM) 
IOOOr-----,------------,------------,-----, 

1973 1974 1975 1976 

Mto Eur 

50 

Denmark 

Thousands (3MM) 
120 

100 
Uner ~ployed* 1 ~L i' 

v~ 
80 

60 I 
40 

j_ 
n..l ~L I I I I I -- 1974 1975 1976 

20 

1973 
Insured unemployed. 

" Monthly 0
' 0 Monthly changes o 

• o changes (3MM) at annual rate (3MM) % 
4r------.-------------,--------------r------,60 

50 

Mto Eur (3MM) 

+100~-----------r------------------------.------------------------r-----------. 

* = Seasonally adjusted figures. 
3MM= Three month moving average. 
Source: SOEC except where otherwise indicated. 29 



2. Outlook 

The recovery in internal demand, which has been 
more rapid and more pronounced than in the majority of 
other Community countries, should be consolidated over 
the next few months due primarily to a further 
improvement in the investment propensity which should 
compensate for the eventual temporary levelling off of 
private consumption after the progress in past months. It 
can equally be foreseen that a more dynamic development 
of exports will take place based on . the strengthening 
expected in the principal world markets and the increases 
already recorded in order books. Under these conditions 
the rate of growth of the Danish economy could be ove; 
5% in 1976. 

Exports should develop more rapidly in the coming 
months, mainly because of the acceleration of demand 
from the Federal Republic of Germany and from other 
community countries. The diversified structure of Danish 
sales should also represent a considerable advantage in 
this acceleration phase in foreign demand. As the Swedish 
market is likely to be slightly stronger than foreseen, these 
factors in total should compensate for the negative effect 
on competitiveness in export markets of the appreciation 
of the Danish krone since the beginning of the year. 

Internal demand should continue to grow rapidly as can 
be seen from the latest surveys as well as from the state of 

order books in industry. Capital investment will 
undoubtedly make additional progress due both to 
improvements in sales prospects on external markets and 
the continuing effect of the stimulatory measures taken 
last September which continue in operation up to the end 
of 1976. In addition, the stock replenishment cycle could 
accentuate not only for raw materials because of the 
a~celerati~n in production but also for finished goods, 
given the mcreased needs caused by the buying spree of 
the_ last ~ew months. The construction sector, particularly 
residential, could conversely experience some slowdown 
because of the increased cost of financing' caused 
by the rise in interest rates as well as the suppression 
of certain incentives (tax and credit). 

After a slowdown in the spring, already shown by the 
large fall in retail sales in March, in reaction to the 
anticipatory purchases made up to the abolition of the 
reduction in VAT, consumer expenditure should then 
stabilize up to the end of the year. Indeed, disposable 
incomes will be influenced favourably by the increases in 
salaries in March last within the framework of the 
legislation in the spring of 1975, as well as by the effect of 
the easing of direct taxation. In addition, the more 
favourable outlook for growth and employment should 
be reflected in a persistent tendency towards a reduction 
in the savings ratio. 

I Sec Report -+ 1974. 

TABLE 2 

Demand for and supply of gov.ds and services 

1973 2 1974 2 1975 3 1976 3 

Denmark At curr no change on precedmg year 
pnces 

Dkr '000 

T I I Pnce I I I mw Vol Pnce Val Vol Val. Vol Pnce Val 

Pnvate consumption 94.6 - 3.5 15.0 11.0 5.5 9.6 15.6 5.5 9.1 15.1 
Public consumption 36.3 2.6 18.3 21.2 4.0 13.1 17.7 2.5 10.0 12.8 
Gross fixed asset formation 38. I -9.7 I8.0 6.6 - 12.8 11.6 -2.7 11.0 7.5 19.2 
Domestic final uses (excluding change Ill 

stocks) 169.0 - 3.4 I6.I 12.2 1.3 10.8 12.2 5.8 9.1 I5.4 
Domestic final uses (including change in 
stocks) 170.4 - 1.2 14.4 I3.I - 2.3 II.I 8.6 7.9 9.1 17.7 
Exports I 52.9 5.1 19.6 25.7 - 1.9 9.0 6.9 5.0 7.0 12.5 
Imports I 55.9 - 3.5 33.2 28.4 - 5.1 4.5 -0.8 12.0 7.0 20.0 
Gross domestic product at market prices 167.4 1.6 10.2 11.9 - 1.1 12.8 I 1.6 5.5 9.1 15.1 

Contnbutwn to percentage change m GOP 

Domestic final uses (excluding change in 
stocks) I69.0 -3.6 12.3 1.3 12.3 5.9 15.6 
Change in stocks 1.4 2.2 1.0 - 3.6 - 3.5 2.0 2.1 
Balance of exports and imports I -3.0 2.8 - 1.4 1.3 2.8 -2.3 -2.6 

Goods and servtces 
Source: Dan marks Stallsllk. 
Estimates of Commission's Departments 
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Especially due to the hypothesis concerning the 
acceleration of external demand, production should make 
additional progress in the course of the coming months. 
The recovery already observed in the consumer goods 
sector should be accentuated and extend also to producer 
goods output. The employment situation should 
experience some improvement: unemployment could fall 
slightly but still remain at a relatively high level. 

After the absorbing into prices of those increases 
consequent to the abolition in March of the VAT 
reduction, the underlying factors leading to higher prices 
will remain important up to the end of the year. Higher 

rents in July will be reinforced by the effects of increases in 
imported raw materials. This trend however may be 
slowed down by the measures taken within the framework 
of the budget to limit price rises. 

Given the improvement expected in overall demand and 
the continuation of restocking, imports will remain high 
for the rest of the year. Even taking into account a 
recovery in exports and some favourable movement in the 
terms of trade the trade balance should still register a 
substantial deficit. The current balance of payment 
positions could however improve a little up to the end of 
the year. 

TABLE 3 

The central government budget 

1975/1976 1976/1977 

Ongmal budget ProvisiOnal Ongmal budget 
Denmark outturn 

0' 0, 

Dkr mill lo Dkr milL Dkr milL change 2 cha~ge 2 

Expenditure 67 933 10.6 72 495 79 386 16.9 
Revenue 62 055 -4.7 60 255 66 815 7.7 
of which: 
- direct taxes 28 526 - 16.2 27 755 31 655 11.0 
- indirect taxes 31 324 7.6 30 200 33 100 5.7 
Net borrowing requirement - 5 878 - 12 240 - 12 571 

Disregardmg debt extmctiOn, 
On the precedmg year's ongmal budget. 

Note. 
The figures m this table are based on the natiOnal budgets and are recalculated on the basis of Commumty defimllons, 

The degree of external imbalance at present constitutes a 
worrying problem for economic policy in so far as it 
increases the burden of external debt and limits the room 
for manreuvre of the authorities. Such a development 
threatens to make a restraining of domestic demand 
inevitable in a still delicate conjunctural phase with 
unemployment at a high level. Thus, a leading role will 
fall on incomes policy in order to moderate the rise in 
prices and salaries and lead to a substantial improvement 
in production costs. I This objective is all the more 
necessary since it would enable the unfavourable results 
obtained since the beginning of the decade to be corrected 
and to alleviate the balance of payments by a transfer of 
resources towards the export and import substitution 
sectors. 

Major economic policy measures 
November 1975: 

~ The Central Bank and the Mortgage Credit Council agreed to restrict 

I In this respect the Parliament adopted in September ·J975 a two-year 
programme aimed at achieving the realization of this objective. 

totallendmg to Dkr 29 500 million In the penod from 15 December 1975 
to the end of 1976, implying a reduction of about 15~~ compared with 
1975, 

~ The Mtnister of Finance submitted the budget proposals for 1976/77 
to the Danish Parliament. The budget shows a deficit to be financed of 
Dkr 16 500 million agatnst a deficit of Dkr 10 500 million in 1975j76, 

December: 

~ Unemployment benefits were rmsed from Dkr 160 to Dkr 173 per day 
for full-time insured workers. 

~ The Parliament adopted State subsidies for projects designed to 
achieve major reductions in pollution. Subsidies of up to 25% of 
firms' investment costs may be granted until the end of 1980. 
~ The Committee regulating civil servants' salaries as laid down in the 
legislatiOn of March 1975, has decided that civil servants (around 400 000) 
will only get half of the wage drift in the pnvate sector. The first 
adjustment of 1% increase will take place on I Apri11976, The following 
two adjustments~ October 1976 and April 1977 ~may exceed the 
Increase of I~~ in April 1976. 

January 1976 · 
~ Customs duties between Denmark and the other Member States of the 
Commu~ity were cut by a further 20% with effect from I January. 

Fehruary: 

- The Danish Parliament agreed on a compensatiOn to the business 
sector for one of the two cost-of-living portiOns released by the January 
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TABLE4 

Main economic indicators 

Industnal production 
(1970 = 100) 

Unemployed* 
(I 000) 

Construction: 

Pnvate consumers' expendtture*' 
(1970 = 100) 

Consumer pnces 
(1970 = 100) 

V1s1ble 1mports* 
(m1lhon Eur) 

V1s1ble exports* 
(milhon Eur) 

Balance of trade* 
(m1lhon Eur) 

F oreagn exchange reserves 
(m1lhon Eur) 

Money supply 
(m1lhon Eur) 

( ) Prov1sonal 

Not ava1lable. 
Seasonally adjusted 

Year Jan. 

1974 Ill 
1975 96 
1976 99 

1974 23 5 
1975 102.2 
1976 112.5 

1974 3 104 
1975 I 915 

1976 3 121 

1974 141,6 
1975 167,6 
1976 178,4 

1974 133.6 
1975 151 7 
1976 158 9 

1974 7124 
1975 631.4 
1976 708 4 

1974 470 8 
1975 527.8 
1976 607 6 

1974 -241.6 
1975 -103 6 
1976 -100 8 

1974 997 
1975 896 
1976 817 

1974 5 077 
1975 5 210 
1976 6 693 

Feb. Mar 

113 124 
97 99 

(107) (122) 

19.6 17 3 

910 99.8 
107 7 101 4 

2 407 2 590 
I 723 2 141 
3 224 6 734 

1424 1400 
160 0 158 4 
204 8 171 2 

134.0 135 I 
152.1 153 2 
160.0 167 0 

697 6 721 7 
613 8 558.6 
773.5 918.0 

504.8 505 5 
538 4 484 I 
564 5 570 6 

-192 X -216,2 
- 75 4 - 74,5 
-209 0 -347,4 

974 921 
825 792 
799 674 

5 001 4 954 
5 219 5 423 
6 901 6 868 

Sour£'e. Statistical Office of the European Commumttes (except as otherwise mdtcated) 
Converston mto Eur see tdble 853 m "General Stat1st1cs" of the SOEC 

Industnal production volume of sales m manufacturmg tfldustry. Danmarks Statasttk. 
Unemployment· Number of msured unemployed 
Construction· number of dwellings authonzed, Danmarks Statasttk 
Pnvate consumers' expenditure Retail Sales Index, m value. Dan marks Stattsttk 
Consumer pnces Consumer pnce mdex. mcludmg VAT 
Imports c1f, exports fob 
Balance of trdde dtfference between figures of exports and Import!-. 

Apr. 

112 
103 

21 7 
103.4 

3 294 
2 379 

145 6 
160 0 

137 4 
153.9 

733.8 
677 3 

492.4 
565 7 

-241 4 

-Ill 6 

892 
774 

(648 

5 198 
5 659 

May June July Aug. Sept. Oct. Nov Dec 

114 112 77 114 115 116 108 94 

99 107 75 105 116 120 110 107 

31 8 39 4 43 6 48 9 59 5 73 4 79.0 79 7 

101 3 99 8 91.3 1070 1097 1107 108.1 1135 

I 690 2760 I 113 I 224 I 939 I 690 I 070 I 384 

2 925 3 263 2 271 2 363 3 181 3·564 3464 3 182 

148 8 143 2 1464 145 6 144 8 148 8 150.4 148 8 
159.2 164.8 165.6 1640 1600 178 4 177.6 1744 

139 2 141 6 143 3 1442 146.6 148.5 150 5 151 5 
155.8 156 7 157 5 158.0 159 4 155 4 157 9 158.0 

695.4 618 2 642.2 637.1 608 I 694.6 639.6 618 I 

567 9 579 3 627.5 604 3 6624 768 9 764 0 820 8 

493.0 496.1 519 5 536 I 546 2 554 2 556,8 519 0 

490.5 576.3 559 8 532.1 549 7 645 7 552,4 578 8 

-202.4 -122.1 -122 7 -101.0 -619 -1404 - 82.8 - 99 I 

- 77 4 - 30 - 67.7 - 72 2 -112 7 -123 2 -211 6 -242 0 

925 884 876 867 848 871 978 939 
753 745 783 800 874 829 857 757 

5 182 5 319 5 181 5 162 5 337 5 370 5 649 5 722 
5 683 6 303 6 184 6 012 6 259 6711 6 914 7 224 

Foreign exchange reserves not reserves of convertible currency, holdmgs m special drawmg nghts and reserve po!-.ItiOn at the IMF, position at end of month, D,mmarks 
Nat1onalbank 
Money supply: notes and coins m ctrculatlon and sight deposits at post giro accounts, commercial and maJor savmgs banks, position at end of month; Dan marks Natwnalbank 

wage-regul.ttmg pnce mde\. The ,uh"dl " Dkr I 252 ~0 per wage and 
salary earner for the penod I March 1976 to 28 February 1977 The total 
costs for the Exchequer wtll be about Dkr I 300 million 

- The curb the effects of the high defictt on the budget for the fiscal year 
1976177 the Government was authonzed to float a Dkr 19 000 m1lhon loan 
on the domestic market 

- The credit ceiling wa> ratsed by 3"., from 23 February to about Dkr 
86 000 million. 

- The Profit Freeze Act adopted m March 1975 was eased. Firms may 
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now m~:rct~..,c gro~~ protih h) lhc ~unount covenng mcn.:a~c~ 111 rents, 
transport ""'h etc. 
Maull 

- The discount rate was rmsed by l~'o to 81 S"., w1th effect from I X March. 

- The budget 1976;77, whtch tmphes a defictt to be financed of 
Dkr 18 500 milhon, was adopted m the Folketing on 31 March 
Apnl 

- The maximum unemployment benefit ratsed by Dkr II to Dkr 184 
per day for msured unemployed. 



Federal Republic of Germany 

In the Federal Republic of Germany, the underlying expansionary forces strengthened further in the spring. With the 
general improvement in the business climate, domestic demand as well as export demand picked up significantly. In 
spite of moderate wage and salary increases, private consumption rose steadily. Although at first stimulated by the 
effects of the counter-cyclical programmes introduced since 1974, investment finally developed increasing 
momentum of its own. Unemployment fell more sharply than is the seasonal norm and short-time working 
declined substantially. 

In the coming months, the effects of the expansionary measures taken will wear off while the endogenous growth 
factors will gather momentum. The propensity to invest in particular could well be stimulated by a favourable trend in 
costs and profits. The economy is expected to go on expanding, though no longer t;IS rapidly as in the initial phase. 

1. Recent developments 

In the early months of the year, the economic recovery 
continued in the Federal Republic of Germany. Overall 
demand and production expanded briskly, making up 
most of the ground lost last year. On the labour market, 
the rapid upturn in production led to a slight fall in 
unemployment and especially to a substantial decline in 
short-time working. Moderate wage awards helped to 
consolidate the expansionary forces. 

As a result of the progressive improvement in the 
economies of her trading partners, merchandise exports 
showed a further sharp increase. The value of exports in 
the months January to April was, on average, a clear 12% 
up on a year earlier, exceeding for the first time the record 
level recorded in 1974. Exports to other Community 
countries and to the OPEC countries were particularly 
brisk, while those to State-trading countries and to 
developing countries stabilized at a high level. Exports of 
consumer goods and intermediate products in particular 
gathered additional momentum. With the vigorous 
expansion in demand, export prices began to show a slight 
upward tendency once more. 

Business investment demand was probably still very 
largely influenced by the investment premium. The 
continuing revival of investment in plant and machinery, 
however, also points to a spontaneous improvement in 
the propensity to invest. The situation also improved 
distinctly in commercial and industrial building, altfi.ough 
after the investment premium had come to an end the 
number of buildings authorized fell again slightly. In 
residential construction, too, the upswing in activity -
from a very low base - continued. This trend was 
undoubtedly helped by the measures taken in the summer 
of 1975 and by the easier terms on which finance was 
available. However, following the very sharp expansion 
in the wake of the Government's special programmes, 
new public-sector orders for buildings dropped sharply 
again in the first few months of the year. Finally, 
restocking should continue to provide a stimulus to 
production. 

The revival in private consumption persisted. First quarter 
retail sales were 9.5% higher in terms of value, and 5~-;', 
higher in real terms, than a year earlier. In particular, the 

demand for new motor vehicles remained very buoyant. 
Sales of new private cars in the first quarter were 28% 
higher than in the first quarter of 1975. There was also 
brisk demand for other consumer durables. This 
development, which was accompanied by a decline in the 
propensity to save, probably reflected the growing 
confidence of consumers in the future of the economy. 

In the first quarter, the trend of incomes provided little if 
any stimulus because of the continued seasonal drop in 
employment and the moderate level and postponement of 
important wage settlements. The gross wage and salary 
bill in industry hardly rose compared with the 
corresponding period a year earlier. In addition, the 
growth in disposable income was adversely affected by 
increases in certain social security contributions and by 
the continued high rates of taxation. 

Industrial production continued to expand vigorously in 
almost all sectors. Production in mechanical engineering 
has been marking time so far, and output in mining had to 
be cut further. In the first quarter, total production was 
3.3% up on a year earlier, when the low point of the 
recession had almost been reached. Thanks to the more 
rapid expansion in output, capacity utilization in 
manufacturing improved noticeably; it amounted to 
82.2% of normal total capacity in April as against a low 
point of 76% in the summer of 1975. Activity in the 
building industry was hampered by poor weather at the 
beginning of the year. 

The situation on the labour market eased a great deal. The 
number of unemployed at the end of April stood at 
1 093 700 of 4.8% of wage and salary earners, which 
means that the drop was sharper than that normally 
caused by the revival of activity in the spring. The 
expansionary forces in the economy have as yet had little 
if any impact on the labour market for office and 
administrative personnel. The decline in short-time 
working was particularly impressive. By mid-May, the 
number of workers on short time was down to 355 500. 
Demand for labour also continued to increase. The 
number of vacancies notified to employment offices 
totalled 252 100 at the end of April. 

The sharp expansion in demand again provided a 
stimulus to imports. In the period January-April, the 
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value of merchandise imports was 19.4% higher than the 
admittedly very low figure recorded in the corresponding 
period a year earlier. As a result of the rapid recovery in 
production and the consequent movement in stocks, 
imports of intermediate products rose at a particularly 
brisk pace. However, sales of imported finished goods 
also continued to expand vigorously. 

Price and cost trends in trade and industry were again 
favourably influenced by substantial productivity gains. 
Admittedly, industrial producer prices hardened again 
but, at 3.5%, the increase in the twelve months to April, 
was still relatively modest. Agricultural producer prices, 
on the other hand, climbed by 17.7% in the year to April. 
The sharp increase in food prices has been the main 
reason why the cost-of-living index has ceased to slow 
down futher in recent months. In April, the index was 
5.2";0 higher than a year earlier. 

Owing to the stronger growth in imports, the trade surplus 
in the period January-April was appreciably lower than in 
the first four months of 1975 (DM 10 800 million as 
against DM 13 400 million). Since the aggregate defj.cits 
in services and transfers were virtually unchanged, the 
current account surplus fell accordingly. Long-term 
capital movements continued to show a deficit in the first 
few months of the year. In March there was a large inflow 

of short-term capital as a result of the currency unrest. 
Mainly on account of intervention operations under the 
Community exchahge rate system, the Bundesbank's net 
foreign assets rose substantially, to stand at DM 92 800 
million by the end of April. 

The strong economic recovery and the more cautious 
spending policy aimed at in the 1976 Budget (see Table 3) 
helped to improve the Federal Government's 
financial position in the early months of the year. In the· 
same period, in addition to its current requirements, the 
Federal Government covered a substantial proportion of 
the financial deficit to be expected this year. The relatively 
large cash surpluses temporarily led to a sharp rise in 
balances held with the Bundesbank; as a result, monetary 
expansion did not gather pace in spite of the heavy inflows 
of foreign exchange in March. However, as the public 
authorities' balances were gradually run down, the money 
supply later expanded more rapidly again. At the 
beginning of May, the Bundesbank moved to counter this 
development and raised its minimum reserve require­
ments. Taking the average for the months January-April, 
the money supply M3 (stock of money and near-money, 
and savings deposits subject to the legal period of notice) 
was 9.4% above the level of a year earlier. As the supply of 
liquidity in the economy was relatively ample, short-term 
and long-term interest rates eased further. 

TABLE 1 

Key indicators 

FR of Germany 

Gross domestic product; volume 
of which: Industry I 
Gross domestic produ_ct in volume per 
person in employment 
Total employment (number of persons)2 
- Independent entrepreneurs 
-Wage and salary earners in company 
sector 
- General Government 
Unemployment 
Compensation of employees per wage 
and salary earner 
Price index of private consumption3 
Current account balance3 

Excludmg construction 
Domestic concept 
NatiOnal accounts concept, on annual basis 

Umt 

%change 

%change 
%change 

as % of labour force 

%change 
%change 

DM '000 million 

1968·1972 1973 5 1974 5 average 4 5 

5.5 5.1 0.6 
6.7 6.4 -0.4 

4.9 4.8 2.5 
0.6 0.3 - 1.9 

-2.9 - 1.7 -2.0 

0.9 0.2 -2.9 
3.0 3.0 3.4 
0.8 1.0 2.2 

10.7 12.9 11.7 
3.8 7.0 7.3 
4.0 8.9 23.9 

Geometnc mean of the change from 1967 to 1972, unemployment and current account balance: anthmellc mean over the five years. 
Source Federal Stallslical Office 'NatiOnal Accounts 1975' , Senes I 
Estimates of CommissiOn's Departments 
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1975 5 1976 6 

-3.5 5.9 
-5.9 8.3 

-0.3 6.8 
-3.2 -0.8 
-2.7 -2.0 

- 4.56 -0.8 
+ 1.56 0.5 

4.1 3.8 

7.6 8.6 
6.1 5.0 
7.7 5.6 



, Monthly% Monthly changes 
% changes (3MM) at an annual rate (3MM) % 
3 

40 

30 

20 

Excl. constructiOn. 

Domestic orders 

% Monthly~,; 
• changes (3MM) 

2,0 

Monthly changes , 
at an annual rate (3MM) % 

Moo y supply*! 

Source' Deutsche Bundesbank 
I M3 (mcludmg mterest-bearmg deposits) 

Mw Eur (3MM) 
8000.------.-------.--------,---, 

* = Seasonally adjusted figures, 
3MM = Three month moving average, 
Source: SOEC except where otherwise indicated, 
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F.R. Germany

BUSINESSMEN'S VIEWS ON THE INDUSTR,IAL SITUATION

Answers to question in the EEC business survey, carried out in the Federal Republic of Germany by the IFO-Institut.

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

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

by 0.03 for the answer "above normal", or "up";
by 0.02 for the answer "normal", or "no change";
bv 0.01 for the answer "below normal". or "down".

0

100
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2. Outlook 

The rapid economic recovery will probably cause 
economic activity to develop sufficient momentum of its 
own to ensure continuing growth in the coming months, 
when the effects of the reflationary measures become 
progressively weaker. However, the initial fast pace of the 
upturn is unlikely to be sustained throughout the year. 

The buoyancy of the rate of growth in the months ahead 
will continue to be largely determined by developments in 
export demand. The increasingly rapid economic revival 
expected in Germany's major trading partners and the 
still significant price and cost advantages enjoyed in spite 
of the appreciation of the mark hold out excellent 
prospects for German exports. 

The after-effects of the investment premium on capital 
spending will gradually wear off. In particular, investment 
in plant and machinery might slow down temporarily in 
the second half of the year since numerous investment 
programmes had been brought forward, as shown once 
more by the most recent surveys. The much improved 
sales prospects, favourable terms of financing and. above 
all, the appreciable impact of the economic upturn of 
firms' profit and loss accounts suggest, however, that the 

propensity to invest will increase noticeably. Building 
investment will probably expand slightly in real terms 
after several years of sharp decline. Production is 
expected to pick up vigorously in commercial and 
industrial building particularly, the periods for which the 
investment premium is granted being more generous in 
this sector. The main boost to residential construction 
will come from the housing modernization programme, 
from which the finishing trade will benefit most. As a 
result of the tight financial position of the Federal, Land 
and local authorities. public sector building activity will 
probably only just reach last year's level. Finally, the 
stimuli provided by the movement in the stockcycle could 
well weaken considerably in the second half of the year. 

Overall. expenditure on consumption will probably 
continue to expand briskly. The cutbacks to be made by 
the public authorities will be acting as a brake on the 
growth of government consumption. By contrast, as 
employment rises and the propensity to save declines 
further, private consumption is likely, if anything, to 
gather-additional momentum. 

The foreseeable trends in the various components of 
demand (see Table 2) should enable the real gross 

TABLE 2 

Demand for and supply of goods and services 

1973 2 1974 2 1975 2 1976 3 

FR of Germany At curr o o change on precedmg year 
pnces 

(DM ·ooo 
I I I I I I million) Vol Pnce Val Vol Pnce Val Vol Pnce Val 

Private consumption 495.7 0.2 7.3 7.5 2.2 6.1 8.4 4.1 5.0 9.3 

Public consumption 168.3 4.7 12.3 17.7 3.3 8.2 11.8 2.4 5.0 7.5 

Gross fixed asset formation 228.6 - 8.1 6.6 - 2.1 - 4.8 2.9 - 2.1 .5.4 3.0 8.5 
- Enterprises 137.0 - 9.5 3.9 - 3.7 - 4.3 3.7 - 0.8 8.9 3.7 12.9 
- Dwelhngs 58.8 - 16.3 6.9 - 10.5 - 12.9 2.6 - 10.6 0 2.0 2.0 
- General Government 32.8 11.1 8.2 20.2 2.6 2.4 5.1 0 2.0 2.0 
Domestic final uses (excluding change m 

stocks) 892.3 - 1.4 8.5 7.0 0.6 6.1 6.7 4.0 4.6 8.8 
Domestic final uses (including change m 

stocks) 902.2 - 2.6 8.8 6.0 0.2 6.1 6.2 5.8 4.5 10.5 
Exports 1 215.9 13.4 16.4 32.0 - 9.0 7.7 - 2.0 11.1 3.3 14.7 
Imports 1 191.0 3.9 22.5 27.3 1.3 2.9 4.2 11.3 5.9 17.6 
Gross domestic product at market prices 927.6 0.6 7.0 7.6 - 3.5 8.2 4.4 5.9 3.8 9.9 

Contnbutton to percentage change tn GDP 

Domestic final uses (excluding change m 
stocks) 892.3 - 1.3 6.7 0.6 6.4 4.0 8.6 
Change in stocks 9.6 - 1.2 - 0.9 - 0.4 - 0.4 1.7 1.7 
Balance of exports and imports I 25.4 + 3.2 1.8 - 3.7 - 1.6 0.2 -0.4 

Goods and services. 

Source Federal Stallsllcal Office "National Accounts 1975", Senes l 

Estimates of Corrumss10n's Departments. 
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domestic product to expand by an average of about 6% in 
1976. 

With productivity expected to show further significant 
gains, employment will rise only gradually and unemploy­
ment will, therefore, remain at a relatively high level. 
However, regional and qualitative disparities between the 
supply of and demand for labour might become more 
marked as the recovery gathers pace. 

Given the expected growth rate, imports are set to 

accelerate distinctly so that, coupled with the likely 
deterioration in the terms of trade, the external surplus 
might be slightly smaller than last year. 

The distinctly moderate nature of wage settlements and 
the sharp increase in productivity should make for a 
further decline in the rate of price increases, at least in 
manufacturing. Any deceleration of the rise in the cost­
of-living will, however, also depend on a slackening in the 
very rapid upsurge in prices of agricultural products. 

TABLE 3 

The federal budget 

FR of Germany 

Expenditure I 

of which: 
- current expenditure 
- capital expenditure 2 

Revenue 
of which: 
- direct taxes 
- indirect taxes 
Net borrowmg requirement I 

0Isregardmg debt extmct10n. 
Includmg participatiOn and loans. 

OM 
'000 

m!lhon 

155.1 4 

127.1 
28.7 

129.4 

57.2 
68.6 

- 25.7 

1975 

Budget 5 

% 
changes 3 

+ 9.6 

+ 9.0 
+ 13.0 
- 2.8 

- 7.7 

+ 1.8 

1976 

ProVISiona] Budget outturn 

OM OM % 
'000 '000 changes 

m!lhon m!lhon 

156.3 164.04 + 5.7 

128.5 139.8 + 10.0 
27.8 26.3 - 8.4 

123.2 131.3 + 1.4 

49.5 53.1 - 7.2 
69.7 73.8 + 7.6 

- 33.1 - 32.7 

Fignres for 1974 have been adjusted to make them comparable With the 1975 figures, followmg the mtroduchon of the new regulatiOn for family allowances. 
Including an overall spendmg cut to be made durmg the fiscal year (1975: OM 720 milhon: 1976 OM 2 000 nulhon). 
Without supplementary budget 

Note 
The figures m this table are based on natiOnal budgets and ar~ recalculated on the basis of Commumty defimt10ns 

The official stance adopted in the field of budgetary 
policy and also monetary and credit policy has set the 
stage for a consolidation of economic growth together 
with greater price stability. If the growth factors are to 
strengthen further it will be essential for the propensity to 
invest to continue to pick up. The moderate wage and 
salary increases agreed for this year will be of a major 
assistance here. They should be accompanied by restraint 
on prices to help avert fresh disputes over the distribution 
of national income and curb as far as possible inflationary 
pressures as the expansionary forces gather further 
momentum. 

Major economic policy measures 

December 1975: 

- On 18 December the Bundesbank decided to limit the growth in the 
central bank money stock m 1976 to an average of 8% for the year. 
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January 1976: 

- On 20 January the Federal Government decided on a number of 
improvements to the State export credit insurance system: under the 
scheme covenng export credtts the portion of the risk to be borne by the 
exporter or the banks was reduced from 20 to 15% in the case of economic 
nsb and from 15 to 10% in the case of political nsks. When granting 
certain credits the banks can ask to have their share of the risk reduced, but 
not below 5%; in such cases they may not pass on the remaining share to 
the exporter or cover 11 elsewhere. 

- On 28 January the Federal Government adopted the 1976 annual 
economtc report which sets out the economic policy objectives and general 
economic guidelmes for 1976. The Federal Government is aiming at a 
growth rate in real GNP of between 4 and 5% and a reduction in consumer 
price mcrease to 5-4Y:!%. The average unemployment rate is estimated at 
about 4Y:!%. only shghtly lower than m 1975. 

- On 30 January the Bundestag passed a law amending the banking law. 
The emphasis is on improvements m deposit protection, an extension of 
banking supervision and ttghter hmits on the risks which banks may 
assume. In future mdivtdual large loans may not exceed 75% of a credit 
mstttution's liable capital, the five largest loans three times and all large 
loans together eight times its liable capital. 



TABLE4 

Main economic indicators 

Industnal productiOn* 
(1970 = 100) 

New orders recetved* 
(1970 = 100) 

Of which: 
New domestic orders m capital goods mdustry 

Unemployed* 
(000) 

Unfilled vancanctes• 
(000) 

Construction· permits for restdenttal construction* 
(000) 

Private consumers' expenditure turnover of retatl 
trade* 
(1970 = 100) 

Consumer prices* 
(1970 = 100) 

VIsible Imports• 
(million Eur) 

Visible exports* 
(milhon Eur) 

Balance of trade* 
(IIDlhon Eur) 

Official gold and foreign exchange reserves 
(DM 000 million) 

Money supply* 
(DM 000 milhon) 

( ) Provisional 
Not available. 
Seasonally adjusted. 

Year Jan 

1974 113.9 
1975 1049 
1976 1108 

1974 138 
1975 134 
1976 149 

1974 116 
1975 127 
1976 134 

1974 407 
1975 904 
1976 1 105 

1974 417 
1975 271 
1976 234 

1974 43 5 
1975 30.3 
1976 (37 9) 

1974 135 
1975 144 
1976 156 

1974 123 4 
1975 131.0 
1976 137 9 

1974 4 528 
1975 4 359 
1976 5 168 

1974 5 754 
1975 5 656 
1976 6 086 

1974 I 226 
1975 I 297 
1976 918 

1974 89.6 
1975 84.8 
1976 864 

1974 4064 
1975 438.4 
1976 480 I 

Feb Mar 

114.9 113.9 
105 3 108 9 
112.5 107 4 

141 143 
132 129 
149 152 

122 121 
122 122 
135 143 

415 480 
956 I 027 

I 119 1 103 

371 339 
264 256 
222 235 

37 4 36.9 
30.3 29.6 

(36.4) (340) 

134 134 
147 147 
161 155 

124 3 124.7 
131.5 132.1 
138.6 139.1 

3 798 4 445 
4 420 4 065 
5 243 5 617 

5 426 5 820 
5 523 5 122 
5 964 6 793 

I 268 I 375 
I 103 I 057 

711 I 167 

89.2 91.5 
86.8 87 8 
88.4 96.4 

410.1 412 2 
439.9 4424 
483.0 481 2 

Source: Statistical Office of the European Commumbes (except as otherwise mdicated) 
Conversion into Eur: see Table 853 in "General Statistical" of the SOEC 

Industnal productiOn, excludmg constructiOn. 

Apr. May 

112.9 112 5 
99 8 105 I 

143 144 
133 127 

115 121 
127 117 

517 521 
I 087 I 084 
I 093 

328 306 
245 235 
236 

34.9 38.1 
29.4 27.0 

136 137 
147 146 

125.4 126.3 
133.1 134 0 
140.0 

4 548 4 857 
5 204 4 263 

6 023 6 360 
6 131 5 295 

I 475 I 503 
927 I 032 

93 8 95.6 
85 8 85.0 
95 5 

417 7 418.7 
441 9 443.3 
484 3 

June July Aug. 

1193 Ill 5 111.6 
103.0 100.2 107.4 

143 138 145 
160 134 128 

112 Ill 113 
210 t:l7 113 

552 590 641 
I 106 I 138 1 147 

293 294 294 
229 221 221 

31.1 34.1 33 1 
30.9 28.2 28.3 

135 138 138 
151 148 150 

126.8 127 4 128 3 
135 0 135 3 135.8 

4 437 4 933 5 058 
4 788 4 752 4 657 

5 448 6 355 6 327 
5 968 5 934 5 303 

1011 1 422 I 269 
1 180 1 182 646 

94.9 941 92.5 
83.8 82 4 81.8 

419.1 421.3 422.8 
444.2 447.7 455.6 

New orders received· manufacturmg mdustry (excluding food, beverages and tobacco). value index. source· Deutsche Bundesbank. 
Unfilled vacancies· position at end of month 
Construction number of dwellings authonzed. 
Pnvate consumer's expenditure: Total retail trade; value mdex. Source. Deutsche Bundesbank. 
Consumer pnces cost-of-hvmg mdex (all households). Source Deutsche Bundesbank. 
Imports cif, exports fob, values 

Balance of trade· difference between the seasonally adjusted values of Imports and exports 

Sept. Oct. Nov. Dec. 

112.3 108.8 110.6 105 3 
105.1 105 4 109 7 107.9 

137 139 134 127 
138 139 140 141 

110 112 110 Ill 
125 120 125 128 

686 761 834 864 
I 133 I 148 I 148 I 142 

270 260 267 276 
214 219 223 232 

32.9 34 6 29.2 34.2 
31.8 33 2 36.5 33.4 

139 142 139 137 
152 154 156 150 

128 7 129 4 130 1 1305 
136.5 137 0 137.1 137.5 

4 470 4 988 4 834 4 612 
5 087 5 192 4 933 5 375 

5 868 6 063 6 120 6 109 
5 761 5 815 5 942 6 225 

1 098 I 075 I 286 I 497 
674 623 1 009 850 

908 89.3 90.6 83.4 
81 3 824 81.6 86.4 

424 7 426.5 431.9 436.6 
459.7 467.0 472.9 479.0 

Official gold and foreign exchange reserves mcludmg IMF Special Drawmg Rights and reserve position at the IMF Figures are given gross, habih!Ies to abroad not having been 
deducted. Position at end of month. Source: Deutsche Bundesbank 
Money supply. M3 (mcludmg interest-beanng deposits); position at end of month Source. Deutsche Bundesbank. 
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February 

- On 9 February the Federal Government granted the Federal Labour 
Office OM 235 milhon for specific measures to combat unemployment 
among certam groups of the population (young people, elderly workers 
and those who are difficult to place). 

- On 12 February the Bundestag adopted a loss carry-back provlSlon to 
be mserted in the present earmngs tax law and enabling losses of up to OM 
5 million recorded in one year to be offset for tax purposes agamst the 
previous year's profits The new rules will take effect from 1975 and 
mclude all types of mcome The existing rules on carry-forward will apply 
m future to all taxpayers. The 1976 cost of the new arrangements, m terms 
of lost revenue, Is estimated at OM 300 million. 

March 

- On 18 March, the Bundestag passed the law on worker participatiOn. 
Under th1s law, supervisory boards of companies with more than 2 000 
employees will, from I July onwards, be composed of equal numbers of 
owners' and workers' representatives. In the event of a tie, the Chairman, 
who will normally be appointed by the shareholders, has the casting vote. 

- Wages and salaries in the metalworking industry were raised by 5.4%. 
The new rates came into force between I January and I April and, in some 

collective-agreement areas, compensatory t1at-rate amounts of between 
OM 60 and OM 1!0 per month were paid to cover the penods from I 
January until the dates on which the new rates became effective. 

April 

- On 12 Apnl, pubhc service employers and umons agreed to raise 
workers' and employees' monthly incomes by 5~1,;. yet not less than 
OM 85, backdated to I February. Officials will be granted a similar 
mcrease w1th effect from I January 1976. 

May 

'- A new JUvemle labour protection law came into force on I May. Under 
this law, the mmimum age at which young persons can take up 
employment was raised from fourteen to fifteen The law also contams 
provisiOns governing the maximum number of workmg hours for young 
people · 

- The federal Bank decided, on 4 May, to mcrease the ratio of 
compulsory reserves to certain qualifying liabilities by 5~0 with 
retrospective effect from I May and by a further 5~~ to take effect from I 
June The effect of this measure is to reduce, by about OM 4 000 
million, bank liquidity which had grown considerably as a result 
of the int1ow of foreign currency during the first quarter of the year. 

France 

Although private consumption stabilized early in the year, the recovery in the economy has spread to most sectors 
and industries. The key factors have been the vigour of exports and a substantial spurt in business demand. Even 
though imports necessarily increased sharply, the trade deficit has fallen. Unemployment has not yet started to fall 
despite the strong increase in unfilled vacancies. 

An increasing number of sectors could well be working at full capacity again by the end of the year. A rapid reduction 
in cyclical unemployment and possibly a return to balance of trade equilibrium may be expected. There is reason to 
fear, however, that these improvements will prove short-lived. For they will have been due, in part, to the stimulating 
effect of an inflation which has intensified with the first signs of recovery. 

1. Recent developments 

The strengthening of the recovery in output and the 
refloating of the franc have been the main features of the 
first half of the year. 

The recovery in industrial output during the period has 
gathered momentum and broadened at a rate which can 
be compared with the extreme rate of slowdown of 
activity during the recession (see graphs). The unpre­
cedented scale of the turnaround can be explained as 
follows. The last recession was remarkable for its 
suddenness and severity rather than for its length, which 
was much the same as that of 1958. On the other hand, the 
recovery in 1959 was moderated by the implementation of 
a restrictive programme in December 1958; in contrast, 
the recovery which began in the summer of 1975 and 
became rapid in the spring of 1976 was still being boosted 
by the reflationary measures decided in September 1975: 
the use (announced last April) of the Economic and Social 
Development Fund (FOES) to give further support to a 
number of industries which had begun to recover unaided 
is one example. Finally, in 1959, the economic trends in 
the main trading countries were still somewhat out of 
phase, whilst in the autumn of 1975, they were almost 
exactly in step and this proved a powerful stimulus to the 
revival of intra-Community trade. 
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In terms of volume, private consumption stabilized early in 
the year. The slowdown, or indeed the drop, in demand 
for manufactured goods which can be interpreted as a 
pause in the high level of expenditure, was associated with 
shifts in expenditure towards other categories of goods 
and services. This development has not impaired the 
vigour of production, since aggregate demand has been 
maintained by demand in other spheres. 

The upturn in domestic demand. excluding private 
consumption. has been as strong as the setback in the 
summer of 1974. The overall trend is, however, the net 
effect of contrasting movements: it is clear from surveys 
carried out that a slight fall in productive investment in the 
private sector can be expected for the full year, in spite of 
incentives adopted in 1975; on the other hand, activity in 
public works and residential construction should revert to 
something like normal. Finally, the reconstitution of 
stocks, which began in 1975 in respect of several 
categories of consumer goods, has gradually spread to 
other areas. The surge in business demand has been made 
possible by a substantial improvement in the financial 
position of the firms, achieved by the rapid absorption of 
spare capacity, which has led to substantial productivity 
gains. On this point, it now seems certain that the sharp 
fall in productivity per man/hour in industry (about 8%) 
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France

BUSINESSMEN'S' VIEWS ON TTIE INDUSTR,IAL SITUATION

Answers to questions in the EEC business survey,,carried out in France by INSEE'

GRAPHSA,B,CandD:Thethreezones(grey,whiteandblack)showthepercentagesofthethreedif|erentanswers.

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

weighted as follows:- 
bv 0.03 for the answer "above normal", or. "up:'.i
Ul O.OZ for the answer "normal", or "no change";..
ti, O.Ot for the answer "below normal", or "down"'

Stocks of finlshed Products

Trend in Eelltng PrlceeTrend ln product{on
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during the recession has been almost entirely made good 
in the first half of 1976. except in the capital goods sector. 
The swift upturn in output has been achieved by a return 
to normal working hours for those already employed: the 
number of unemployed has thus remained high. 
Nevertheless, the number of unfilled vacancies has 
increased by 25% between December 1975 and April 
1976. 

The recovery in overall export demand, confirmed at the 
end of 1975, has also been marked during the first half of 
1976. The value of exports, in national currency. 
increased, between December 1975 and Aprill976, at an 
annual rate of nearly 50%. Demand from third countries 
(United States, Spain) has been brisk, although falling 
short of the exceptional overall figure. It is noteworthy 
that it was during this very period of rapid export growth, 
while French exporters of manufactures were still 
expanding their shares of world markets (in terms of 
value), that the franc dropped in value on the exchanges. 

Several factors taken together serve to explain the decline 
of the franc, which since it left the European monetary 
'snake' has settled at a level 5 to 6% below its previous 

central rate. 

First of all, imports have been growing very rapidly since 
June 1975. The worsening of the trade balance, however, 
ended in the first quarter. On the basis of customs returns 
(fob-fob, seasonally adjusted), the deficit was held to 

ifF 2 000 million (compared with FF 2 600 million in the 
fourth quarter of 1975). However, the current account 
deficit, which reached FF 2 000 million in the fourth 
quarter of 1975 is estimated to have reached FF 4 000 
million in the first quarter of 1976 (adjusted figures). 

Secondly, despite the oil crisis, hourly wage rates in real 
terms have continued to increase; in the first quarter of 
1976. they still rose at an annual rate of nearly 5",~. This 
naturally meant a heavy increase in wage costs (see page 
90). In 1975, however, wage costs were still lower, in 
terms of comparative levels, than those being borne by 
France's major trading competitors. These discrepancies 
in wage cost levels are further evidence of the substantial 
differences which persist between the major industrial 
economies both in terms of economic structure and 
managerial methods. If one considers, for example, the 
role played by stock variations in the recession (see Table 
2 for each country), it is clear that in 1974 and 1975 
French firms showed much less foresight as regards stock 
management. Differences, as between countries, in wage 
cost trends since 1970 have affected French firms in very 
different ways according to type of firm: the traditional 
industries, which for twenty years have failed to hold off 
foreign competition although their labour costs are the 
lowest in France, have certainly been badly hurt by the 
relatively more rapid rise in low wages. The more limited 
number of firms in the export business, on the other hand, 
have, by and large, passed on the increases without 

TABLE 1 

Key indicators 

France 

Gross domestic product; volume 
of which: Industry J 

Gross domestic product in volume per 
person in employment 
Total employment (number of persons) 2 

- Independent entrepreneurs 
- Wage and salary earners in company 

sector 
- General Government 
Unemployment 

Compensation of employees per wage 
and salary earner 
Price index of private consumption 3 

Current account balance 3 

Excludmg constructwn. 
Domestic concept. 
Nahonal accounts concept. 

Untt 1968·1972 
average 4 5 

'\change 5.7 
6.4 

%change 4.9 
"~~change 0.8 

-2.5 

2.1 
2.4 

as% of 
labour force 2.0 

"~change 10.8 
%change 5.3 
Mrd FF - 4.9 

1973 5 1974 5 

• 
5.6 3.9 
5.9 2.8 

4.2 2.9 
1.3 1.0 

-2.6 - 2.5 

2.2 1.9 
2.4 1.7 

2.1 2.3 

12.4 17.7 
7.2 13.7 

- 5.3 - 33.7 

Geometnc mean of the change from 1967 to 1972: unemployment and current account balance: anthmetic mean over the five years. 
Source· SOEC. 

6 Estimates of Commtss10ns's Departments. 

1975 6 1976 6 

-2.0 6.0 
- 7.3 10.0 

-3.2 5.6 
- 1.2 0.4 
-3.0 - 2.5 

- 1.8 0.6 
3.0 2.8 

3.8 4.1 

15.0 15.7 
11.8 10.5 

- 1 - 18 
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difficulty in their prices. Finally, the particularly 
unfavourable position in 1975 was partly due to labour 
hoarding-whether on a voluntary or compulsory 
basis-during a period of reces~ion, which was less the 
case in other comparable countries. The converse effect 
could therefore automatically favour French firms in 
1976. 

Thirdly, after an almost uninterrupted slowdown since 
February, the rise in consumer prices became more 
marked at the beginning of the year. Seasonal factors and 
the automatic effect of postponing public sector price 
rises from the Autumn of 1975 to the beginning of 1976 
are to some extent responsible. Nevertheless, the tendency 
for price rises to accelerate, discernible as the recovery got 
under way, has been confirmed during the first half of 
1976. 

Fourthly, until the end of 1975, the authorities were 
mainly concerned with supporting the recovery which 
started in the early summer; the fight against inflation 
was not therefore made a priority of monetary policy. 
During the last few months, there has been a slight 
deceleration in the rate of expansion of the money supply 
(see graph). This fact is principally due to a reduced rate 
of growth of Treasury debt, reflecting the appreciable 
increase in VAT receipts, boosted by the recovery: but 
it is, above all, due to the fall in net official reserves 

(FF 1.3 billion in January, 4.1 in February, 8.1 in March). 
At the same time, lending to trade and industry continued 
to expand firmly. 

Fifthly, the steady fall of interest rates in 1975 speeded up 
in the autumn when the discount rate was lowered from 
9.5 to 8~ 0 ; the gap between the rate for one-month money 
on the French money market and that on the Eurodollar 
market closed rapidly and, in December 1975, the rates 
were 6.5°;,; and 6~'1,; respectively. 

Last but not least, it is quite possible that in a period of 
reforms, not all of which were welcome to all economic 
groups, internal pressure may have strengthened the 
latent external pressure weighing on the franc, especially 
as the public was not yet fully aware of the recovery in 
exports and in economic activity. The decline in net 
official reserves in the first quarter of 1976 represents 
altogether 13.5% of the amount held immediately 
previously, a movement matching that between August 
and November 1968. 

2. Outlook 

The outlook for exports in coming months remains 
favourable. Demand from the Federal Republic of 
Germany, the Benelux countries, the United States and 
Spain, accounting for about 4Q~,~ of exports in 1975, will 
gradually revert to normal as economic activity in these 

TABLE 2 

Demand for and supply of goods and services 

1973 2 19742 1975 3 1976 3 

France At ~,~ change on precedmg year 
current 
pnces I I I I I I Mrd FF Vol. Pnce Val. Vol. Pnce Val. Vol Pnce Val 

Pnvate consumptiOn 677.5 4.3 13.7 18.6 3.8 11.8 16.0 5 10.5 16 
Pubhc consumptiOn 139.0 3.5 14.4 18.4 4.2 11.6 16.3 2.5 II 14 
Gross fixed asset formation 294.1 3.1 15.4 19.0 - 5.8 11.6 5.1 2 9 II 
Domestic fmal uses (excludmg change in 
stocks) I 077.7 3.4 12.7 16.5 1.4 11.7 13.3 4 10.5 15 
Domestic fmal uses (mcludmg change m 
stocks) I 135.9 3.2 14.5 18.2 -3.3 11.6 7.9 7 10.5 18 
Exports I 201.4 15.6 23.6 42.9 - 3.7 5.5 0.6 8 8 17 
Imports I 193.9 12.7 40.0 57.5 -9.6 0.7 -9.0 13 10 25 
Gross domestic product at market pnces I 108.7 3.8 11.4 15.7 -2.0 12.8 10.5 6 10 16.5 

Contnbullon to percentage change m gross domestiC product 

Domestic fmal uses (excluding change in 
stocks) I 077.7 3.8 18.2 1.5 13.3 4.2 15.1 
Change m stocks 23.5 -0.5 -0.1 -4.7 - 5.3 2.8 2.8 
Balance of exports and Imports I 7.5 0.6 -2.3 1.3 2.5 - 1.0 - 1.4 

I Goods and services 
2 Source: Rapport sur les comptes de Ia Nauon 1974. Mm1stere de I'Econom1e et des Fmances. 
3 Estimates of CommJsston's Departments. 
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countries builds up to levels closer to long-term trends; 
this will also apply in respect of sales to Switzerland and 
the United Kingdom, though here the process will take 
longer. On the basis of past experience (the 1969 
devaluation and the weakness of the franc in the first half 
of 1974), it is likely that France's share in value, expressed 
in dollars, in world exports of manufactures will start to 
pick up once again towards the end of the year, the 
perverse effect of the depreciation of the franc having by 
then worked itself out. However, export firms will 
doubtless come under very heavy pressure from the 
domestic market and the terms they will be proposing to 
their foreign customers will deteriorate more rapidly than 
those offered by their main competitors, who will be 
operating under more favourable conditions. 

Overall domestic demand will remain firm, though the 
situation will vary appreciably from component to 
component. There is little evidence to suggest that 
consumption will further weaken in the second half of the 
year. The minimum assumption seems to be that the 
average rate of growth will be a little lower than the long­
term rate: even when the crisis was at its severest, real 
disposable income of households was still increasing and 
the atmosphere generated by the recovery should now 
sharply reduce precautionary saving; on the other hand, 
the wave of purchases of durable goods at the end of 1975 
is unlikely to occur again, were it only because of the 
official measures to curtail consumer credit adopted in 
February 1975. 

Productive investment should begin to grow again and 
firms will probably continue to build up depleted stocks,, 

though at a slower rate. Firms could well face cash 
difficulties once again as the period of relatively easy 
productivity gains draws to a close; moreover, the 
finances of companies will come under pressure from the 
Treasury as taxes earlier postponed become due on 
certain dates. 

The delay in the implementation of investment 
programmes, due partly to managements' scepticism as to 
the vigour and durability of the recovery, suggests that in 
certain sectors the expansion of industrial production 
could be curbed towards the end of the year by a shortage 
of production capacity. Similarly at the year-end a 
reduction in employment is likely; by then the unadjusted 
number of persons seeking employment could well have 
dipped below 850 000. This figure, which seems very high 
for a period of vigorous economic activity, cannot be 
compared to those of earlier periods of rapid growth. For 
example, the indicator used reflects the increased mobility 
of manpower in recent years. Moreover, while young 
people between 18 and 25 years of age account for only 
25°;.; of the working population, they will account for 
nearly 50% of the number of job-seekers at the end of the 
year (against 40~~~ in 1973), a fact which emphasizes the 
structural problem created by the present inappropriate 
distribution of occupational skills. 

Several uncertain factors make it particularly difficult to 
assess the future development of the trade balance; it is 
true that the gap which developed in 1975 between the 
recovery of imports and that of exports should now 
gradually be closed. However, with most firms working 
near capacity, it may well prove necessary to step up 

TABLE 3 

The central government budget 

1975 1976 

Ongmal budget Provtstonal Ongmal budget 
France outturn 

'i. 0 

FF Mrd change 5 FF Mrd FF Mrd chan"ge 5 

Expenditure I 269.5 + 18.1 292.7 306.2 + 13.6 
ofwhtch: 
- current expenditure 232.3 + 19.6 237.8 264.7 + 13.9 
- capital expenditure 37.2 + 10.1 54.9 41.5 + 11.6 
Revenue 3 269.5 + 18.0 253.1 306.2 + 13.6 
of which: 
- direct taxes 102.6 + 30.7 95.3 125.9 + 22.7. 
- indirect taxes 136.7 + 7.9 126.9 147.5 + 7.9 
Net borrowing requirement 0 - 39.6 0 

Disregardmg debt extinction. 
General budget; specific appropnation accounts; loan accounts and balance on other specifiC accounts. 

3 General budget; specific appropnation and loan accounts. after deduction of tax repayments and reliefs. 
4 Second revised Fmance Act. 
5 On the precedmg year's ongmal budget. 
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TABL£4 

Main economic indicators 

Industnal production• 
(I970 = 100) 

Unemployment• 
(I 000) 

Vacancies* 
(I 000) 

Private consumption· manufactured 
consumption* 
( 1963 FF '000 million) 

Consumer pnces 
(1970 = 100) 

Wages and salanes 
(1962 = 100) 

Vtsible Imports• 
(nulhon Eur) 

Visible exports• 
(million Eur) 

Balance of trade* 
(mtlhon Eur) 

Gross offictal reserves 
(FF '000 milhon) 

Bank lending• 
(FF '000 milhon) 

Money supply (M 1)• 
(FF '000 million) 

Money and near money (M2)* 
(FF '000 milhon) 

( ) Provisional. 
Not available 
Seasonally adjusted 

Year 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

goods 1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

Jan. Feb Mar. 

125 126 124 
115 114 112 
119 120 121 

4222 420.8 421 9 
661 I 694.2 738.2 
8960 &93.9 913.0 

241.4 236.1 241.2 
146.3 119.6 109.1 
106.0 1088 120.2 

14.35 13.66 13 36 
13.81 13 87 ·)3 22 
15.59 14.69 14 31 

127.4 1291 130.6 
145.9 1470 148.2 
159.9 161 0 162.4 

286.5 
344.6 
395.7 

3 325 3 306 3 463 
3 379 3 322 3 063 
3 852 4 116 4 191 

2 978 2 801 2 867 
3 201 3 224 3 007 
3479 3 667 3 700 

-347 -505 -596 
-178 - 98 - 56 
-373 -449 -491 

38 13 37.34 37.42 
95.92 96.49 97 37 
99.72 95 62 94 75 

553.0 560 I 
646.7 655.9 661 4 

(733.4) (746.9) (760 0) 

316.2 318.4 
355 I 353 5 359 5 

(412.4) (4194) (421.7) 

559.4 565.9 : 
653.9 6602 661.3 

(769.8) (782 7) (783 8) 

. 

Source: Statistical Office of the European Commumlles (except as otherwise mdtcated) 
Conversion into Eur of SOEC see Table 853 of ''General Stallsttcs". 

Apr. May 

125 127 
112 108 

426.4 437.7 
776.5 814.8 
918.5 

236.0 236.2 
105.7 104.9 
129.1 

13 61 13.84 
13.63 13.75 

(14.65) 

132.7 134.3 
149 5 150.6 
163.9 

301.1 
357.4 

(411.5) 

3 619 3 634 
3 439 2944 
4 204 

2 951 3 085 
3 340 3 132 
3 677 

-668 -549 
-99 + 188 

-527 

37.42 37.49 
98.52 100 52 
88.40 

: 
667.7 6709 

: 
354 4 357.1 

666.6 671 9 

June July Aug. 

126 125 124 
113 110 112 

455 2 478.8 496.2 
859.0 885.6 896.6 

219.1 216.2 211.3 
104.4 1034 104.5 

13.59 13.54 13.89 
13.58 1400 14.24 

135.8 137.5 138.6 
151.7 152.8 153.8 

319.6 
374.7 

3 254 3 852 3 562 
3 306 3 489 3 276 

2 908 3 199 3 073 
3 381 3 330 3 295 

-346 -653 -489 
+ 75 -159 + 19 

37 60 38 28 39.17 
100.21 93.19 94.59 

595.3 601.3 615.2 
681.4 690 6 698.0 

335 7 330.8 331.0 
3664 373.3 379 I 

595.8 598.2 603.3 
681 5 691 9 703 0 

Industrial production, excludmg construction, food, beverages and tobacco: coverage about 50"·~ of the comprehensive anuualmdex. 
Unemployment: unsatisfied job requests at month-end 
Vacancies· unfilled vacancies at month-end. 

Sept. Oct. Nov. Dec. 

122 122 118 119 
Ill 113 113 119 

547.1 586.6 633.6 662.9 
957.5 9541 929.3 920.5 

170.7 1442 138.0 165.7 
108.4 100.8 100.6 104.0 

13.76 13.76 13.01 13.32 
14.42 15.10 14.95 14 92 

140.1 141.8 143.1 144.3 
155 I 156.3 157.3 158.2 

332 0 
385.3 

3 626 3 152 3 320 3 585 
3 493 3 839 3 496 3 903 

3 223 3 178 3 119 3 346 
3 336 3 329 3 256 3 498 

-403 -574 -201 -239 
-157 -510 -240 -405 

39.61 41.24 41 37 40.38 
95 57 99.66 101 79 100.98 

616.2 621.4 627 8 636.7 
702 6 711.6 720.1 (725.9) 

332 4 338.7 356.0 362.0 
386 4 390.0 397.8 (407.2) 

609.5 620.4 641.5 650.7 
716.7 731 0 744.1 (754.4) 

Private consumption· volume of consumptiOn of manufactured goods: coverage: about 40~ .. of the quarterly index which covers all goods and servtces. Source: INSEE. 
Consumer prices mdex covermg 295 Items 
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Wages and salanes index of hourly wage rates, all sectors, natmnwtde, as at first day of quarter. Source. INSEE 
Imports ctf, exports fob, excludmg mihtary supphes. 

Balance of trade: dtfference between the seasonally adjusted values of Imports and exports. 
Gross offictal reserves: gold and foreign exchange reserves, SDR's and position at IMF. 
Bank lendmg· total bank lendmg, posttion at end of month. Source. Banque de France 

Money supply. fiduciary circulallon (total notes and cotn in ctrculallon, excluding notes and coin held by the Banque de France) plus stght deposits (deposits made wtth the 
Banque de France by pnvate persons or enterpnses, deposits with the Post Office gtro or wtth pubhc accountants. plus sight deposits relatmg to the activities ofcertam financmg 
inslltuttons m metropolitan France). Posttton at end of month Source Banque de France. 
Money and near money: pos1tion at end of month Source: Ban que de France 



imports and thiS could make the achievement of 
equilibrium, even at today's prices, more difficult at a 
time when it is by no means certain that the terms of trade 
may not deteriorate again. Nevertheless for the year as a 
whole the dynamism of exports will more than 
compensate for the further growth in expenditure on 
energy products induced by the recovery (10 000 million 
francs in total). 

Since it is unlikely that in the near future there will be any 
substantial change in the behaviour of the main economic 
groups, there is little Teason to expect any spontaneous 
slowdown in price and wage movements. There is a 
general view, on both sides of industry, that only vigorous 
growth of private consumption can stimulate economic 
development, and only the depreciation of the franc can 
achieve external competitivity. It should also be noted 
that the very uneven distribution of wage rates in France, 
is probably a reflection of major ~ifferences in levels of 
skill. The policy pursued in recent years to narrow the 
differentials by boosting low pay levels no longer seems 
efficacious: increases in the guaranteed minimum hourly 
w-age rate ( 'SMIC' ) have in recent years definitely tended 
to force up other hourly wage rates, after a time-lag of 
about nine months. 

The same applies to consumer prices, the upward 
movement of which will probably not slow down. Indeed 
it is quite possible that by the end of the year the rate of 
increase will once again be above 1 0~%;: apart from the 
structural causes of inflation, which the recessionary 
phase will have done nothing to dispel and, apart from 
internal and external short-term factors, prices will be 
under pressure in coming months as a result of weaker 
competition from abroad and the increase in the cost of 
imported items following the depreciation of the franc. 

It is quite likely that the rate of inflation will be twice as 
high as that in other major exporting countries, and this is 
bound to jeopardize the gains that will be made in the 
second half of the year, especially with regard to 
employment. In particular, the increases in prices and 
wages since the beginning of the year create the conditions 
for new pressures on the franc, if only from abroad. 
Recourse to a more severe policy, particularly in the 
monetary area, seems to be the only answer in the short­
run. Indeed, the existing stance of economic policy 
(return to a more restrictive budgetary policy and credit 
limitations) is justified by the current situation; but if this 
policy is not pursued with sufficient force, continuity and 

determination, there is a grave risk that the French 
economy will progressively suffer the vicious circle of 
rising inflation rates and worsening terms of trade. 

Major economic policy measures 

Decl!mber /975. 

- To make good a deficit assessed at FF 9 000 million for 1976, 
employer's and employees' social security contributions will be 
raised by about 1.5%, and the Central Government will make a grant of 
FF 2 000 million.· 

January 1976: 

- The minimum hourly rate ( 'SMIC') was ra1sed from FF 7.71 to 
FF 7. 89, representing an increase of2. 3% since the last change on I October 
1975. 

- Pensions paid by the soc1al security scheme were increased by 8.3% and 
the old-age minimum rate was raised from FF 20 to FF 22 per day. 
February: 

- Compensation pa1d to workers on short time at the rate of 50",~ of the 
gross hourly wage was extended until 15 September 1976. 

- The Central Government's share in the compensation pmd to workers 
on short time was increased by 20"., and pubhc unemployment 
compensation was mcreased by 12. 5" 0 

March· 

- The franc was Withdrawn from the group of European currencies 
linked by the agreement on narrow margins. 

- The advance corporation tax payment for 1976, which should have 
been made before 15 March. was reduced by. 50" 0 , the balance to be pa1d 
only on 15 December. (Fums must still, however, pay on 15 April1976 
the last advance payment postponed since 15 September 1975 and the 
balance due for 1975.) 

- Regulations concernmg producers' pnces for a number of mdustnal 
items were liberalized. Trade margms on imported items resold without 
further processing were frozen at the level of 12 March 1976. 

- The maximum period ofhire-purchasmg financing for individuals was 
reduced from 30 to 24 months for motor cars and from 24 to 21 months for 
other consumer items. 

Apn/: 

- The mimmum hourly wage rate ( ·sMIC') was rmsed from FF 7.89 to 
FF 8.08, representmg an increase of 2.4% since the last change on 
I January. 
- The scheme for job-creatiOn incentive premiums was extended. for 
artisan-type firms, until 31 December 1976. 

- The June 1976 mea;urc; designed to help young people seeking their 
first JOb were extended to all job-seekers between 17 and 25 years of age. 
and Central Government financial aid was increased and extended. At 
the same time, arrangements enabling firms to conclude fixed-duration 
work contracts were extended to cover additional cases. 

May· 

- Taking the last quarter of 1975 as 100, credit subject to limitation­
about 80";, of all credit allocated-may not exceed 117 for the large banks 
(against 113 in June 1976), 121 for small and medium-sized banks (against 
117), 132 for consumer credit estabhshments (against 127) and 142 for 
short-term export credit (agamst 134). 

Ireland 

After a recessionary phase which stretched from the spring of 1974 to the autumn of 1975 the Irish economy appears, 
more recently, to have registered an upturn which is tending to accelerate. As a result, the current balance of 
payments deficit has worsened markedly. The unemployment rate, moreover, remains high. The progress observed 
in the fight against inflation in the second half of 1975 has not continued. 

The improvement in activity should strengthen in the coming months by an improvement in external demand and 
investment. Price developments will remain worrying and the external deficit should increase still further. 

47 



1. Recent developments 

The Irish economy, which, since the middle of 1974 was in 
recession, entering the cycle later than other Member 
States, seems now to have moved into a recovery phase 
which began towards the end of 1975. The more 
satisfactory level of activity has not been reflected in a 
reduction of unemployment. At the same time the rate of 
inflation has tended to accelerate, and the balance of 
payments is deteriorating progressively. 

Exports in the past few months have fallen quite 
markedly: from January to April the total value of 
exports, corrected for seasonal variations, fell by nearly 
3% in comparison with the four previous months. Given 
the persistent rise in export prices the reduction in volume _ 
is likely to have been considerably more. Nevertheless, 
this unfavourable performance is due basically to the fall 
in agricultural sales since the beginning of the year, 
because of the fall in the cattle stocks resulting from the 
exceptionally high exports in the second half of 1975. In 
contrast, exports of industrial products have continued to 
progress. 

Internal demand has firmed up a little. The less and the 
more favourable financial position of companies have led 
to some improvement in the illl'estment climate in the 
private sector. Given the degree of capacity utilization, it 
will, however, follow some way behind the conjunctural 
recovery. The latest surveys carried out among 
managements show some increase in order books for 
those firms producing capital goods. In the past few 
months the recessionary trend observed since the middle 
of 1974 in the construction sector appears to have ended. 
Sales of cement, which had fallen rapidly for a number of 

months, increased from the autumn. In addition, the 
number of housing starts has remained high. Judging 
from the latest budgetary figures concerning capital 
expenditure, public authority investment seems to have 
been more dynamic. 

Consumers' expenditure has recovered substantially since 
the end of the summer due to the concerted effect of a 
certain number of factors: the favourable effect of the 
June budgetary measures, a tendency towards a reduction 
in the savings ratio as well as the need for replacement of 
durables spurred on by the likelihood and the actuality of 
a harsh budget early this year. From December to 
February the index of retail sales, seasonally adjusted, 
grew by 9.5% over the three preceding months to reach a 
level nearly 33% above that of a year earlier. In volume 
the growth has been of the order of 3 Yl'j~. Despite the 
increase in prices of petrol, new car registrations have 
increased very rapidly, and in the first four months of 
1976 were 35% higher than in the last four months of 
1975. 

Industrial production. after levelling off in the third 
quarter, has since recorded a recovery, in particular in the 
textile and apparel sectors. Its level is, however, still a 
good deal below that of the first quarter of 1974, the last 
period the growth recorded before the recession. 
Agricultural production is likely to have grown over the 
past few months, in particular in the milk products and 
pig sectors. Tourism has continued to benefit from an 
increased number of visitors. 

The employment situation continues to pose problems 
despite a recent tendency towards some stabilization. The 
number out of work, seasonally adjusted, has continued 

TABLE I 

Key indicators 

Ireland 

Gross domestic product: volu.me 
of which: Industry I 

Gross domestic product in volume per 
person in employment 
Total employment (number of persons) 2 

Unemployment 

Compensation of employees per wage 
and salary earner 
Price index of private consumption 3 

Current account balance 3 

Value added at constant prtces, mcludmg construction 
Domesttc concept, m1d-ApnL 
NatiOnal accounts concept. 

Untt 

·~~change 

'j~ change 
";.;change 
as cj~ of 

labour force 

~·,~ change 
'%change 

£ mio. 

1968-1972 1973 5 1974 5 average 4 5 

5.2 5.4 0.4 
6.1 ll.6 2.8 

5.5 4.9 - 0.3 
- 0.3 0.5 0.7 

5.7 5.9 5.7 

15.2 18.4 17.6 
7.5 11.0 17.3 

-54.0 -78.1 - 288.0 

Geometnc mean of the change from 1967 to 1972, unemployment and current account balance anthmettc mean over the five years 
Soune: CSO. 
Esttmates of Comm1sswn's Departments. 
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1975 6 1976 6 

- 1.5 3.0 
- 6.0 5.5 

0.5 5.0 
- 2.0 - 2.0 

8.0 10.0 

28.0 15.5 
21.0 17.0 

- 15.0 - 300.0 
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to increase and reached Ill 400 in April, representing 
nearly 10% of the labour force. Despite some rays of 
improvement in construction, the number unemployed in 
this sector remains very high. 

The rise in prices has accelerated sharply since the 
autumn. The rise in prices of some current consumer 
items (drink, tobacco and petrol) resulting from the 
alteration of indirect tax rates in December and January 
has been supplemented by autonomous increases in prices 
of food products (beef and potatoes) and other non­
durable goods. In addition, substantial rises in public 
sector charges have come into effect since the beginning of 
the year. The consumer price index' in mio-February 
recorded an increase of 7.3~~ over the preceding quarter 
and was 16. ~~~ higher than the previous year. 

Due to the stimulating effect of the recovery and the need 
for a reconstitution of stocks, imports have in the course 
of the past few months experienced a particularly rapid 
development: from January to April their rate of growth 
in value was 13% up on the previous four months. 
Purchases from EEC member countries, with the 
exception of the Federal Republic of Germany and 
Belgium, have shown the most progress. 

As a result of this growth of imports, the weakness of 

I The Central Statistics Office, now publishes a new index excludmg 
mdirect tax increases. In addition the index has recently been re-weigh ted. 

exports and the depreciation of sterling, the trade balance 
has deteriorated markedly. From January to April the 
deficit reached £183 million, more than double the figure 
for the preceding four months. The current balance of 
payments should equally be in substantial deficit. Large 
borrowing abroad has increased official external reserves 
which at the end of April were at £76 I million, £85 million 
higher than in December 1975. The monetary distur­
bances since the beginning of the year have led to a 
depreciation' of the Irish pound of around 5~~. 
considerably less than the UK depreciation. 

As a result of the budget oflast January, budgetary policy 
has been more restrictive over the past few months. A 
serious effort has been made to restrict the growth of 
current spending, but the recently proposed national pay 
agreement may compromise this development. 

Monetary policy has overall been relatively easy. The 
commercial banks' interest rates were lowered by I 1/4% 
in February in order to reduce the margin which had 
grown up between corresponding rates in the UK. The 
increase in the money supply in February remained close 
to 20~;.;. The rate of growth of bank lending to the private 
sector has tended to accelerate since the beginning of the 
year. 

1 On a trade-weighted basis. 

TABLE 2 

D.emand for and supply of goods and services 

Ireland 

Private consumption 
Public consumption 
Gross fixed asset formation 
Domestic final uses (excluding change in 
stocks) 
Domestic final uses (including change Ill 

stocks) 
Exports I 

Imports 1 

Gross domestic product at market prices 

Domestic final uses (excluding change in 
stocks) 
Change in stocks 
Balance of exports and imports I 

I Goods and serv1ces 
2 Source 'Review of 1974 and outlook for 1975' 
3 Estimates of CommJsSJon"s Departments. 
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1973 2 1974 2 

At curr 
pnces 

I Pnce I £ ffi!O Vol 

I 776 -2.3 17.3 
403 6.4 18.0 
591 - 3.4 25.6 

2 770 -1.4 19.3 

2 844 - 1.6 19.3 
I 017 0.9 22.2 
I 208 -3.7 47.4 
2 653 0.4 8.1 

2 770 -1.5 
74 -0.3 

-191 2.0 

1975 3 1976 3 

u 
11 

change on precedmg year 

Val Vol I Pnce _j Val Vol. 1 Pnce I Val 

14.6 -I 21 20 3.5 17 21 
25.6 2 35 37.5 2 20 22 
21.3 -5 20 14 I 20 21 

17.6 - 1.5 23.5 21.5 2.5 18.5 21.5 

17.4 -7.5 23 14 7 18.5 26.5 
23.3 6 20 27 3 17 20.5 
41.9 -7.5 15 6.5 10.5 18.5 31 

8.5 - 1.5 26 24 3 17.5 21.5 

Contribution to percentage change m GDP 

18.4 - 1.6 24.2 3.0 23.6 
0.2 -7.0 -8.1 4.5 4.6 

- 10.1 7.1 7.9 -4.2 -6.8 



· 2. Outlook 

The recovery in the economy should gather force in the 
coming months, in conjunction with the improvement in 
external demand, in particular that of the United 
Kingdom and other Community countries, for which the 
growth forecasts appear more favourable now than at 
first expected. The strength of the recovery will depend, 
however, on the development of private consumption 
which up to the present has been the principal driving 
force of the upturn and which could be affected adversely 
by last January's budget. If this is the case, the 
improvement in the propensity to invest may be held 
back. In total, the rate of growth of gross domestic 
product, in real terms, should be around 3% for 1976 as a 
whole. 

Industrial exports should once again grow more rapidly. 
Indeed, sales to the United Kingdom should accelerate 
and deliveries to other Community countries and the 
United States will be encouraged both by their internal 
demand picture and the stimulus given by the 
depreciation of sterling. On the other hand, agricultural 
exports should only progress moderately in value and 
decline in volume on account of the number of animals 
available for export and the restocking cycle. 

Internal demand should continue to develop but at a 
slower level than in the past few months. The investment 
propensity undoubtedly will strengthen. Investment in 
industry should, given the improvement in the general 
picture and outlook, benefit from the plans put into cold 
storage in the recessionary phase. In addition, foreign and 

particularly American investment should begin to 
accelerate. Given the substantial growth in capital 
expenditure for the public sector foreseen in the January 
budget, half in industry and the remainder principally in 
agriculture and the energy sector, investment in these 
areas should be stimulated. On the other hand, residential 
construction is unlikely to increase. 

Consumers' expenditure should develop more slowly than 
at the beginning of the recovery phase. Real purchasing 
power will be affected by the indirect tax increases in the 
January budget. In addition, the proposed new National 
Pay Agreement, which does not provide for any increases 
before the summer, should, at most, result in the 
maintenance of real incomes. Thus, the support of 
consumers' expenditure will depend to a large extent on a 
further reduction in the savings ratio which still remains 
high. Public consumption should progress more rapidly 
than foreseen before the new pay proposals. 

As a result of the expected strengthening of demand, 
industrial production should reach again the level achieved 
before the beginning of the recession. 

Employment should also improve with the pick up in 
activity. However, given the necessity for mopping up the 
strong increases in the labour force, the unemployment 
rate will fall more slowly than in the corresponding phase 
of previous recoveries; the number registered as out of 
work will undoubtedly remain above 100 000. 

The inflation rate should not slow down by very much and 
for the year as a whole the rise in prices could be of the 
order of 17°~. Added to the effects of the new pay 

TABLE 3 

The central government budget 

1975 1976 

Ongmal budget ProVISIOnal Ongmal budget 
Ireland outturn 

0 "I, 
£m10 'o £ mw £ miO change 4 change 4 

Expenditure I I 562 29.0 I 680 2 043 30.8 
of which: 
- current expendtture I 252 33.0 I 350 I 683 34.4 
- capttal expenditure 2 310 14.8 330 360 16.1 
Revenue 3 I 129 25.6 I 099 I 364 20.8 
of which: 
- direct taxes 390 32.2 375 462 18.5 
- mdirect taxes 581 24.7 551 688 18.4 
Net borrowing requirement - 433 - 581 - 697 

D1sregardmg debt extmctwn 
Excludmg loans to the Intervention Agency. 
Excludmg reimbursements of loans by the InterventiOn Agency. 

4 On the precedmg year's original budget. 
Note: The figures in th1s table are based on the national budgets and are recalculated on the basis of ~ommumty defimtions. 
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TABLE 4 

Main economic indicators 

lndustnal productiOn* 
(1970 = 100) 

Unemployed* 
(I 000) 

Construction* 

Pnvate consumers' expenditure* 
(1970 = 100) 

Consumer pnces 

(1970 = 100) 

Vtstble Imports* 
(million Eur) 

VISible exports* 
(million Eur) 

Balance of Trade* 
(million Eur) 

Offictal foreign exchange reserves 
(million Eur) 

Money supply 
(million Eur) 

( ) ProvisiOn,tl 
Not available 
Seasonally adjusted 

Year Jan 

1973 
1974 
1975 

1974 65 7 
1975 85 3 
1976 108 6 

1973 3604 
1974 2 399 
1975 I 830 

1974 !52 3 
1975 179 2 
1976 219 0 

1974 
1975 
1976 

1974 210 7 
1975 249 7 
1976 254.6 

1974 163 2 
1975 1962 
1976 184 9 

1974 -47 5 
1975 -53 5 
1976 -69.7 

1974 816 
1975 822 
1976 I 194 

1974 I 017 
1975 950 
1976 I 080 

Feb Mar 

118.1 
126 I 
115 I 

66.0 65 I 
87.3 902 

110.0 1106 

5 302 4 213 
I 642 3 369 
I 646 2 190 

!59 3 156.6 
178 7 181 8 

143 5 
177 7 
206 3 

228 9 255 2 
249 9 200 3 
273 0 300 3 

167 I 164 8 
185 5 !55 I 
198.8 192 8 

-61 8 - 90.4 
-644 - 45 2 
-74.2 -107 5 

761 809 
809 798 

I 165 I 194 

960 I 021 
920 966 

I 068 

Soura. Statistical Office of the European Commumties (except as otherwise mdicated). 
ConversiOn mto Eur see Table 853 m 'General Stahsttcs' of the SOEC 

lndu,tnal productiOn CSO. Mmmg and manufacturmg mdustry 
Unemployment· Number of registered unemployed 
Construction Total of dwellmgs begun or authonzed 
Pnvate consumers' expenditure Retatl Sales Index m value. 

Consumer pnces CSO: Consumer pnce mdex 
VISible trade Imports cif. exports fob 
Balance of trade dtfference between values of 1m ports dlld exports 

Apr May 

118 8 
123 3 
113 9 

66 6 67 8 
942 97 3 

Ill 4 

I 068 I 818 
2 476 2 163 
2 195 I 720 

165 2 161 9 
183 5 1966 

!51 5 
188 5 

275.7 269 2 
237 0 225 3 
269 5 

175 0 165 2 
199 9 192 2 
238 9 

-100.7 -1040 
- 37 I - 33 I 
-30 6 

759 762 
799 821 

I 109 

971 937 
963 939 

June July Aug. Sept Oct Nov. Dec. 

119 I 119.4 
121.1 118.3 
1139 (115 8) 

68 4 69 7 71 I 74 I 74.4 773 80 3 
99 5 100 7 1026 103 I 1044 105 5 1097 

I 282 I 768 I 976 2 544 2 227 2 091 2 026 
2 098 2 023 2 121 2 282 I 891 I 904 I 868 
2 463 I 842 2 081 2 158 I 703 I 739 2 290 

163 5 167 9 169 9 166 9 172.0 176 I 175 6 
189.0 195.8 194.9 203 I 208 0 212.1 231 8 

!57 3 164 5 
187.1 192 2 

251 5 281 5 283 8 259.3 258 9 225 3 226 5 
208 6 241 4 225 I 239.7 2442 261 I 263 0 

171.3 186.4 174 2 168.4 188 0 191 2 193 I 
163 I 208 7 197.5 208 5 257 8 214 7 197 7 

-802 -95 I -109.6 -909 -709 -341 -334 
-45 5 -32 7 - 27 6 -31.2 + 13 6 -464 -65 3 

732 818 924 870 881 873 862 
853 900 890 948 908 938 I 092 

960 952 966 994 968 971 998 
976 961 I 004 I 069 I 040 I 050 I 106 

Official Foreign Exchange Reserves Offic~al External Reserves, Monetary Authont1es' reserves of converttble currency. holdmgs ofspectal drawmg nghts and reserve position m 
the IMF 
Money Supply· Currency and current accounts 

agreement will be those resulting from the application of 
equal pay as well as increases in employers' social 
insurance contributions. In addition, the iise in import 
prices will be further aggravated by the depreciation of 
the pound. 

This final factor as well as the growing need for imported 
semi-finished goods for domestic production in this phase 

52 

of recovery will be reflected in rapid import growth. Thus, 
a substantial deterioration can be expected in the trade 
balance and a balance of payments deficit of roughly the 
same order of magnitude as in 1974 (£300 million) is 
likely. Despite the favourable effect of the Community 
loan of$ 300 million approved last February, the official 
reserves will undoubtedly nse less rapidly than 
previously. 



The essential problems of the Irish economy will thus 
continue to be very much the same. Although the 
consolidation of the recovery seems probable and 
although such a development will make the employment 
situation less acute, the constraints facing economic 
policy will remain pressing. In the absence of a consensus 
on a more restrictive line on incomes, the development of 
costs and prices runs the risk of holding back exports, 
which up to recently have been aided by the substantial 
deterioration in the pound, and leading to a balance of 
payments deficit which is difficult to bear. This chain of 
events will make inevitable additional increases in 
taxation to channel resources towards firms. In addition, 
successes in incomes policies in important partner 
countries will make greater discipline in this area even 
more necessary. 

Major economic policy measures 

Nol'ember 1975: 

-- Insh Banks' Standmg Commtttee announced an increase m lending 
rates, effective from the close of busmess on 20 November. 

- The Butlding Socteties increased their mortgage rates by I"" to \2 V2" ~ 
following the termination of the Government Interest rate substdy. 

December· 

- The Taotseach announced that the Government advocates a pay 
restramt pohcy until the end of 1976_ 

- The Department of Local Government announced that housmg grants 
are to be restncted to applicants ehgible for local authority supplementary 
grants, t.e. those earning less than £45 a week_ 

January 1976.-

- Customs dulles between Ireland and other Member States of the 
Community and with EFT A countnes were cut by a further 20" 0 with 
effect from I January. 

- Followmg a decisiOn by the Commission, the rates of tanffs on 

imported shoes wtth leather uppers, due to be reduced on I January, were 
maintained at 9"., for imports from the UK and 18.5"0 from other EEC 
and EFTA countries Charges on other suppliers formerly fixed at 17 2''-., 
wtll be 23" 

0
_ These rates will remam in force for six months. 

- The Government dectded to implement- on a marriage differentiated 
basis- the final phase of equal pay to pubhc servtce employees effective 
from I January. 

- The Mtmster for Finance introduced the annual budget on 28 January 
The main pomts were: 

soctal welfare payment will be mcreased by I 0"-0 from I April; 
the maxtmum unemployment benefit has been fixed at 85" 0 of net 
previous earnmgs, The benefit for farmers on smallholdmgs has been 
reduced; 
substanttal increases m mdirect taxes were imposed to give a total 
yield of£ I 06 mtllion; 
per;,onal income tax allowance mcreased by up to I 0" 0 ; 

date of payment for self-employed brought forward three months and 
'Pay-a,-you-earn' system mtroduced for ctvil servants; 
extension of special tax relief for stock replacement; 
the Government's public capital programme for 1976 ts estimated to 
cost £596,3 mtllion, 27S' 0 higher than the amount spent last year 

February_ 

- Finance Ministers of the EEC agreed that Ireland should be granted a 
£150 million loan over a 5-year period_ 

- The Associated Banks announced that the mterest rates on their 
lending and depostts wtll be reduced by I 1/4" ~-

March,-

- Negotiations for a 1976 Nat10nal Pay Agreement broke down on 24 
March_ The Taoiseach asked the two sides to meet again, 

Apn/,' 

- The lnsh Building Societies' AssociatiOn announced that the mortgage 
rate on house purchase loans will be reduced from \2,50"., to I L85"., m 
May 1976, 

- Contribution rates for Soctal Welfare Insurance were increased on 5 
'ApnL 

- A draft Nat10nal Pay Agreement produced by the Employer-Labour 
Conference provides for a pay pause of two months, an mcrease of 
£2 + 3" .,, and after five months a further rise of the same magmtude The 
agreement wtll last for \3 V2 months_ 

Italy 

Italy's economy reached its low point in the last third of 1975 and since then has been on a distinctly rising trend.ln the 
early months of 1976, the growth of economic activity was sustained mainly by private consumption and stockbuilding, 
while exports tended to decline in the period January-April, after a rapid upswing towards the end of last year. The 
numbers in employment, which had remained virtually stable last year, fell slightly. The faster upsurge in prices and 
the deterioration in the balance of payments continued and, together with non-economic factors, led to an extremely 
rapid depreciation of the lira. 

Although the trend of economic activity is likely to slacken again in the second half of the year, real gross domestic 
product- which had declined in the previous year- might well grow by about 1%% between 1975 and 1976. 

1. Recent developments 

The economic recovery, which got under way in the 
fourth quarter of 1975, continued in the early months of 
1976. 

Exports showed an underlying fall, mainly because of a 
certain wait-and-see attitude on the part of exporters in 
the face of the persistent depreciation of the lira, but even 
so their value in the first four months was 23 Yz 01~ up on a 
year earlier. The increase in terms of volume was 

considerably smaller. Above-average rates of growth 
were recorded in exports of motorcars and textiles and in 
deliveries to oil-producing countries and to the other 
Community countries. 

According to the mostly qualitative, and incomplete indi­
cators available so far, the trend of domestic demand was 
distinctly upward in the period January to April. In the 
area of investment demand, this was undoubtedly true for 
stockbuilding, although the movement was probably no 
longer quite as strong as in the fourth quarter oflast year. 
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In addition, pressure to rationalize may again have led to 
some increase in capital expenditure on plant and 
machinery. Building investment, on the other hand, 
clearly maintained its downward tendency. 

In the early months of 1976, private consumers' 
expenditure rose vigorously. Consumer durables, such as 
motor vehicles and household appliances, were in 
particularly strong demand, considerable need to replace 
these having evidently built up last year. The general 
impression is that the propensity to consume ~as b~en 
strengthened by the expectation that the upsurge m pnces 
will gather further momentum. 

The 1ST AT indices - seasonally adjusted by ISCO -
suggest that industrial production in the first quarter again 
grew distinctly (by about 3 Yz% compared with the level of 
the three previous months). The unadjusted index was 
thus 5.9~~~ up on a year earlier, after a year-on-year drop 
of 1.2~;.; in the fourth quarter of 1975 and a fall of9.2% for 
1975 as a whole. Preliminary information shows that in 
the first quarter the seasonally adjusted production of 
consumer goods and intermediate products, and of gas 
and electricity, expanded particularly vigorously. As the 
trend of industrial production has been pointing up since 
last autumn and because of weak investment activity, the 
ISCO-Mondo Economic business surveys indicate that 
the degree of utilization of industrial production capacity 
increased, for the first time in more than one and a half 
years, moving from 68% in the fourth quarter of 1975 to 
71.7% in the first quarter of 1976. 

According to the customs returns seasonally adjusted by 
ISCO, the value of imports in the first four months was 
over 8% higher than the preceding four month period. _It 
should be borne in mind that the level recorded m 
December was unusually high for various reasons 
(speculation against the lira, method of collecting 
statistics). In the period January-April, imports, not 
seasonally adjusted, were over 39% up on the level of the 
corresponding period of 1975. Above-average growth 
rates were evident in imports of motor cars, textiles and 
chemicals. 

In spite of the rising production curve, the weakness on 
the labour market persisted. The numbers employed -
which had remained remarkably stable during last year­
tended to fall at the beginning of 1976, especially in 
building, agriculture and industry. In the services sector, 
by contrast, they rose once again. Since the numbers 
employed fell more sharply than the labour force, the 
number of unemployed (source: ISTAT) went up 
according to the Banca d'Italia's seasonally adjusted 
calculations. At 681 000 it was 12.9% higher in January 
1976 than a year earlier. The proportion of young people 
in the number of unemployed again grew, reaching 
almost two-thirds in January. The unemployment rate 
averaged 3.5%' for the country as a whole and was no less 
than 5.2% in Southern Italy and the islands; in these parts 
of the country unemployment rate among women stood 

I 4. 7~ 0 , if half the underemployed are also taken into account. 

TABLE 1 

Key indicators 

ltdly 

Gross domestic product; volume 
of which: Industry I 

Gross domestic product in volume per 
person in employment 
Total employment (number of persons) 2 

- Self-employed 
-Employed 
Unemployed 

Compensation of employees per wage 
and salary earner 
Price index of private consumptiOn 3 

Current account balance 3 

Excludmg bUJidmg and constructiOn 
Domesttc concept 
NatiOnal accounts concept~ on annual basts 

Umt 

~~~ change 

~,;;change 

%change 

as~<, of 
labour force 

'~10 change 
~~~change 

Lit. '000 
Million 

1968-1972 1973 5 1974 5 average 4 5 

3.9 6.8 3.4 
4.9 10.3 4.9 

4.5 5.8 1.2 
-0.6 0.9 1.5 
-3.9 - 1.5 0.1 

1.2 1.9 2.1 

3.4 3.5 2.9 

11.9 19.2 21.4 
5.1 12.1 20.2 

I 234 -I 574 - 5 179 

Geometnc mean of the change from 1967 to 1972, unemployment and current account balance anthmetlc mean over the five years 
Sowce Relazwne Generate sulla sttuazwne economtca del Pae&e: 1975 
Esttmates of Commtsston's Departments 
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1975 5 1976 6 

- 3.7 1.6 
- 9.7 3.3 

- 4.2 2.3 
- 0.1 - 0.7 
- 1.0 0 

0.2 - 1.0 

3.3 3.8 

19.5 20.2 
17.4 20.5 

-344 - 700 



Monthly changes 
%Monthly rate (%) of change (3MM) at an annual rate (3MM)% 
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Source: SOEC except where otherwise indicated. 
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Italy

BUSINESSMEN'S VIEWS ON THE INDUSTRIAL SITUATION

Answers to the questioDs in the EEC business survey, carried out in ltaly by ISCO:Mondo Economico.

GRAPHS A, B, C and D: The three zones (grey, white and black) show the percentages of the three diflerent answcrs.

tt: Pl"* curves, tbe 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";
!y 0.02 for thc answer "normal", or "no chani'e";
by 0.01 for the answer "below normal", or "d6wn".

0

StockE of finlshed products

Trend ln producdon Trend la gsllhg prlcee
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at 6.6'/~. The number of persons on short time dropped 
below the level of a year earlier (by 12.2% in January) for 
the first time in quite a long period, but, because of the 
declining numbers employed, the level of employment! is 
likely to have fallen further. 

The upward movement of prices, which had quickened 
significantly again since last summer and autumn, gained 
considerably more momentum in the early months of 
1976 than is usual for the season, although the growth­
rate of average unit wage costs had been declining 
towards the end of last year. Apart from increases in 
administered prices this was caused by the expansion of 
demand and, in particular, the higher cost of imports 
resulting from the rapid depreciation of the lira and the 
rise in some international commodity prices. The monthly 
rate of increase in consumer prices was 1.1% in January, 
2.2% in February, 2.0% in March and 2.6% in April; the 
corresponding increases in wholesale prices were 1. 7%, 
3.1 %, 4. 6% and 5. 2%. In April consumer prices were 
15.4% and wholesale prices 20.2% higher than in the 
corresponding period in 1975. On an annual basis, the 
corresponding rates in the six-month period February­
July 1975 had been 10% and just under 1% respectively. 

External equilibrium also deteriorated further in the early 
months of 1976. Contributory factors were the trends in 
visible trade, in service transactions and, in particular, in 
capital movements. The deterioration in the balance of 
service transactions was probably partly attributable to 
hidden exports of capital. The unfavourable trend of the 
balance of payments on current account was, however, 
primarily a result of the swing in the terms of trade caused 
by currency depreciation. Despite the decidedly re­
strictive monetary and credit policy pursued by the 
authorities since February, and despite the Banca 
d'Italia's interventions on the foreign exchange market, 
the lira depreciated between the end of 1975 and the end 
of May 1976 by 16V2%, almost as much as the fall in the 
three-year period from February 1973 to Oecember 1975 
(201;2%). However, due principally to the· three month 
non-interest bearing cash deposit corresponding to 50°;.; 
of foreign currency purchases for lira, the external value 
of the italian currency has strengthened considerably 
since 6 March. The balance of payments showed a deficit 
of Lit. 2 128 000 million in the first four months of 1976 
(Lit. 862 000 million in the fourth quarter of 1975, and 
Lit. 148 000 million in the period January-April1975. On 
the other hand the (net) official gold and foreign exchange 
reserves in this period increased by Lit. 77 000 million, 
firstly because the commercial banks imported money on 
a substantial scale, and secondly because the monetary 
authorities obtained a $ 500 million medium-term loan 
from the Bundesbank, drew the $ 1 000 million 
Community loan granted to Italy and suspended their 
interventions on the foreign exchange market from 21 
January to 1 March. 

After an unusually sharp expansion in the fourth quarter 

I Number of persons employed multiplied by the number of hours 
worked per employee. 

of 1975, the monetary basel again grew in the period 
January-April 1976, contrary to the normal seasonal 
movement. This is all the more remarkable because the 
balance of payments showed a heavy deficit and the 
authorities' monetary and credit policy since February 
had followed a markedly restrictive line. These factors 
were, however, far outweighed by the expansionary 
influence of the Treasury's transactions. Demand for 
credit remained unusually high in January and March, 
notably on account of the government crisis and 
speculative stockbuilding. Bank liquidity contracted 
particularly as a result of the decision to raise the 
minimum reserve ratio and a marked increase in the 
general public's liquidity. In the circumstances the level of 
interest rates, particularly short-term interest rates, rose 
sharply especially since the cost of refinance from the 
Banca d'ltalia had been put up by no less than six 
percentage points (to between 12 and 15'/~) February­
March. The yield on bonds issued by the institutions 
lending on goods and securities rose from 10.7% last 
December to 13.2% in April. Interest rate on interbank 
balances rose from 8.3% in December to some 171;2% in 
May; the prime rate was 18.4% in that month. As a result 
of the slide in the prices of securities which paralleled this 
trend and owing to the persistent flight of capital abroad, 
activity on the capital market was very weak. Share prices 
fell to a level equivalent to that of some twenty years ago. 
In the second half of April prices rallied again after the 
authorities had tightened the conditions for forward sales 
of shares. 

In the fourth quarter of 1975 and to lesser extent in the 
first three months of 1976, cash transactions under the 
central go1•ernment budget produced a very large deficit as 
expenditure rose sharply while revenue fell off, a trend 
which continued in April. Although the other Treasury 
operations showed a somewhat more favourable trend 
the Treasury's total net borrowing requirement in the six 
months to the end of March 1976 reached Lit. 7 200 000 
million (Lit. 4 200 000 million a year earlier). 

2. Outlook 

The forecasts of economic developments until the end of 
the year are based on a number of assumptions, the main 
one being that the required restrictive economic policy 
will be substantially maintained and that this policy, 

. combined with the present climate of political un­
certainty, will have a marked adverse effect on economic 
activity in the second half of the year. Production should 
continue to rise until the middle of the year, however, 
especially as it can reasonably be assumed that the revival 
of world trade, which has been apparent for some time 
now, will gather additional mot:nentum this year. 

In the circumstances, the volume of exports will probably 
rise briskly, accelerating in the course of the year. This is 
all the more likely as the economic recovery discernible in 

1 This central variable in Italian monetary and credit policy essentially 
covers notes and coin in circulation and assets convertible into central 
bank money at short term. 
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TABLE 2 

Demand for and supply of goods and services 

1973 2 

Italy At curr 
prices 

L1t. '000 
milhon Vol 

Private consumption 53 457 2.5 
Public consumption II 754 2.1 
Gross fixed asset formation 17 156 3.7 
- Building and construction 9 668 1.3 
- Plant and machinery 7 488 - 17.4 
Domestic final uses (excluding change in 
stocks) 82 367 
Domestic final uses (including change in 
stocks) 85 002 
Exports I 15 241 
Imports I 18 100 
Gross domestic product at market prices 82 143 

'· 
Domestic final uses (excluding change in 
stocks) 82 367 
Change in stocks 2 635 -
Balance of exports and imports I -2 859 

I Goods and serv1ces 

2 Source: Relazwne Generale sulla SJtuazJone econom1ca del Paese ( 1975) 
3 Estimates of CommiSsion's Departments. 

2.7 

1.9 
10.0 
2.0 
3.4 

2.6 
0.7 
1.5 

J 

most countries is mainly consumption-led and it is 
consumer goods which account for a particularly high 
proportion of Italian exports. Last year's depreciation of 
the lira, although relatively small, should also have 
positive effects on the volume of exports, and the very 
sharp fall in the value of the lira since January could begin 
to have a similar effect towards the end of 1976. In 
addition, Italian firms normally step up their export drive 
when demand at home weakens and this will probably be 
the case in the second half of the year. Finally, the 
depreciation of the lira in the first half of the year may well 
have given a boost to exports in terms of value (expressed 
in lira), particularly in the second quarter. 

Despite the favourable outlook for export demand and 
the improvement in company profits brought about by 
the depreciation of the lira and despite the need for 
rationalization and re-equipment investment, the volume 
of investment demand will probably fall in the second half 
of the year. A number of factors point to this: the 
political uncertainty, the restrictive monetary and credit 
policy, the poorer prospects for the trend of production 
and the low level of capacity utilization. 

Although incomes have improved substantially following 
the conclusion of major new-wage agreements, many 
factors suggest that private consumption in real terms will 
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1974 2 1975 2 1976 3 

1J0 change on preceding year 

Price I_ Val Vol. I Pnce .I Val. Vol. I Pnce I Val. 

20.2 23.2 - 1.8 17.4 15.3 I 20J..1 21 Y2 
16.7 19.2 0.8 10.0 10.9 I 20J..1 22 
28.4 33.1 - 12.7 19.5 4.3 -8 21 Y2 12 
30.1 31.8 - 9.0 19.7 8.9 -8 20 IOJ..-2 
19.2 -1.5 - 17.4 19.2 -1.5 -7Y2 24 14Jt2 

21.4 24.7 - 3.7 16.5 12.2 -I 21 20 

21.7 24.0 - 6.4 15.4 8.0 Y2 21 21 Y2 
36.4 50.1 3.1 11.4 14.9 9 23 34 
57.2 60.3 -10.0 6.3 -4.3 4Jt2 27J..1 33J..1 
16.8 20.8 - 3.7 17.5 13.2 IJ..-2 19Jt2 21 Y2 

Contnbutton to percentage change m GDP 

24.8 - 3.6 12.6 -0.8 20.0 
0 - 2.7 -4.1 1.5 1.6 

-4.0 2.6 4.7 0.9 -0.3 

be sluggish in the second half of the year. These include 
the expected very sharp price rises, the increase in the 
burden of taxation, and notably a decline in the 
propensity to consume as a result of the more subdued 
economic trend and because of anticipatory buying 
during the first half of 1976. 

On these assumptions and taking into account the level 
reached at the end of last year, the present forecast is that 
real gross domestic product in 1976 will probably be about 
1 \12% up on 1975. The growth rate for imports is likely to 
be appreciably higher. The employment situation will 
probably remain unsatisfactory. 

Prices will undoubtedly rise very sharply once again, 
mainly as a result of the substantial fall in the value of the 
lira, the· continued rise in commodity prices and the 
reintroduction of the non-interest-bearing cash deposit 
for imports. Owing to the swing in the terms of trade 
brought about by the depreciation of the lira, the balance 
of payments on current account will probably deteriorate 
again appreciably. 

Consequently, the most pressing task of short-term 
economic policy will probably be to stem any further 
depreciation of the lira, as this stimulates inflation both 
directly and indirectly, has a negative effect initially on 



TABLE 3 

The central government budget 

1975 1976 

Ongmal budget Prov1s10nal Ongmal budget outturn Italy 

Expendtture I 

of whtch: 
- current expenditure 
- captta1 expendtture 2 

Revenue 3 

ofwhtch: 
- dtrect taxes 
- mdtrect taxes 
Net borrowing requirement I 3 

Dosregardmg debt extmctoon. 
Includong partocopatoons. advances and loans 
Excludong loan proceeds. 
On the precedmg year's ongmal budget. 

Note. 

Lot. 
% '000 000 

mtlhon change 4 

27.5 + 15.9 

23.3 + 19.8 
4.2 - 1.9 

22."2 + 30.5 

5.5 + 29.1 
14.9 + 25.7 

- 5.3 

Lot Lot .. 
'000 000 '000 000 cha~ge 4 mollion mollion 

38.5 35.2 + 28.3 

28.7 29.1 + 24.9 
9.8 6.1 + 47.3 

24.4 26.0 + 17.4 

7.7 9.6 + 74.0 
12.0 13.9 - 6.9 

- 14.1 -9.2 

The figures m thos table are based on the natoonal budgets and are recalculated on the basos of Communoty definottons. 

the balance of payments on current account and as 
excessive depreciation distorts the conditions of 
competition within the Community. The fall in the value 
of the lira since the beginning of the year is undoubtedly 
mainly attributable to psychological factors, so that 
economic policy must aim at restoring confidence. In 
order to safeguard future growth in production and 
employment, emphasis should therefore be placed on 
boosting firms' propensity to invest. In addition, efforts 
must be made, together with the two sides of industry, to 
raise productivity per employee by improving discipline 
at work, while at the same time moderating wage rises. 
Only in this way can the balance of payments deficit on 
current account be reduced in the longer term. Tight 
control of liquidity and strict limits on the public deficit 
and public expenditure are also necessary. Expansionary 
measures to support employment should be selective and 
confined to those components of demand which have a 
low import content (e.g. investment in building and 
construction) or to those production sectors the 
development of which would have a positive effect on the 
balance of payments (e.g. agriculture). 

Major economic policy measures 

December 1975: 

- At the beginning of the month, employees workong for the railways, 
the post office and State monopolies were awarded an increase of Lit. 
20 000 a month. A large number of civol servants obtained simolar 
increases as from I July. 

- Towards the end of the month, the requirement for banks to invest in 
fixed-yield securities 30% of the growth of their customers' deposits was 
extended to cover the first half of 1976. 

January 1976: 

,- With effect from 5 January, the maximum period for payment to be 
observed in trade in goods and services was oncreased from 30 to 60 days 
for advance payments on imports and from 90 to 120 days for payment 
after delivery on exports 

- On 21 January, the monetary authorities decided to suspend officoal 
quotation of foreign currency in lira. 

- This was followed soon afterwards by a major issue (Lit. 3 000 000 
million) of ordinary treasury bolls intended to absorb some of the banking 
system's surplus liquidity. 

February· 

- With effect from 2 February, the discount rate and the rate for 
advances against secunties were raised from 6 to 7"1,. Since the maximum 
supplement whoch can be added to these rates in the event of certain limots 
being exceeded remains unchanged (3~~), the cost of refinancing could in 
future amount to I 0%. The latter had been reduced on several occasions, 
in December 1974, and in May and September 1975. 

- On 4 February, in order to contain pressure on the lira and slow down 
the flight of capital, the Government adopted the followmg measures: 

The rate for banks' minimum reserve requirements was increased 
from 15 to 15. 75~~ of deposits, which should enable bank hquidity to 
be reduced by some Lit. 900 000 million in 1976. This increase applies 
either to the stock bf deposits exosting at the end of 1975, or to the 
variation in deposits in 1976. The additional reserves (Lit. 750 000 
million) relating to the stock of deposots are to be paid in two 
instalments, in February and April 1976. 
The penod for converting into lira sums deposited in accounts 
denominated in foreign currencoes is reduced to 15 days. Previously, 
the period could vary, depending on the case, from 30 to 60 days. 
Emigrant workers will be able to open special foreign currency 
accounts with Italian banks. This measure os intended primarily to 
attract an influx of foreign currency into Italy 

- On 24 February, to deal with the rapid fall on the value of the lira, the 
Government took the following measures: 

With effect from 25 February, the discount rate and the rate for 
advances against securities were increased from 7 to 8~'0 • The 
maximum supplement (3%) which could be added to these rates 
remained unchanged. 
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TABLE4 

Main economic indicators 

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

Industnal production 1974 122 8 122 5 121 0 123 9 121 0 123.3 122 3 120.1 121 6 114.9 108 8 105 7 
(1970 = 100) 1975 108.5 1145 106 6 107.9 101.6 107.3 110.6 106.7 108.4 109 9 111.3 108 I 

1976 108 0 117.8 1148 

Unemployed 1974 971.5 969 I 981 3 980 2 981.2 989 I I 0040 992 7 I 016 3 I 017.8 I 020 0 I 012.5 
(I 000) 1975 I 034 7 I 043 9 I 050 0 I 085 4 I 106 0 I 119.1 I 120 3 I Ill 8 I 1646 I 159 6 I 155 5 I 1444 

1976 I 153.4 I 156 4 I 175 9 

Total employed 1974 18 855 18 841 18 832 18 840 18 842 18 882 18 911 18 920 18 934 19 021 19 018 19 013 
(I 000) 1975 19 055 19 059 19 078 18 867 18 874 18 925 18 977 18 976 18 979 19 026 19 030 19 032 

1976 18 794 18 800 18 807 

Construction: permits for residential construction 1974 33 7 28.3 30 I 28 5 26 2 25 I 25 3 22 4 22.2 23 6 21.2 7.6 
(I 000) 1975 29 I 19 5 15 6 16 3 

1976 

Private consumers' expenditure: retail sales 1974 173 0 177 8 175.0 183 0 179.0 182 8 193 2 196 7 197 0 204 2 195.5 196 3 
(1970 = 100) 1975 192.0 199 9 207 7 187 6 202 8 205 3 208.2 203 8 210.8 213 7 213.4 227.2 

1976 226.7 229 5 

Consumer pnces 1974 131 5 134.3 137 8 139.5 l41 5 143 5 146.4 149 6 153 9 156 8 159 8 161.1 
(1970 = 100) 1975 163 2 165 6 165 8 1680 169.4 170 7 1714 172 5 173 9 175.8 177 8 179 2 

1976 181 I 185 I 188 8 193.8 

Vis1ble 1mports 1974 2 238.6 2 653 7 2 863 0 3 004.2 2 414 I 2 609 8 3 358 9 2 745 6 2 918 0 2 872.8 2 416.8 2 613 8 
(m1lhon Eur) 1975 2 171.4 2 010.9 2 205 9 2 171 3 I 897 6 2 536.2 2 467 3 2 442 3 2 864.7 2 707 6 2 618 5 3 041.6 

1976 2 439 2 2 477 9 

V1s1ble exports 1974 I 816 5 I 805.6 I 873 9 I 966.5 I 893.3 I 875.1 2 487 0 2 065.4 2 137 4 2 137 2 I 970.7 2 1224 
(million Eur) 1975 2 061.1 2 057 0 I 950 4 2 011 5 I 970 I 2 273 5 2 293 3 2 322.4 2 342.3 2 318 4 2 354.5 2 417 9 

1976 2 404.0 2 096 9 

Balance of trade 1974 -422.1 -848 I -989 I -10377 -520.8 -734 7 -8719 -680.2 -7806 -735 6 -446.1 -4914 
(milhon Eur) 1975 -110 3 + 461 -255.5 - 159 8 + 72.5 -262 7 -174.0 -119 9 -522 4 -389.2 -264.0 -623 7 

1976 - 35 2 -381 0 

Official fore1gn exchange reserves 1974 2 093 I 467 2 496 2 084 I 469 I 307 I 638 I 632 3 396 2 753 2 278 2 550 
(m1lhon Eur) 1975 2 223 2 155 2 267 2 422 2 289 2 290 I 569 I 337 I 998 I 817 I 466 I 128 

1976 909 841 I 157 I 242 

Monetary base 1974 31 087 31 283 31 823 32 236 32 356 33 166 33 662 33 306 33 041 33 043 32 872 35 546 
(L1t. '000 million) 1975 34 765 34 730 35 127 35 243 35 815 36 433 37 498 37 911 39 130 39 589 39 247 42 418 

1976 41 643 42 121 43 247 

Source Stat1st1cal Office of the European Commumt1es (except as otherw1se md1cated) 

ConversiOn mto Eur (I Eur = 0.0888671 g of fine gold). 

Industrial production, excludmg construction adjusted for seasonal vanahons 
Unemployed senes prov1ded by the Mm1stero del Lavoro e della Prev1denza Soc1ale, adjusted for seasonal vanatwns by the Statistical Office of the European Commumties 
Total employment number of persons m employment accordmg to a quarterly survey. the figures are seasonally-adjusted and partly mterpolated 
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Construction dwellings authonzed m the provmc1al cap1tals and mother communes of 20 000 or more mhab1tants, figures adjusted for seasonal vanat1ons. 
Private consumers' expenditure· value mdex of the turnover of maJor retail outlet'>. adju~ted for seasonal vanat10ns 
Consumer pnces. unadjusted mdex 
Imports c1f. exports fob, adjusted for seasonal vanatwns 
Balance of trade· difference between values of exports and Imports, seasonally adjusted. 

Offic1al gold and fore1gn exchange reserves· positiOn at end of month 
Gold assets ass1m1lated to gold contmue to be calculated on the preceding panty 

Monetary base: Includes, in particular. the fiduc1ary 1ssue; s1ght deposits With the Banca d'ltaha, the Treasury and the savmgs and loans bank, depos1ts with the Post office; 
unused facilities for ordmary advances with the Banca d'ltaha unused liqUid assets abroad, m convertible currencies, that banks can freely use 

The refinancmg facihues mtroduced last August m re;pcct of short­
term loans for export' of goods were suspended m vtew oft he J~c:t that 
they had been a constderable factor m the expansiOn of the monctar) 
base. 
It was decided that payment of the second mstalment of the nummum 
reserves should be brought forward to March (see abo~e) 

- Toward, the end of the month, tighter restncllons were unposed on 
amounts of foreign currency which could be taken out of the country: the 
ma\1111LIIH amounts offoretgn currency per person per year whtch Italian 
rcs1dcnl\ travelling abroad could take out of the country remamed 
restnctcd to the equivalent of Lit. 500 000. The amount held in cash, 
hov.c~er, must not m future exceed the equivalent of Lit. 65 000. 



March: 

- On the first of the month, officml quotation of foreign currencies 
against the lira was resumed in Italy. 

- On 4 March, the Government decided to introduce the following 
measures: 

strict penal sanctions for frauds involving excessive amounts of 
foreign currency being taken out of the country; 
speeding up of collection of taxes with increased penalties for late 
payments; 
increased rates of VAT for a number of luxury goods (perfumes, food 
specialities, etc.), mamly of foreign origin. 

- On 12 March, prices for petroleum products were increased again. The 
price of petrol (super) went up from Lit. 315 to Lit. 350 a litre ( + 11.7%). 
- On 15 March, the Council of Ministers of the European Communities 
granted Italy a medmm-term loan of $ I 000 million. The loan wus 
accompanied by a number of economic policy conditions. The 
Government undertook, for the 1976 calendar year, to limit central 
government expenditure to Lit. 39 700 000 millwn, the deficit on treasury 
transactions to Lit. 13 800 000 million, the financing of this deficit by the 
monetary authorities to Lit. 5 700 000 million, and the growth in total 
domestic lending to Lit. 29 500 000 million. 

- With effect from 18 March, the discount rate and the rate for advances 
agamst securities went up from 8 to 12".;;. This mcrease is the largest to 
have been mtroduced m the post-war penod. The cost of refinancmg is 
now tw1ce as high as at the beginning of the year. 

- On 17 March, the Government introduced a senes of measures 
intended to increase the tax yield by some Lit. I 500 000 million in twelve 
months. The measures mclude the followmg provisions in particular: 

Prices for petroleum products were increased once agam as a result of 
an increase in the taxes on them; the price for one htre of petrol (super) 
thus went up to L1t. 400 ( + 14.3%). 
A substanllal mcrease was added to the tax charge on a number of 
alcoholic products. 
Increases were imposed on some rates of VAT, particularly those on 
motor veh1cles and on products consumed in bars and restaurants. 
The tax on interest arising from bank deposits was increased from 15 
to 16";0 , a portion of the tax due for 1976 must be paid in advance in 
July. 

- On the same date, the Italian Exchange Office introduced provisions 
requiring banks to finance advance payments on imports by means of 
loans denommated m fore1gn currencies and not in lira as previOusly. This 
measure should slow down the run on foreign currency on the ltahan 
exchange market by encouraging banks to incur foreign debts. Because of 
the exchange nsk It should also discourage advance payments on Imports. 
At the same lime, the volume of transactions on the Italian forward 
exchange market IS held to the level recorded on 17 March 1976; m 
addition, this ceihng will be reduced by I 0~·~ before 31 March and by 15" ~ 
at the most before 15 Apnl. 

Apnl: 

- On the 14 April, the 'Natwnal Commission for Companies and the 

Stock Exchange' (CONSOB) decided that as from 20 April, fixed-term or 
option sales of quoted shares will be subject to the securities in queshon or 
a sum equal to 90% of their value being deposited. The a 1m of this measure 
is to restrain bear speculation and thus to maintain share prices. 

- On 15 April, the Government introduced a further price increase for 
petroleum products other than petrol. The increases varied from 3 to 23% 
and were highest for products used by industry. 

-- Between 15 April and I May, the main collective agreements, which 
had run out at the end of 1975 in industry, were renewed for three years. 
These agreements provide in some cases for a certam degree of staggering 
m wage and salary increases. The latter should result in a rise of 3-4"/0 m 
1976 in the total amount of wages and salaries. Measures against 
absenteeism have been included m nearly all the agreements. 

- On 27 Apnl, during the tender of ordinary treasury bills, the actual 
yield amounted to 17.7~. as against 16.3~~ and 12.5"{ in March and 
February respectively. 

May: 

- In agreement with the Commission of the European Communities, the 
Italian authorities decided that as from 6 May any transaction mvolving 
the purchase of foreign currency would require a non-mterest-bearing 
cash deposit in lira to be lodged with the Banca d'Italia for a three-month 
period, the deposit being equal to 50"·~ of the amount of the transaction. 
The aim of this measure IS to counter speculation against the lira. 

- At about the same date, and with the same objective m mind, the 
Government introduced the followmg measures: 

Italian exporters who allowed foreign customers periods for payment 
of up to 120 days after delivery were reqmred, as from 7 May, to 
finance 30"., of the value of their sales immediately in foreign 
currency; 
at the same time, the max1mum period for convertmg into lira sums 
deposited in fore1gn currency accounts was again reduced, from 15 to 
7 days; 
a number of techmcal provisions aimed at discouraging speculation 
against the lira were further tightened. 

- On 9 May, the new Law to assist the 'Mezzogwrno' came mto force. 
It covers the period 1976-1980 and provides in particular for: 

budget appropriations of Lit. 16 000 000 million, with Lit. 950 000 
million earmarked for 1976 and Lit. I 500 000 million for 1977; as far 
as the 1976 financial year is concerned, these appropnations will result 
in only a very sli~ht mcrease in the central government deficit, smce 
they w1ll be almost wholly offset by a reduction in other expenditure; 
the settmg up of a Standing Parliamentary Committee to monitor the 
planning and carrying out of investment in the 'Mezzogiorno' ; 
exemption from a number of social security contributions so as to 
promote employment m the 'Mezzogiorno'. 

- Towards the middle of the month, the Government decided on a 
further extension of the rent freeze which w1ll now run until 31 December 
1976. 

Netherlands 

Economic activity turned up vigorously in the closing months of 1975, but this movement has not been maintained 
since the the beginning of 1976, the growth of production slowing down appreciably. Unemployment, nevertheless, 
tended to level off. The change was partly attributable to the weather. In more recent months the economy probably 
improved again. 

Unemployment is unlikely to show any significant fall this year. The upward movement of consumer prices may slow 
down a little. The surplus on the balance of payments on current account will probably be substantially larger than in 
1975. ' 

1. Recent developments 

After the rapid increase in economic activity between the 
third and fourth quarters of 1975, growth came to a 
temporary halt in the first quarter of 1976. This may have 

been partly due to the exceptional weather conditions, but 
there was also a slight slowdown in the expansion of some 
components of demand related, notably, to the stockcycle 
at home and abroad. 
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TABLE 1 

Key indicators 

Netherlands 

Gross domestic product; volume 
of which: Industry ' 
Gross domestic product in volume per 
person in employment 
Total employment (Number of persons) 2 

- Independent entrepreneurs 
- Wage and salary earners in company 
- General Government 
Unemployment 

Compensation of employees per wage 
and salary earner 
Price index of private consumption 3 

Current account balance 3 

Exclud1ng construction 

DomestiC concept 

Nat1onal accounts concept 

Umt 
1968-1972 

average 4 5 

";,change 5.7 
8.2 

'~o change 5.0 
"-~change 0.7 

- 1.6 
1.0 
2.3 

as% of. 
labour force 1.6 

"-~change 12.1 
'%;change 6.0 
in Fl '000 

million 0.4 

1973 5 1974 5 1975 6 1976 6 

4.1 2.9 -0.7 4.1 
5.6 2.8 -5 7 

3.9 2.9 0.6 4.7 
0.2 -0.1 -1.3 -0.5 

- 1.5 - 1.5 -1.1 - 1.1 
0.4 -0.1 -2.0 -0.8 
1.0 1.6 1.8 1.4 

2.4 3.0 4.3 4.7 

14.6 15.8 13.5 11.5 
8.8 10.0 10.4 9.5 

6.4 5.5 4.1 7.0 

Geometnc mean of the change from 1967 to 1972: unemployment and current account balance anthmeuc mean over the five years 
Source: CBS; CPB and Nederlandsche Bank ' 
Esllmates of Commosswn's Departments. 

The volume of merchandise exports, following vigorous 
growth in the fourth quarter, thus expanded more slowly, 
both to EEC and non-EEC countries. Export prices went 
on rising distinctly in the first quarter. 

There was also a fall-off in domestic demand. The volume 
of business investment after an increase in the fourth 
quarter is likely to have declined anew. Because of the 
cold weather, activity in residential construction and in 
public-sector building and civil engineering was 
somewhat hampered in the first two months of the year, 
but has probably quickened again since. Industrial stocks 
of finished products tended to fall further. At the end of 
March, however, a balance of 31% of firms still 
considered them as too high. 

After growing briskly in the fourth quarter of 1975, 
overall private consumption has made only little further 
progress (in volume terms). Transfer incomes continued 
to rise markedly. However, because of the government 
decision to limit the advance in wage and salary incomes 
per employee to between 8. 5~~ and 9% for 1976 as a whole 
and to require- with a few exceptions- wage increases 
in the first half of the year to be confined to compensation 
for the rise in consumer prices, overall real personal 
disposable income rose relatively slowly. 

The sluggishness of overall demand noticeably curbed the 
growth of production. There was hardly any further rise in 
total industrial production from fourth quarter 1975 to 
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first quarter of the current year. Apart from fluctuations 
caused by the weather, building activity remained 
sluggish. Activity in the services sector probably also 
expanded only slowly. 

There are faint, and still very tentative signs that the 
employment situation is improving. The total number of 
unemployed has shown no further rise since the end of 
1975, partly, though, as a result of a change in the 
recording method. For some months the increased 
demand for manpower has been reflected in the higher 
number of unfilled vacancies. 

As in the case of exports, the expansion of imports was 
temporarily interrupted, mainly because of the slower 

. growth of industrial production and declining gross fixed 
asset formation. The seasonally adjusted volume of 
merchandise imports in the first quarter was significantly 
down on the previous quarter. Import prices, by contrast, 
have gone on rising distinctly. The fall in the volume of 
imports resulted in a further improvement in the trade 
balance and a considerable increase in the balance of 
payments surplus on current account. Despite outflows of 
capital, the official foreign exchange reserves tended to 
increase further in the first quarter. 

The growth in the domestic money supply has probably 
gathered momentum since the beginning of the year. At 
the end of February however, the money .supply 
(including near money) was only 9.1% higher than a year 
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Source· CBS. 
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Netherlands

BUSINESSMEN'S VIEWS ON THE INDUSTRHL SITUATTON

Source: Business survey ofthe Centraal Bureau voor de Statistiek.

Note: The survey includes construction but not paper, petroleum, non-ftretallic minerals.

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

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

weighted as follows:
by 0.03 for the answer "above normal", or "up"-1
bt 0.02 for the answer "normal", or *no change";-
bi 0.01 for the answer "below normal", or "down".

Stoclo of inlrhcd producr

Trcod in ptoduction
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earlier. The decline in long-term interest rates was 
interrupted in March, while short-term interest rates 
maintained their downward tendency. 

The upward movement of consumer prices was very fast in 
the first months of 1976. Between December and April the 
price index for private consumption (employees' 
household) rose by 4. 7%- mainly as a result ofthe sharp 
increase in food prices - reaching a level 9.8% higher 
than a year earlier. With slower increase in agreed hourly 
wages and, in particular, greater productivity gains, the 
pressure of wage costs has eased somewhat. On the other 
hand, the advance in producer prices of industrial raw 
materials and semi-manufactures has again accelerated, 
as it has in, other countries. 

2. Outlook 

With overall demand expected to pick up a little, the 
expansionary stimuli should strengthen further in the 
next few months. The rise in production, however, will 
probably be distinctly slower than in earlier phases of 
economic upswing. 

After the slow advance between the fourth quarter of 
1975 and the first quarter of 1976. exports are likely to 

grow somewhat faster. Rapid expansion is under way in 
major Community markets, especially in Germany, and 
this will stimulate Dutch merchandise exports both 
directly and indirectly. The new upward tendency in 
export prices is unlikely to show any early slackening. The 
export price for natural gas will increase further and, 
given the improvement in demand, prices for industrial 
products are also expected to go up. 

In the area of domestic demand, the only significant boost 
to production will probably come from changes in stocks. 

Gross fixed asset formation will grow only slightly in the 
second half of 1976. In particular, the propensity to invest 
of enterprises is likely to remain relatively weak as 
capacity utilization rates are still too low at present' and as 
the profit situation continues to be poor. Apart from an 
upswing due to the weather, there is little prospect of a 
buoyant trend in residential construction, public building 
and civil engineering. Changes in stockbuilding, on the 
other hand, will probably provide positive stimuli to 
production and imports in the second half of the year. 

In connection with the planned two point increase in the 
standard rate of value added tax from l October and 
possible anticipatory buying by households, the trend of 
private consumption may not be very steady in the second 

TABLE 2 

Demand for and supply of goods and services 

Netherlands 

Private consumption 
Public consumption 
Gross fixed asset formation 
- Enterprises 
- Dwellings 
- General Government 
Domestic final uses (excluding change 
stocks) 
Domestic final uses (including change 
stocks) 
Exports 1 

Imports I 
Gross domestic product at market prices 

Domestic final uses (excluding change 
stocks) 
Change in stocks 
Balance of exports and imports 

Goods and servtces. 
Solin e. CBS. CPB and Nederlandsche Bank. 
Esttmates of Commtss10n's Departments. 

m 

in 

m 

1973 2 

At curr 
pnces 

m Fl '000 I mtlhon Vol. 

92.25 2.6 
27.42 0.4 
38.71 - 5.4 
21.76 - 1.8 
10.61 - 12.7 
6.34 -5.2 

150.38 0.3 

159.92 1.1 
82.85 2.8 
77.39 - 0.7 

165.38 2.9 

158.38 0.3 
1.54 0.8 
5.46 1.8 

1974 2 1975 3 1976 3 

o o change on precedmg year 

Pnce I Val Vol I Pnce I Val Vol I Pnce I Val. 

10.0 12.9 3.5 10.4 14.3 3 9.5 12.5 
15.9 16.4 4.2 12.6 17.3 3 11 14.5 
12.4 6.3 -3.7 11.1 7.0 -3.5 8.5 4.5 
II. I 9.0 -4.0 12.3 7.8 -7 8 0.5 
14.3 -0.2 -6.9 9.5 2.0 0 9 9 
14.0 8.1 1.9 9.7 11.8 2 8.5 11 

11.6 11.9 1.9 11.0 13.1 1.5 9.5 11 

11.7 13.0 -1.1 11.1 9.8 3.5 9.5 13.5 
25.6 29.1 -3.5 5.0 1.4 8 7.5 16 
32.4 31.4 -4.3 4.6 0.0 7 7.5 15 
9.4 12.5 -0.7 II. I 10.3 4.1 9.4 13.9 

Contnbuhon to percentage change m gross domesttc product 

11.4 1.8 12.5 1.5 10.9 
1.2 -2.9 -3.0 1.9 1.9 

-0.1 0.4 0.8 0.8 1.1 
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TABLE 3 

The central government budget 

1975 1976 

Ongmal budget ProviSIOnal Ongmal budget outturn 
Netherlands 

Expenditure I 2 

of which: 
- current expenditure 
- capital expenditure 3 

Revenue 
of which: 
- direct taxes 
- mdirect taxes 
Net borrowmg reqUirement 

Includmg 'Wegenfonds' . 

D1sregardmg debt extmct10n. 

Includmg part1c1pat10ns and loans. 

On the precedmg year's ongmal budget 

m Fl 
'000 

miihon 5 

62.5 

50.3 
12.2 
58.9 

30.0 
19.4 

- 3.6 

Excludmg'the effect of the measures from 16 II 1974; 20.2.1975 and 22.41975. 

" 
cha~ge 4 

22.8 

25.1 
13.0 
20.4 

18.6 
13.5 

m Fl m Fl " '000 '000 chan°ge 4 
m1lhon miihon 

64.8 77.3 23.7 

52.5 63.2 25.6 
12.3 14.1 15.6 
57. I 63.6 8.0 

28.9 29.7 - 1.0 
18.7 21.5 10.8 

- 7.7 - 13.7 

Note. The figures in this table are based on the natiOnal budgets and are recalculated on the basiS of Commumty defimtions. 

half of the year. Real disposable income of housholds 
being unlikely to rise much, if at all, in the course of the 
year, private consumption may trend to stagnate during 
this period. 

After the slowdown in the early months of 1976, 
production is likely to expand more rapidly. Industrial 
production should benefit from the faster growth of 
merchandise exports and the turn-round in the stock cycle 
for finished products. Apart from the revival caused by 
the weather in the spring, total production in building, 
however, will probably grow only slowly, showing the 
same tendency as production in other parts of the 
enterprise sector. Real gross domestic product is expected 
to grow by some 3.5% to 4% in 1976. 

Even though the expansion of production in this phase of 
the upswing will lead to quite large productivity gains, the 
employment situation should begin to improve. However, 
it is doubtful whether this improvement will be sufficient 
to bring about a reduction in unemployment. 

Owing to the slow expansion of domestic demand, the 
growth of imports is likely to be relatively slow compared 
with the rate in Germany and France. However, given a 
fresh upswing in industrial production and increased 
efforts to build up stocks in semi-manufactures, the 
volume of merchandise imports will grow more sharply in 
the second half of the year than in the past winter months. 
At any rate import prices will probably rise faster. The 
trade balance, which showed a surplus in the first quarter, 
will probably deteriorate again to some extent. With the 
net position on services and factor incomes improving, 
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the balance of payments surplus on current account will 
,be appreciably larger than in 1975. 

Following a slow rise in the summer months domestic 
prices will on the whole gather additional momentum in 
the autumn. Over and above the faster rise in the prices of 
industrial goods which has already occurred, especially at 
wholesale level, and which will work through to the 
consumer price index, there will be the effect of the higher 
value added tax due to become effective from I October. 
On average, for the year as a whole, consumer prices 
should nevertheless show a slower rise than the year 
before. 

Despite the general improvement in the economic 
situation and the strong boost provided by the various 
general and selective measures, economic policy in the 
Netherlands is still faced with the same problems as 
earlier: to simultaneously combat unemployment, slow 
down inflation and improve the propensity to invest. A 
solution to the various problems and an improvement of 
the employment situation can only be attained in the 
medium term and within the framework of a concerted 
Community growth policy which keeps price and wage 
increases within narrow limits. 

Major economic policy measures 
November 1975: 

- A draft Ia~ was tabled on the employment of fore1gn workers which 
bas1~ally provtdes for a change over from the present system requiring 
foretgn workers to hold work permits to a system requiring employers to 
hold so-called employment permits. The number of such permits will be 
limited in the case of undertakings employmg more than twenty foreign 
workers. 



TABL£4 

Main economic indicators 

Industrial production• 
(1970 = 100) 

Unemployed* 
(I 000) 

Permns ror residential construction• 
(I 000) 

Retail turnover• 

(1970 = 100) 

Consumer prices 
(1969 = 100) 

Visible Imports 
(million Fl) 

Visible exports 
(million Fl) 

Balance or trade 
(milhon Fl) 

Official gold and roreign exchange reserves 
(milhon Fl) 

Money supply* 
(million Fl) 

( ) Provisional figure. 
Not available. 
Seasonally adjusted. 

Year 

1974 
1975 
1976 

1974 
1975 

1976 

1974 
1975 

1976 

1973 
1974 

1975 

1974 

1975 
1976 

1974 

1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

Jan. 

121 
115 

121 

127.2 

172 8 
215.3 

9.8 

11.4 
9.5 

127.7 

142.7 
160.0 

135.1 
150.1 
163.2 

6 326 
7 506 
7 518 

6 581 
7 751 
8 113 

+255 
+245 
+595 

17 225 

18 873 
19 825 

59 737 
69 521 
75 356 

Feb. Mar. Apr. 

122 123 120 
115 118 113 
120 118 

128.5 131.0 130.7 
183.1 189.9 199.8 
223.9 219.2 220.2 

11.2 12.1 8.8 
8.8 9.2 98 
9.7 8.7 

130.0 134.1 128.1 
145.1 143 I 146.1 
158.9 162.1 163.1 

136.4 138 4 140.2 
150.5 152.7 154.6 
164.7 166.3 169.8 

6 276 7466 7310 
6 850 7 306 7 030 
7 370 (9 053) 

6 438 7 395 7 469 
6 850 6 953 7 874 
7 757 (9 406) 

+162 - 71 +159 
0 -353 +844 

+387 (+353) 

17 419 16 897 15 957 
18 682 18 432 18 415 
21 366 20 522 (20 004) 

60 832 61 393 62 138 
70 809 70 949 71 915 
76 099 

May June July Aug. Sept. Oct Nov. Dec 

123 124 123 124 123 122 122 116 
114 114 109 Ill 114 116 122 120 

133.6 136.7 1426 147.5 150.7 155.8 162.6 171 6 
202.9 208.3 214.9 217.9 219.2 218.6 220.6 221.1 

10.8 9.3 10.5 8.6 8.4 9.3 9.3 10.6 
9.1 11.8 7.4 12.9 7.7 9.0 8.4 9.2 

133.3 140.1 1314 140.4 136.3 137.8 141.9 1420 
150.4 148.1 151.9 158.0 149.5 157.8 162.0 154.0 
171.3 160.1 165.0 166.5 173.7 181.2 175.3 189.2 

140.8 141.3 141.8 142.9 145.1 147.0 148.1 148.7 
155 5 155.8 156.7 158.2 160.2 161.6 162.0 162.3 

7 667 7 360 7 710 6 969 7 761 8 139 7 302 7 164 
7 034 7 315 6577 5 962 7 781 7 960 7 980 8 086 

7 902 7 454 7 662 6672 7 751 8 080 7 371 7 214 
7 062 7 524 6 541 5 979 7 491 8 579 8 043 7 947 

+235 + 94 -48 -297 -10 - 59 +69 + 50 
+ 28 +209 -36 + 17 -290 +619 +63 -139 

16 106 15 532 15 825 16 772 18 723 19 410 19 532 18 742 
17 992 17 634 18 452 19 222 19 463 19 829 19 861 19 997 

64 499 65 342 66 625 67 262 67 827 68 725 69 105 70 036 
73 086 72 506 72 354 71 845 71 485 72 429 73 087 73 402 

Source: Statistical Office or the European Commumties (except as otherwise indicated) 

Industrial production: excluding construction. Source · CBS. 
Unemployed: end-or-month figures. Source. CBS 
Number or dwellings authorized. 
Value index or retail turnover. 
Consumer pnces: wage-and salary-earner ht>11seholds. Sourc·e: CBS. 
Imports cir, exports rob· value. Source: CBS. 
Balance or trade: difference between figures ror imports and exports. 

Official gold and rore1gn exchange reserves: gross reserves or gold and rore1gn exchange in the Nederlandsche Bank at end or month. Source: CBS. 
Money supply: Stock or money and near money at end or month. Source: CBS. 

·- Corporation tax was cut by one percentage point for 1975 

Decemht!r: 

- Presentation to the Second Chamber of a memorandum concerning 
new measures under the socio-economic policy to be pursued in 1976. 
Owing to the gloomier labour market prospects and the pace of price 
increases, the government, in an effort to boost employment, is pressing 
for a policy designed to limit the 1976 increase in the wage and salary bill to 
between 8 Y2 and 9% and to bring down the annual rate of price increases 
from its current level of 10"-;; to 6~-;; by the end of 1976. To this end. the 
government will lay down rules concerning wage and income formation 
and will pursue a stringent prices policy. The increase in the top rate of 

VAT was deferred from I July 1976 to I October 1976. Wage-cost 
subsidies amounting to Fl 100 million will be paid to labour-intensive 
firms which employ a large number of persons earning the statutory 
minimum wage. 

- Publication of a Decree fixing wages and other conditions of 
employment pursuant to Articles 10 and II of the Wage Formation Act. 
The Decree provides that pay fixed under collective agreements is to be 
frozen at the level prevailing at the end of November for a period of six 
months following the date of expiry of such agreements. The only 
exception allowed is the lagged mdexation, applied under collective 
agreements, of wages to the price increa.es recorded in 1975. 

- Publication of the 1976 pnce regulation for goods and services and of 
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the 1976 regulation on the notification of changes in the prices of goods 
and 'erv1ces. Subject to a number of amendments, the stringent prices 
policy of previous years will be mamtamcd in force. 

- Publication of the General Incapacity for Work Act (AA W). under 
which residents aged eighteen and over who are incapacitated for work are 
normally entitled to a benefit. If the degree of incapacity for work is 80~~ 
or more. this benefit, which is intended as a basic benefJ1. will be equal to 
the net pension received under the general old-age insurance scheme 
(AOW). The act will enter into force on I October 1976. 

- Announcement that the ban on the payment of Interest on non­
residents' deposits would be lifted as of I January 1976. The ban, wh1ch 
was introduced on 9 March 1972 to stem inflows of speculative capital into 
the Netherlands, had already been eased on several occas1ons. 

- It was announced that a payment of Fl600 (FI 1000 in 1975) in respect 
of each production job covered by collective agreements would be made in 
1976 to firms in the ready-made clothing industry. The conditions 
governing payment of th1s sum remain unchanged: maintenance 
throughout the year of a workforce equal to at least 90'j~ of that employed 
at the beginmng of the year. 

January 1976: 

- The statutory minimum wage was raised by 7 16%. 
- Net benefits under the general old-age scheme and under the general 
survivor's insurance scheme were increased by 6.1 ",~. As from I January 
the;e benefits are subject to wage- and income tax. 

~ All other social security benefits were raised by some 7"1.,. 

Februarr: 

- The discount rate was cut from 41 1"" to 4%, with effect from 2 
February. 

- In a memorandum presented to the Second Chamber, the Mimster for 
Social Affairs announced that a sum of Fl 650 million would be made 
available to promote activity m the building industry. This scheme comes 
under the Fl 3 000 million reflationary programme for 1976. 

- The Central Government is raising funds on the borrowers' note 
market. The 1ssues must satisfy the following conditions: (a) they must not 
lead to any market disturbance; (b) Central Government borrowing in the 
form of public loan issues must be hampered as little as possible; (c) they 
should compete as little as possible with regional and local government 
borrowing operations on the capital market. 

- The provisions of the Wage Decree of 3 December 1975 were eased. 
The Minister for Soc1al Affairs approved further exemptions in respect of 
a number of labour contracts. 

April: 

- The tax on petrol was raised on I April by 2 cents to 48 cents per htre. 

- Yearly revision of dwelling rents on I Apnl. As was the case in 1975, 
the rise is generally 8%. Furthermore a system of rent revision will be 
started to take account of the quality of dwellings. 

Belgo-Luxembourg Economic Union 

Belgium 

The economic recovery which began in the fourth quarter of 1975, continued in the first quarter of 1976. After running 
level for a time, unemployment rose again in April and the rate of consumer price increases slackened only slightly. 
The external balance was in deficit in January-February, owing to the time-lag between the recovery of imports and 
that of exports, but subsequently improved again. 

After climbing rapidly in the first half of the year production will probably grow more slowly in the second half. 
Unemployment is expected to fall only gradually and, in the present situation, any slackening in consumer price rises 
seems increasingly unlikely. 

1. Recent developments 

The recovery, which got under way after last summer, 
became more widespread during the early months of I976 
and is now also affecting sectors such as the iron and steel 
industry which was somewhat out of step with the general 
economic trend in the Community. 

The revival in demand mainly took the form of a rapid 
growth of exports to other Community countries, which 
for the period January-March were substantially higher 
in value (2I %) than a year earlier. Exports to non-member 
countries, however, were appreciably below the January­
March I975level (10.5). Overall, the seasonally adjusted 
value of exports was 5.8% up on the average for the 
fourth quarter. The volume of exports was II % higher 
than the corresponding I975 level. 

Despite the fall already recorded in I975, total investment 
has undoubtely continued to contract in real terms in 
I976. A look at sales by Belgian industry, imports of plant 
and machinery and new permits for industrial or 
commercial building suggest that business investment 
declined despite the stimulatory measures taken by the 
Government. Activity in private residential construction 
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remained buoyant. The Government's decision to 
commit all the appropriations entered in the budget 
brought about an increase in public investment. Many 
firms, particularly those geared to exporting, have had to 
replenish their stocks of raw materials and intermediate 
goods in order to maintain a normal rate of production 
while industry has continued to run down its stocks of 
finished products. 

Following a period of stagnation in mid-I975, consumers' 
expenditure picked up in the fourth quarter, helped by a 
decline in the propensity to save while real disposable 
incomes hardly rose. The rapid recovery of retail sales in 
the fourth quarter was sustained in 1976. In January­
February, retail sales were 2.5% (volume) and I2.9% 
(value) higher than in the corresponding period in I975. 
Demand for consumer durables, particularly new private 
cars, was very brisk. 

By the beginning of 1976, stocks of finished products in 
industry had fallen below what is considered to be an 
acceptable level, so that a marked rise in production was 
clearly necessary both to meet demand and to halt the 
depletion of stocks. The seasonally-adjusted average of 
the index of industrial production for the first quarter of 
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Belgium

'i

BUSINESSMEN'S VIEWS ON TTIE INDUSTR,IAL SITUATION I

Answers to the questions in the EEC business survey, carried out in Belgium by the National Bank.

GRAPHS A, B, C and D: The three zones (grey, white and black) sh-ow 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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TABLE 1 

Key indicators 

BelgiUm 

Gross domestic product; volume 
of which: Industry I 

Gross domestic product in volume per 
person in employment 
Total employment (number of persons) 2 

- Independent entrepreneurs 
- Wage and salary earners in company 

sector 
- General Government 
Unemployment 

Compensation of employees per wage 
and salary earner 
Price index of private consumption 3 

Current account balance 3 

Excluding construction. 
Domestic concept. 
National accounts concept. 

Unit 
1968-1973 

average 4 5 

'/~change 5.4 
8.1 

%change 4.6 
%change 0.9 

- 1.5 

1.4 
2.2 

as% of 
labour force 2.3 

%change 10.0 
%change 3.5 

in Bfrs '000 
million 30.4 

1973 5 19745 1975 6 19766 

6.3 3.9 -1.3 3.7 
7.1 4.3 -7.5 6.0 

4.9 2.4 -2.0 3.0 
1.3 1.5 -1.3 -0.2 

- 1.5 - 1.2 - 1.6 -1.3 

1.8 1.8 -2.0 -0.5 
2.1 3.3 2.4 2.0 

2.4 2.5 4.4 5.3 

13.4 17.5 16.7 13.3 
6.3 12.3 12.8 10.3 

44.1 32.2 42.6 33.7 

Geometric mean of the change from 1967 to 1972; unemployment and current account balance. anthmehc mean over the five years. 
Source: INS Natwnal accounts. 
Estimates of CommiSSion "s Departments 

1976 was 8.5% higher than in the fourth quarter of 1975 
and 3.4% up on the corresponding period last year. The 
increase was sharpest in the consumer durab1es sector, 
largely as a result of the recovery in the motor industry. 

The labour market situation remained gloomy on the 
whole. Despite an increase in production, unemployment, 
which had levelled out in late 1975 and early 1976, again 
rose slightly. The seasonally adjusted unemployment 
rate (number of wholly unemployed as a percentage ofthe 
labour force) reached 6.2% at the end of April. While the 
number of unfilled vacancies fell in the early months of 
the year, the number of new job vacancies notified rose 
very sharply. 

The brisk rise in registrations of private cars meant a 
substantial increase in imports of transport equipment. 
The poor harvest in 1975led to a sharp growth in imports 
of agricultural products and the recovery of industrial 
production was accompanied by an appreciable 
expansion in imports of intermediate goods, raw 
materials and oil, although imports of the latter were 
temporarily curbed in February-March as a result of 
strikes in the oil industry. Customs returns suggest that 
the trade balance improved in February-March. 

The BLEU overall balance of payments (statistics from the 
Banque Nationale) closed with a deficit of Bfrs 5 000 
million in January-February as against a surplus of Bfrs 
20 400 million in January-February 1975, the swing being 

due to a deterioration in the balance of payments on 
current account; net merchandise exports showed a 
deficit of Bfrs 12 400 million compared with a surplus of 
Bfrs 7 500 million a year earlier, reflecting leads and lags 
and more buoyant imports. 

The rise in the consumer price index slackened somewhat 
on average, the year-on-year rate of increase falling to 
9.6% in May. Prices of food stuffs rose more rapidly than 
those of other goods and services. The rate of increase in 
wholesale prices, particularly for agricultural products, 
raw materials and intermediate goods, was very rapid in 
the first quarter. 

The trend of the monetary aggregates was marked on the 
one hand by a revival of demand for credit, due mainly to 
the upturn in economic activity and restocking and, on 
the other, by erratic movements in the international 
markets which forced the authorities to take defensive 
measures, which were subsequently relaxed to allow 
expansion to continue. Interest rates continued to rise, 
with the long-term rate in April standing at around 10% 
(gross, rate for borrowing by the RTT (telephone and 
telegraph service)) compared with just over 8% in 
Germany and the Netherlands. Over the period January­
March the Treasury borrowing requirement was in excess 
of Bfrs 80 000 million (as against Bfrs 65 000 million in 
1975), Bfrs 55 000 million of which was covered by 
consolidated debt issue and the rest by short-term 
borrowing. 
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TABLE 2 
Demand for and supply of goods and services 

1973 2 

BelgJUm At curr. 
price 

Bfrs '000 I million Vol. 

Private consumption I 075.2 2.7 
Public consumption 263.7 2.7 
Gross fixed asset formation 377.0 6.1 
- Enterprises 220.2 6.8 
- Dwellings 97.6 10.7 
- General Government 59.2 -4.0 
Domestic final uses (excluding change in 
stocks) I 715.9 3.4 
Domestic final uses (including change in 
stocks) I 742.2 3.9 
Exports 1 846.5 8.1 
Imports 1 810.7 8.5 
Gross domestic product at market prices 1 778:o 3.9 

Domestic final uses (excluding change in 
stocks) I 715.9 3.4 
Change in stocks 26.3 0.6 
Balance of exports and imports I 35.8 0 

I Goods and serv1ces. 
2 Source: INS NatiOnal accounts 
3 Estimates of Commtsston's Departments. 

2. Outlook 

As some of the factors making for recovery are technical 
and temporary in nature, the rapid upswing in the first 
half of the year will be followed by more subdued growth 
after the summer. The rate of growth will still 
undoubtedly be insufficient to bring about any notable 
improvement in the situation on the labour market. The 
price-wage cost spiral may well be given a new twist. 

One of the effects of the recovery in export demand has 
been to push up prices, so that the value of exports should 
rise steadily throughout the year. The recovery in the 
volume of exports may turn out to be somewhat slower 
than during previous upswings as markets shares may 
have been lost. 

During this phase of the recovery, domestic demand seems 
unlikely to give any great boost to activity. Insufficient 
capacity utilization and the problems of profitability 
facing new firms will probably curb productive 
investment. Residential construction may well be fairly 
buoyant, however, as a result of the stimulatory effect of 
the temporary increase in building premiums (until 
February 1976) and the substantial increase in 
appropriations for subsidized housing. In the public 
works sector the commitment of appropriations will 
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19742 1975 3 1976 J 

n u change on precedmg year 

Pnce I Val Vol. I Pnce I Val. Vol I Pnce I Val. 

12.3 15.3 1.0 12.8 13.9 3.0 10.3 13.6 
16.0 19.1 5.4 16.5 22.7 2.8 11.1 14.2 
16.2 23.3 -3.2 12.9 9.3 -0.3 10.5 10.2 
14.4 22.1 -6.2 11.6 4.6 -3.8 9.8 5.6 
19.4 32.2 3.0 15.0 18.4 2.0 11.5 13.7 
17.8 13.0 -3.0 14.0 10.6 8.4 11.0 20.3 

13.7 17.6 0.7 13.4 14.2 2.2 10.5 12.9 

13.9 18.4 -2.3 13.5 10.9 3.6 10.5 14.5 
23.7 33.7 -7.0 5.6 - 1.8 6.6 8.0 15.1 
26.5 37.3 -9.0 7.2 -2.5 6.6 9.1 16.3 
12.7 17.0 -1.3 12.6 11.1 3.7 9.9 14.0 

ContrtbutJOn to percentage change m g:ro-,.., domestic product 

17.0 0.7 13.5 2.2 12.9 
1.0 -3.0 -2.9 1.4 1.4 

-0.9 1.0 0.4 0.1 -0.4 

continue to have an effect throughout the year. The 
running down of stocks of finished products will probably 
come to a halt and there may be a tendency for stocks at 
factories to rise. 

Growth of real personal disposable income may well 
be fairly slow in the coming months, as the measures to 
moderate the rise in incomes provided for in the economic 
recovery law will continue to have an appreciable 
restraining effect until the end of the year. In addition, 
despite partial indexation of the tax scales, fiscal drag will 
entail a higher rate of direct taxation. Personal disposable 

· income in money terms will therefore probably only just 
keep ahead of price increases. In contrast, the propensity 
to save is likely to weaken somewhat because of the 
continuing high rate of inflation, so that a rise in the rate 
of increase of consumers' expenditure is possible. There 
will probably be some slackening in the growth of public 
consumption if the measures adopted as part of the 
financial stringency plan (plan de sobriete) are, in fact, 
applied in the coming months. 

After recovering briskly in the spring as the level of 
production was adjusted to keep pace with demand and as 
destocking thus ended, industrial production will 
probably expand more slowly, although its growth 
between 1975 and 1976 should average 7%. Assuming 



·. 
TABLE 3 

The central government budget. 

1975 1976 

Ongmal budget 2 Provtswnal Onginal budget 2 outturn Belgmm 

Expenditure I 

of which: 
- current expenditure 
- cap1tal expenditure 
Revenue 
of wh1ch: 
- d1rect taxes 
- mdirect taxes 
Net borrowmg reqUirement 

Dtsregardmg debt extmcuon. 
Draft budget 
Includmg parttctpatton, loans and advances 
On the preceding year's origmal budget 

m Bfrs 0< 

'000 ·o 

mtlhon change 4 

72L3 21.8 

620.1 26.7 
101.2 ~ 0.8 
643.8 26.5 

348.4 35.8 
267.7 15.8 

-77.1 

in Bfrs in Bfrs 0 

'000 '000 change4 milhon milhon 

761.9 850.8 18.0 

663.3 31.9 18.0 
98.6 118.9 17.5 

637.8 726.1 12.8 

. 354.2 415.7 19.3 
253.5 280.7 4.9 

- 124.1 - 124.7 

Note· The figures in thts table are based on the natiOnal budgets and are recalculated on the basts of the Commumty defimtwns. 

more modest expansion in the other sectors, the average 
growth rate of gross domestic product, in real terms, will 
probably be about 3. 7~'~· 
The outlook for employment is not very satisfactory. 
Industry still has room for a substantial increase in 
production before there is any need for taking on 
additional labour. The growth in employment in the 
tertiary sector will probably be modest. Unemployment 
will therefore remain at a high level for the rest of the year 
and a decline could hardly occur until after the summer, 
this tendency being, moreover, adversely affected by the 
arrival on the labour market of young people leaving 
school or university and the continuing high level of 
unemployment among women. 

Helped by the upswing in activity, imports will continue to 
rise at a rate which should be close to that of exports. For 
the year as a whole the balance of payments surplus on 
current account will probably be smaller than in 1975, 
although there should be an underlying improvement in 
the course of the year. 

There is unlikely to be any slackening in the rate of 
consumer price increases, given the substantial rises in 
public transport charges scheduled for the spring and 
summer, the many applications for price increases 
submited to the Prices Commission and the upward trend 
in commodity prices and wholesale prices of industrial 
products. 

The authorities will thus have to cope throughout the year 
with persistent unemployment and the social problems 
this creates, together with inflation which, if not cured, 
could become a permanent feature and could reduce the 

prospects of any longer-term improvement in the 
employment situation. Therefore, the principal problem 
-of economic policy will be to combine short-term support 
for demand with measures designed to reduce price and 
cost inflation. Such a policy is unlikely to be successful 
unless it has the support of the major socio-professional 
groupings. 

Major economic policy measures 

January 1976: 
- The guaranteed income for old people and the subsistence income were 
mcreased by a standard amount. 

- The 2" ~ additional reg1onal md provided for m the law on economic 
expansion and the tax adjustments to encourage additional investment 
were extended unlll 30 June. 

- The standard rules governing pnor notification of price mcreases were 
tightened with effect from I January by the introduction of a system 
featuring two deadlines. Under the new rules, pnce rises must be nottfied 
three months m advance to the price agency. After consulting the Pnces 
Commission, t\le Mmtster for Economic Affatrs then sends a 
recommendation to the firm or industry concerned before the three-month 
penod has elapsed (first deadline). If the firm or indus.try accepts the 
Minister's recommendation, the price' mcrease can then be applied 
tmmedtately. If tt does not agree, the price increase must be notified two 
months before tt is implemented (second deadline). Dunng this second 
penod, the Mtmster for Economic Affairs may tmpose an indtvtdual price 
(for a period of stx months) or a collective price. 

- The financial intermediaries decide to put up interest rates on 
medium-term notes and time deposits by between 0.25% and 0.75~~ 
dependmg on the maturity. Interest rates on mortage loans and on 
investment loans were raised by between 0.25~0 and 0.50%. 

- The Government. decided to release 40% of the commitment 
appropriations for the 1976 mvestment programme for the period from 
January to Apnl, bringing the total funds released for the programme to 
Bfrs 60 000 million (of which Bfrs 45 000 mtllion are for national projects) 
to which are to be added transfers totalling Bfrs 12 000 million from 1975. 
The comparable figure m 1975 was Bfrs 44 000 million. 
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TABL£4 

Main ecooomic indicators 

Year Jan. Feb. Mar. 

Industrial producllon• 1974 122 4 122.9 122.3 
(1970 = 100) 1975 114.0 110.4 112.0 

1976 114.2 115.4 ( 120.5) 

Unemployed* 1974 106.4 1062 105.8 
(I 000) 1975 150.9 158.9 168.0 

1976 234.6 236.0 24Q.6 

Construction : 1973 5 809 7 172 7 502 
Permits for residential construction• 1974 6977 7 288 7 479 

1975 5 114 6 224 6066 

Private consumption: 1974 129.1 127.3 127 I 
Retail turnover• 1975 132.0 127.2 128.8 
(1970 = 100) 1976 134.0 (131.7) 

Consumer prices 1974 123.3 1249 126.4 
(1970 = 100) 1975 142.5 144.1 145.1 

1976 158.0 158.5 159 5 

Visible imports 1974 88.6 89.2 96.2 
(billion Bfrs) 1975 90.2 88.7 92.3 

1976 102.4 98.9 112.2 

V1sible exports 1974 82.6 75.7 95.0 
(billion Bfrs) 1975 91.2 87.4 89.4 

1976 90.1 95.5 II 1.8 

Balance of trade 1974 - 5.9 -13 5 -12 
(bilhon Bfrs) 1975 + 1.0 -1.3 -28 

1976 -12.3 -3.4 -0 3 

Official gold and foreign exchange reserves 1974 192.2 192.1 192.7 
(billion Bfrs) 1975 217.4 223.1 224.9 

1976 223.0 218.4 216.0 

Money supply* 1974 928 6 
(billion Bfrs) 1975 I 001.3 

1976 I 144.1 

Not available. 
( ) ProviSional figure. 

Seasonally adjusted. 

Soun·e Statistical Office of the European Communities (except as otherw1se mdicated). 

Industnal production, excluding construction. 
Unemployed. end-of-month figures. 
Construction: number of residential butldings authorized. 
Private consumption: volume index of retail turnover. 
Consumer prices: all households. 
BLEU: Imports cif, exports fob· value. Source: INS. 
BLEU: Balance of trade: d1fference between figures for imports and exports. 

Apr. May 

121.2 119. I 
1045 107.8 

107.0 109.4 
176.9 185.1 
244.7 

6 698 8 189 
7 129 9 723 
5 734 5 716 

130.4 130.4 
132.9 128.7 

128.2 130.1 
146.7 147.9 
161.0 162.2 

99.5 108.9 
98.7 88.5 

97 3 101.4 
91.0 83.1 

-2.2 -7.5 
-7.7 -5.4 

190.5 185.0 
2266 230.9 
208.1 (205.4 

June July Aug. Sept. Oct. Nov. Dec. 

131.3 120 I 122.0 120.1 116.0 120.4 II 1.7 
113.8 105.2 1045 104.1 106.6 112.0 1042 

1127 116.7 120.1 126.1 132.9 137.8 144.4 
193 I 200.6 208.6 217.7 233.3 235.2 235.5 

6 698 6 321 6 414 7 586 6 524 7 797 6 325 
7 342 9 754 6 776 7 301 5 305 6 558 5 920 
6 506 5 323 5 489 7 067 5 885 7 934 8 475 

125.5 126.5 126.3 124.6 130.9 122.1 127.9 
125.4 125.0 125.8 129.6 135.0 123.8 135.0 

132.0 133.8 135.6 137.4 138.6 140.0 141.0 
148.5 149.9 1510 152.3 154.1 155.7 156.5 

100.4 969 90 7 97.6 106.3 93 5 92.9 
97.1 85.5 77.4 99.6 II 1.0 97.7 100.5 

93.1 97.7 75.9 92.8 105.3 91.8 91.3 
89.7 82 7 63.3 86.8 99.7 93.4 99.3 

-7.3 +0.8 -14.8 - 4.8 -1.0 -1.7 -1.6 
-7.4 -2.8 -14 I -12.8 -I 1.3 -43 -1.3 

186.2 195.9 198.4 206.2 213.9 218.1 213 7 
234 I 236.2 238.2 234.6 235.9 234.3 235.3 

932.6 956.0 973.2 
I 035.6 I 081.6 I I 17.1 

Offic1al gold and foreign exchange reserves: gross reserves of gold and foreign exchange held by the monetary authorities: position at end of month Source: BNB. 
Money supply: Stock of money and near-money at end of quarter. Source: BNB 

Rctatl price> of pot a toe> were frozen and the withholding of potato 
suppltcs and potato exporting without licence were prohibited. 

Fehruw:r: 

- On II February, the Banque Nationale adopted a range of measures to 
curb the outflow of capital. The base rate remains at 6% for bills of less 
than 120 days. By contrast, the system of rediscount ceilings which had 
first been applied on 8 July 1974 and abolished on 31 March, was 
reintroduced. 

March: 

- The Finance Ministers of the three Benelux countries decided to 
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abolish, wtth effect from 15 March, the margin of fluctuation laid down in 
the Agreement of 23 August 1971 concerning the 'mini-snake'. 
-- On 15 March, the Banque Nationale adopted a package of measures: 
the discount rate for sub-ceiling B was raised from 7 to 8~0 ; the rate 
charged to the IRG (the Guarantee and Rediscount Institute) by the 
Banque Nationale for paper not set against the rediscount ceilings was put 
up from 7.5/~ to 8%; the Banque Nationale also raised the rate charged on 
advances outside the quota to 8%; the special credit line which the IRG 
has w1th the Banque Nationale was reduced from Bfrs 13 000 million to 
Bfrs 5 000 million; the rate used for calculating the rediscount ceilings was 
lowered from 5.25% to 4.75",0 • 

- With effect from 18 March, the discount rate and the rate on advances 



charged by the Banque Natlonale were raised from 6% to 7'%. The other 
rates, which had been increased on IS March by between 0.5% and 1% 
were raised to 9~~. as was the rate charged on advances exceeding the 
monthly quota. 

- The banks' basic lending rates for discount credit and cash advances 
were raised, in several stages, from 8. 75~~ and 9.00% respectively to 
I 0.25'/'

0 
on 27 March. In tho penod from October 1975 to March 1976, the 

rates had stood at 7. 75% and 8.50% respectively. 

- The Banque Nationale and the Belgian Bankers' Association 
concluded an agreement under which the banks undertook to maintain a 
definite proportion of their Belgian franc resources in the form of public­
sector paper as long as the pressures on the Belgian franc persisted. 

April: 

- The law concerning economic recovery measures and containing six 
chapters, two of which deal specifically with aspects of an incomes policy, 
was published and the principal measures were as follows: 

the growth of incomes to be curbed by freezing dividend levels for 
1976, limiting directors' fees for 1975 to 75% of their previous level, 
and prohibiting increases in the charges, scales, rates and fees of the 
liberal professions, and in all rents. 
the index-linked arrangements to be maintained but their effects to be 
suspended between I April and 31 December 1976 in respect of the 
portion of monthly wages and salaries in excess of Bfrs 40 250. 
the right of the two sides of industry to free and independent wage 
bargaining to be reaffirmed. To promote solidarity between 
successful and ailing industries and to help moderate new wage 
claims, workers will have to pay, during a period of nine months 
following the conclusion of a collective agreement, 50% of the increase 
obtained to the Solidarity Fund, which ts to finance the early 
retirement scheme. In addition, employers will have to pay a similar 
amount into the Fund. Additional pay increases granted by firms 
will not be accepted as justifying price increases. 
a temporary special levy equivalent to one-tenth of corporation tax to 
be charged on companies whose profits for 1975 are at least 10"1,; up on 
the average for the years 1972 to 1974; this levy is to be paid into the 
Solidarity Fund. Companies whose investment in 1976 represents at 
least II 0% of the reference profit level will be exempt. 
all schemes linking industrial and commercial prices to the retail pnce' 
index or another index to be prohibited. 
the other chapters deal with providing employment for young people 
by organizing training periods, with the early retirement scheme, the 
redistribution of the burden of social security contributions by 
lowering certain contributions, the promotion of exports, and changes 
in the law on economic expansion. 

- The law setting up a new public holding company was published. It 
amends the statutes of the National Investment Corporation (SNI) and 
sets out the conditions governing State participation. 

- The financial intermediaries raised interest rates paid on customers' 
deposits by between 0.25% and I %depending on the term. The interest rate 
payable on five-year medium-term notes, for instance, was increased from 
8.75% to 9.50%. At the same time, the interest rate on mortage loans was 
put up from I 0.5% to II"·~. 

- Sizeable increases in public transport charges were announced. 

Luxembourg 

- The Finance Minister decided that, with effect from I May, employers 
would be authorized to reduce by a standard amount deductions from 
gross wages and salaries not exceeding Bfrs 38 56 7 per month. This 
decision, which is expected to cost the Treasury Bfrs 2 000 million, was 
taken pending the vote on the law adjusting tax scales for low and middle 
income workers. 

- The Government fixed the total amount of commitment appro­
priationsavailable for public mvestment in the penod from May to August. 
This represents an average of 25% of total funds under the 1976 
programme, compared with 40~.;; released for the first four months of the 
year. As a selective move, only 22.5"1,; of the direct investment 
appropriations have so far been released. 

- When examining the supplementary appropriations for the 1976 
budget, the Government put forward a programme of restraint consisting 
of seven sections involving changes to laws and regulations concerning 
taxation, public transport, sickness insurance, unemployment, State 
education and national defence. 

- Under the law on economic recovery, rents were frozen from I April to 
31 December. A Royal Decree does, however, permit an increase of 7 .5'/'

0
, 

applicable as of I April 1976, in the case of rents frozen in 1975. 
- The rate of interest on mortgage loans by financial institutions was 
raised by 0.50%, bringing the rate charged by the CGER (the principal 
savings bank) up to 10.5%. The interest rate on investment loans was 
increased from 10.25% to 11.15% per year. 

- The national Bank announced measures reflecting an easing of 
monetary policy. Thus, the rate of interest for advances on collateral 
which exceed the monthly quota was lowered from I 0% to 9%. The special 
margin allowed by the Banque Nationale to the IRG for the discountinl!; of 
bills which do not fall within the rediscount limits, was increased from Bfrs 
3 000 million to Bfrs 10 000 million. In addition, the limit on the extent to 
which the monthly quota of advances may be exceeded was abolished. 

- An easing of the proportion of funds which have to be invested in 
public debt was decided. As from 30 April, this proportion will not apply 
to any increase in the resources of the intermediate financial institutions. 

- A reduction was announced in short-term interest rates charged by 
banks on discount and acceptance credits. 

May: 

- The Government introduced selective restrictive measures concerning 
the construction industry. Maximum mortgage lending ratios were 
lowered and were varied according to the market value of the 
construction. 

- A temporary agreement was reached between the Government and the 
public servants' trade unions. This agreement includes an increase of Bfrs 
I 500 in the holiday allowance, and the application, with effect from I 
February 1976, of the system of accelerated indexation of salaries. In 
future, salaries will be adjusted one month after the index reaches a 
triggering point, instead of the previous average time-lag of two months. 
The Government estimates the cost of this agreement to be just over Bfrs 
I 000 million. 

- The Government is to delay the payment of unemployment benefit to 
young people leaving school next June by extending, from 3 to 6 months, 
the qualifying period of registration as being available for work. 

- Rates of interest charged by banks were lowered by 0.50''.,. 

Helped by an upturn in export demand, the economic recovery, which began in the autumn of 1975, has continued 
during the first few months of this year. The growth in domestic demand has been hesitant, while the situation on the 
labour market has remained depressed. Price rises have slackened somewhat. 

After accelerating sharply in the first half of the year, the growth of export demand may well slacken in the second half, 
whereas domestic demand will probably be a little more buoyant. Employment is unlikely to pick up before next year. 

1. Recent developments 

Production in Luxembourg has gathered momentum in 
recent months in response to the sharp upswing in the 
economies of the country's main trading partners. 

The growth in export demand, which was already felt by 
the new industries in the second half of 197 5, spread to the 
entire manufacturing sector at the beginning of 1976. The 
inflow of new orders and deliveries of iron and steel 
products to the original member countries of the ECSC 
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TABLE 1 

Key indicators 

Luxembourg 

Gross domestic product; volume 
of which: Industry J 

Gross domestic product in volume per 
person in employment 
Total employment (number of persons) 2 

- Independent entrepreneurs 
- Wage and salary earners in company 

sector 
- General Government 
Unemployment 

Compensation of employees per wage 
and salary earner 
Price index of private consumption 3 

Current account balance 3 

not available. 

Excluding constructJon 
Domesllc concept. theoretical unemployment excluded. 
Nat1onal accounts concept 

Umt 

0/o change 

%change 
'i~ change 

as '/0 of 
labour force 

%change 
%change 
Mio Lfrs 

1968-1972 1973 5 average 4 5 

4.3 7.5 
5 12 

2.4 5.3 
1.8 2.1 

-2.4 

3.1 
2.2 

0 -

8.4 12.3 
3.9 6.1 

2 876 4 665 

19745 1975 6 19766 

4.4 - 7.7 4.2 
5 - 18.2 9.1 

1.8 - 7 5 
2.5 - 1.5 - 0.6 

-2.5 - 2.5 - 2.2 

3.8 - 1.6 - 0.6 
1.5 1.4 1.4 

- 0.8 0.6 

20.6 15 12.9 
9.5 10.7 9.5 

5 442 - 5 800 -2 400 

Geometric mean of the change from 1967 to 1972. unemployment and current account balance anthmet1c mean over the five years. 
Source· Statec 
Estimates of CommiSSIOn's Departments 

recovered appreciably in the first quarter, while deliveries 
to other markets remained well below the previous year's 
level. The other exporting industries have continued to 
enjoy buoyant demand so that total merchandise exports 
should have moved up sharply although with some delay. 

Domestic demand on the other hand has remained 
sluggish. With the exception of the steel industry which 
has been granted State aid, the decline in business 
investment has continued. Moreover, the growth rate of 
public investment has slowed down after rising sharply 
last year. Judging from the available information demand 
for housing is still sluggish, both for houses or bungalows 
and flats. The fall in stocks seems to have continued, 
though at a very modest rate. Some replenishment of raw 
materials may already be under way. 

As a result of the slow growth in real incomes, private 
consumption was somewhat depressed in late 1975 and 
early I 976: government employees received no new 
increases, and the impact of the recent renewal of major 
collective wage agreements (for example that for steel 
workers) will hardly be felt before June. 

After showing signs of hesitation towards the end of 1975, 
production is now more firmly on an upward trend. 
Although the seasonally adjusted index of industrial 
production for the first quarter was still some 4.9% below 
the level a year ago, it was 4.4% higher than the average for 
the fourth quarter of 1975. For the steel industry the 
corresponding figures were -9.5~,~ and +4.3~~· Activity 
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in building and construction remained depressed, except 
in the public sector which, like certain tertiary branches, 
showed more vigour. 

As expected, the recovery of production had little if any 
impact on demand for labour. The numbers employed in 
industry and the number of vacancies were well below last 
year's level. The number of foreign workers (including 
those crossing the border daily) in industry (about half the 
work force) fell, as did the numbers of workers from 
Luxembourg. This had a restraining effect on ·immi­
gration, which will probably be lower than emigration in 
1976 as well as in 1975. 

After climbing sharply at the beginning of the year, 
consumer prices rose more slowly through May. These 
fluctuations were due above all to the price of foodstuffs, 
for which the year-to-year increase was in May definitely 
higher ( 14.1 %) than for the general index (I 0.4%). 

Business transacted by financial and banking institvtions, 
both on international markets and on the domestic 
market, expanded briskly.· At the end of March the 
aggregate balance sheet totals of banking and savings 
institutions were 36% up on the corresponding period last 
year. At the end of January, savings book deposits 
(mainly domestic) were about 25% higher than twelve 
months earlier. In April, however, withdrawals seem to 
have exceeded deposits_ In order to cover additional 
financial requirements (see Table 3) the State, in January, 
issued a loan to the amount of I 000 million francs. 
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Luxembourg

BUSINESSMEN'S VIEWS ON THE INDUSTRIAL SITUATION

Answers to the questions in the EEC business survey, carried out in Grand Duchy of Luxembourg by STATEC.

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

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

weighted as follows:
bv 0.03 for the answer "above normal", or "up";
bv 0.02 for the answer "normal", or "no change";
Uv O.Ot tor the answer "below normal", or "down".

0
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TABLE 2 

Demand for and supply of goods and services 

Luxembourg 

Private consumption 
Public consumption 
Gross fixed asset formation 
- Enterprises 
-Dwellings 
- General Government 
Domestic final uses (excluding change in 
stocks) 
Domestic final uses (including change in 
stocks) 
Exports 1 

Imports 1 

Gross domestic product at market prices 

Domestic final uses (excluding change in 
stocks) 
Change in stocks 
Balance of exports and imports 

I Goods and services 
2 SourC'e: Statec. 
3 Estimates of Comm1ssion"s Departments 

2. Outlook 

1973 2 

At curr. 
pnces 

MIO I LFrs Vol. 

37 810 6.8 
8 085 2.6 

20 037 - 7 
11 659 - 15.2 
4 328 1.7 
4 050 7.3 

65 932 2.1 

66 157 4 
60 382 5 
55 439 5.8 
71 100 3.5 

65 932 1.9 
225 1.8 

4 943 - 0.2 

Following a rapid upswing in the first half of the year, 
economic growth will probably slacken in the second half. 

The appreciable expansion in export demand in recent 
months seems to have been due largely to technical 
factors, i.e. restocking at all levels of the production and 
distribution process. As the prospects for a recovery of 
fixed investment in Luxembourg's main export markets 
are still uncertain, exports will probably lose momentum 
again once the restocking process is over. 

Domestic demand is unlikely to give any major stimulus 
either to economic activity at home or to imports. While 
the implementation of a major new investment pro­
gramme in the steel industry and the modernization of 
commercial vehicle fleets are factors for expansion, 
construction of new industrial buildings will probably 
remain depressed. This is also likely to be the case in 
dwelling construction, available indicators giving little 
prospects for a strengthening of activity. By contrast, 
public works may show some expansion in volume terms. 

After more or less stagnating during the first half of the 
year, private consumption may well expand again 
somewhat in the second. Certain collective wage 

1974 3 1975 3 1976 3 

"n change on precedmg year 

Pnce I Val Vol. I Pnce I Val Vol. I Pnce I Val 

9.5 17 2.1 10.7 13 2.3 9.5 12 
20.8 24 3.1 18 21.7 1.4 13.1 14.7 
13.3 5.4 - 7.2 14.4 1.4 -2.5 14.1 11.3 
9.4 -7.3 - 9.2 11.9 1.6 -2.7 13 10 

18.1 23.9 - 15 17.5 - 0.1 -5 16 10.2 
17.4 26 5.1 16.4 22.3 0 14.7 14.7 

12 14.3 - 0.5 12.8 12.2 0.9 11.2 12.2 

11.7 16.2 -2 12.7 10.4 1.1 11.2 12.4 
22.8 29 - 15.5 -4.4 - 19.3 7.9 9.3 17.9 
22.7 29.8 - 10.1 5.9 - 4.8 3.7 7.8 11.8 
12.5 16.5 - 7.7 3.6 - 4.3 4.2 12.6 17.3 

Contnbuuon to percentage change in gross domestic product 

13.3 - 0.4 11.2 1 13.1 
1.8 - 1.5 - 1.5 0.2 0.2 
1.4 - 5.8 -14 3 4 

agreements and an increase in the number of hours 
worked should make possible some increase in real 
personal disposable income. For the year as a whole, 
however, private consumption is unlikely to grow by 
more than 2%.The growth in public consumption may 
well be lower than in 1975. 

As exports are a major determinant, the growth of 
industrial production will probably lose momentum in the 
course of the year, but the average rate of increase 
between 1975 and 1976 will probably still be around 12%. 
As expansion in the other sectors is likely to remain more 
subdued, the total gross domestic product should rise by 
about 4.2%. 

The recovery of production will be the first step in 
bringing a return to normal in the employment situation in 
that special works programmes and short-time working 
will be gradually phased out. Moreover, in building and 
construction a decline of employment seems possible. 
Consequently, the numbers in employment will probably 
remain depressed throughout the year, even if the tertiary 
sector might see some further increase. 

The overall rate of increase of the consumer price index 
will probably remain substantial, due in particular to 
price rises of certain food products and services. Year on 
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Expenditure 2 

of which: 

- current expenditure 

- capital expenditure J 

Revenue 

of wh1ch: 

- d1rect taxes 

- md1rect taxes 

Net borrowing requirement 

Commumty defimuons. 
Dtsregarding debt extinction. 

Luxembourg 

Including participations, loans and advances 
Draft budget. 
On the precedmg year's onginal budget. 

TABLE 3 

The general government bud~et 1 

1975 

Onginal budget 4 

" Mrd Lfrs cha~ge 5 

23.8 24.6 

18.4 27.8 
5.4 14.9 

23.7 32.4 

13.6 46.2 
8.2 17.1 

-0.1 

Note · The figures in this table are based on the national budgets and are recalculated on the basis of Community defimtions. 

1976 

Original budget 4 

" Mrd Lfrs cha~ge 5 

29.3 23.1 

22.8 23.9 
6.5 20.4 

27.1 14.3 

15.9 16.9 
9.0 9.8 

-2.2 

year 1976 may see an increase of around 10'~~ over 1975. 

Through a policy of selective intervention, hammered out 
in wide-ranging consultations,. the Luxembourg autho" 
rities have succeeded in mitigating the social effects of the 
economic crises. This was not achieved without an 
increase of central government borrowing requirement, 
so that one of the main tasks of those responsible for 
economic policy will be to restore equilibrium, a task 

which can probably only be completed in the medium 
term, particularly if, as seems likely, the trend rate of 
growth in the next few years is lower than in the 1960s. 

Industrtal production* 
(1970 = 100) 

Unfilled vacanctes* 

Consumer pnces 
(1970 = 100) 

( ) Provisional figure 
Not avatlable 
Seasonally adjusted 

Year 

1974 
1975 
1976 

1974 
1975 
1976 

1974 
1975 
1976 

Major economic policy measures 

Decemher /975: 

- The temporary tax assistance for investment provided for in the law of 
·• 9 Apnl 1973 was extended for a period of two years. 

TABL£4 

Main economic indicators 

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

122 6 127 8 120.8 121 7 121 I 122.8 120 5 115.8 120.4 118.2 112.6 106.0 

103.7 102.7 101.9 94.3 88.7 979 90.0 60.6 95 7 88.0 97 8 95.4 

95.2 99.1 99 2 

669 601 692 730 625 622 685 600 464 432 393 403 

236 101 195 281 275 292 222 294 191 204 248 285 

158 75 223 (258) 

121.3 123 6 124.4 126.0 127 2 127.5 128.9 129.2 129.9 131 2 132 7 133.7 

134.6 136 6 137.5 139.2 140 I 141 I 142 3 142.9 144.0 146.2 147.4 148 3 

150.5 151 3 151.6 153 8 154.7 

Sour<·e Statisttcal Office of the European Commumttes (e~cept as othetwise mdtcated). 

lndustnal producuon, excludmg constructton. 

Unfilled vacanctes: end-of-month figures. 
Consumer pnces all households 
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- The Government meeting in council set up a commission to study the 
problems in the building and construction industry and to coordinate 
measures to help the industry. 

- Self-employed persons' sickness insurance contributions were fixed at 
5.6% of their income (with a ceiling of four times the minimum wage); the 
new rate for pensioners is 4.4."·~. 

- At the end of December, the central government budget for the 1976 
financial year was adopted by Parliament. It provides for revenue totalling 
Lfrs 30 500 million, of which Lfrs 29 600 m1llion will be ordinary revenue 
and Lfrs 900 million extraordinary revenue, and expenditure totalling Lfrs 
30 800 million, of YJhich Lfrs 26 700 million will be on current and Lfrs 
4 000 million on capital account. 

January 1976: 

- Issue of a Government loan of Lfrs I 000 million for twelve years at 
7.75~~. The issue price of 100% was payable in full on 30 January. 

February: 

- At the beginning of February, a draft law on unemployment insurance 
was adopted by the Government It prov1des for the payment of un­
employment benefit equal to 80/~ of the previous wage or salary, up to a 
limit of250".~ of the minimum wage during the first six months and 200'/0 

during the subsequent s1x months. To be eligible for this benefit, a person 
must have worked for twenty-six weeks. The Fund to administer this 
measure is planned to be financed as follows: 

an employers' contribution equal to 0.25"~ of the wage and salary bill: 
a 2.5"·~ increase m income tax: 

- a l"•o increase in corporation tax; 
- repayable central government advances. 

- The Fund's assets are not be allowed to fall below Lfrs 750 milhon or to 

exceed Lfrs I 500 million, the annual contribution being fixed at Lfrs 450 
million. 

- The premium paid to encourage owners of unprofitable businesses in 
the small craft industries and in the distributive trades to cease trading was 
raised from Lfrs 120 000 to Lfrs 160 000. 

- The Office National du Travail (National Labour Office) was renamed 
the Administration de I'Emploi (Employment Board) with responsibility 
for promoting optimum utilization of the labour force in line with the 
economic and social policies pursued. This involves monitoring the 
situation and developments on the labour market, matching job vacancies 
with job applications and organizing the recruitment of foreign workers 
and vocational guidance of young people, in addition to assisting the 
redeployment and re-employment of workers. A National Employment 
CommissiOn composed of representatives of the ministerial departments 
concerned and of delegates from the employers' and workers' 
organizations was set up at the Ministry of Labour and Soc1al Security. 

- On the investment front. an agreement was concluded between the 
Government and the iron and steel industry authorizing the latter, with 
effect from the 1974 financial year. to write off its equipment more rapidly, 
i.e. over ten years instead of twelve-and-a-half years. 

March: 
- The law of II March 1976 lays down the conditions governing the 
grant of direct State aid to the press in the form of a subsidy per page of 
non-advertising matter. 
- A Ministerial decree of II March 1976 freezes cash profit margins for 
the retail sale of beef, pork, veal and delicatessen products as at 
I March 1976. 
- The Grand-Ducal Regulation of 18 March 1976 sets a maximum 
price (Lfrs II per kg) and a maximum profit margin (Lfrs 1.5 per kg) for 
retail sales of potatoes. 

United Kingdom1 

The recovery in economic activity, which began in late 1975, gathered strength during the first half of 1976 due to 
expanding exports and a turnround in stockbuilding. At the same time, there has been a marked slowdown in the 
growth of unemployment, to which the Government's measures to support employment have significantly 
contributed. The growth of average earnings continued to decelerate, partly as a result of the voluntary limit on pay 
increases, and helped to slow down the rate of inflation. There was a significant reduction in the balance of payments 
current deficit, despite the adverse effect on import prices of a further depreciation of sterling in the period March to 
May. 

Prospects for the second half of the year are for a continuation of export-led growth, with domestic demand remaining 
subdued. Little further fall in the rate of increase of prices is foreseen, although some deceleration in wage inflation 
should occur. A temporary widening of the current account deficit is to be expected as adverse movement in the terms 
of trade will probably more than offset, in the short run, the gains from the continued movement of real resources into 
net exports. 

1. Recent developments 2 

Since the fourth quarter of 1975, the level of output in the 
United Kingdom has moved into a definite upward trend. 
At the same time, there has been a slow-down in the 
growth in unemployment, the rate of inflation has 
dropped markedly from the very high levels recorded in 
the first half of 1975, and there has been an improvement 
in the balance of trade. Despite these encouraging 
developments, the state of the economy remained far 
from satisfactory. There was a sharp depreciation in 
sterling in March, April and May reflecting uncertainty as 

1 This text was finalized at the end of May and, therefore, takes no 
account of the sharp movements in the sterling exchange rate occurring 
thereafter. 
2 Unless otherwise stated, th1s analys1s IS based on seasonally adjusted 
data. 

to the form of the next stage of incomes policy to begin in 
August 1976 and anxiety about the size of the public 
sector borrowing requirement for the financial year 1976/ 
1977. 

Gross domestic product, which reached its lowest point in 
the third quarter of 1975, rose in real terms by 1.3/'~ in the 
fourth quarter and by a further 1.1 '/~in the first quarter of 
1976. The main factors contributing to this recovery were 
a marked shift of resources into net exports and a fall in 
the rate of destocking. 

The volume of exports started to rise in the fourth quarter 
of 1975 and in the six months to April 1976 showed an 
increase of 12.1~~ (at an annual rate) over the preceding 
six months. In value terms, the highest growth rate was 
recorded for exports to the Community, (an annual rate 
of + 50~~ in the 6 months to April). The United 
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TABLE 1 

Key illdicators 

Umted Kmgdom 

Gross domestic product; volume 
of which: Industry I 

Gross domestic product in volume per 
person in employment 
Total employment (number of persons) 2 

- Independent entrepreneurs 
- Wage and salary earners in company 

sector 
- General Government 
Unemployment 

Compensation of employees per wage 
and salary earner 
Price index of private consumption 3 

Current account balance 3 

Not avaolable 
All industnes 
Domestic concept 
Nat10nal accounts concept~ on annual basis. 

Unit 1968-1972 
average 4 5 

%change 2.2 
2.2 

%change 2.7 
%change -0.5 

1.6 

-1.3 
1.9 

as% of 
labour force 2.9 

%change 9.8 
%change 5.6 

£ '000 
million 0.4 

1973 5 1974 5 19755 19766 

5.6 0.3 - 1.6 2.4 
7.2 -3.7 -5.0 2.8 

3.3 -0.3 - 1.0 3.0 
2.2 0.6 -0.6 -0.6 
1.7 -0.3 -0.1 0.0 

2.5 0.5 : 
2.1 0.8 

2.5 2.4 3.8 5.0 

12.4 20.6 30.1 16.0 
8.75 15.45 22.0 15.5 

-0.8 -3.7 - 1.7 - 1.8 

Geometric mean of the change from 1967 to 1972. unemployment and current account balance: arothmetic mean over the five years. 
Source Central Statistical Office. 
Estimates of Commission·s Departments. 

Kingdom's share of world trade in manufactures, which 
rose in 1975, was at least maintained in early 1976. 

The volume of consumers' expenditure recovered in the 
first quarter of 1976 ( + 1.0% on the previous quarter), 
partly as a result of increased expenditure on durable 
goods caused by the relaxation in December 1975 of 
restrictions on consumer credit. Total real personal 
disposable income is expected to show a further modest 
decline and the savings ratio to fall slightly. During the 
second quarter, however, the growth in consumption is 
unlikely to have been maintained. 

In the first half of 1976, public consumption in real terms is 
estimated to grow at an annual rate of only 2%, a sharp 
deceleration when compared with the strong rise that 
occurred in the preceding half year. 

The downward trend infixed investment, which became 
established in 1975, continued in the early months of 
1976, despite the buoyancy of investment in dwellings. 
There appears to have been a further slight fall in 
manufacturing investment, a trend which will only be 
reversed once the expansion of industrial production is 
well under way. The very rapid rundown of stocks which 
occurred in 1975, particularly in manufacturing industry, 
probably came to an end in the first half of 1976. Indeed, 
some modest rebuilding of stocks may well have occurred 
in certain sectors of the economy. 
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There has been a substantial increase in industrial 
activity; between the fourth quarter of 1975 and the first 
quarter of 1976, the index of industrial production rose at 
an annual rate of 5.3%, to reach a level 2.6% higher than 
in August 1975, the lowest point in the present recession .. 
The recovery was concentrated firstly in the intermediate 
goods industries and only more recently affected 
consumer goods industries. 

In recent months the level of unemployment' (equivalent, 
in May, to 5.4'~ of all employees) appears to have 
stabilized rather sooner than the recent upturn in 
production might have suggested. Apparently, the 
Government's short-term measures for supporting 

· employment have been effective. In addition, it appears 
that the expansion in economic activity is causing firms to 
defer redundancies. Indeed, other labour market 
indicators, in particular for vacancies and short-time 
working, point to some strengthening of the demand for 
labour. 

During the latter part of 1975 and in early 1976, the fall in 
the rate of inflation2 has been marked. In the six months to 
April 1976, the retail price index rose at an annual rate of 
16.0 against a rate of 21.8% in the previous six months. In 

1 Excluding school-leavers and adult students. 
2 The figures in this paragraph are not seasonally adjusted. 
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contrast to this favourable movement, which was partly 
the result of a sharp deceleration in the rise of unit labour 
costs, the index of materials and fuel purchased by 
manufacturing industry, which covers about one-third of 
industry's costs, rose at an annual rate of27.3% in the six 
months to April 1976 compared with 28.1% in the 
preceding six months; these high figures were largely the 
result of the depreciation of sterling and increases in 
world prices of certain primary products, including oil. 

The growth of earnings continued to slow down in the 
first quarter of the year. In the six months to March 1976, 
average earnings increased at an annual rate of 13.9%, a 
substantial fall from the annual rate of25.0'~ recorded in 
the preceding six months. This deceleration was largely 
due to the success of the Government's incomes policy. 
The impact of the recession on hours worked was only 
noticeable between the first and second quarters of last 
year with, if anything, a slight upward trend since then. 

The balance of trade improved dramatically in the first 
four months of 1976. There was a substantial increase in 
export volume, resulting from the recovery in world trade 
and from the effects of previous depreciations of sterling. 
At the same time, the volume of imports fell back. During 
the first quarter, the terms of trade remained virtually 

unchanged from their end-1975 level, but deteriorated 
sharply thereafter thus partly offsetting the contribution 
of the growth in the volume of exports to the balance of 
trade. None the less, the overall trade balance, for the first 
half of the year, should show a distinct improvement on 
the deficit of£ I. 7 billion recotded for the second half of 
1975. With a continuing surplus of about£ 120 million per 
month on the invisibles account, there should also be a 
further improvement in the current balance between the 
same two periods. 

Partly as a result of great pressure on the sterling 
exchange rate in March and April, official reserves fell by 
$ 581 million during the first four months of 1976 even 
after inclusion of public sector foreign currency 
borrowing of$ 1 145 million and after drawing $ 1 174 
million (SDR 1 billion) from the IMP oil facility. 

During a period of considerable international currency 
disorder, the sterling exchange rate remained relatively 
stable until the first week of March 1976. However, 
foreign confidence became increasingly affected by the 
implications for the public sector borrowing requirement 
and the money supply of the Government's plans for 
public expenditure (announced in February) and by the 
uncertainty surrounding the next stage of incomes policy. 

TABLE 2 

Umted Kmgdom 

Private consumption 
Public consumption 
Gross fixed asset formation 
- Enterprises 
-Dwellings 
- General Government 
Domestic final uses (excludmg change in 
stocks) 
Domestic final uses (includmg change in 
stocks) 
Exports I 

Imports I 

Gross domestic product at market prices 

Domestic final uses (excludmg change 
stocks) 
Change in stocks 
Balance of exports and Imports I 

Not available. 
Goods and services. 
Sow ce: Central Statistical Office 
Estimates of CommiSSIOn's Departments. 
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in 

Demand for and supply of goods and services 

1973 2 1974 2 1975 2 1976 3 

At '>~ change on precedmg year 
current 
pnces J £ mw. Vol Pnce 1 Val Vol I Pnce I Val Vol. I Pnce I Val. 

45 085 -0.1 15.4 14.2 -0.3 22.0 21.6 - 1.0 15.5 14.3 
13 340 2.9 21.9 25.4 3.3 31.8 36.2 3.2 13.8 17.4 
13 815 -2.0 20.0 17.6 -0.5 24.4 23.8 -2.1 15.0 12.6 
8 236 - 3.8 17.8 13.3 - 3.0 26.1 22.3 
2 710 -4.8 21.3 15.5 5.6 20.5 27.3 
2 869 0.7 24.9 24.0 3.2 21.8 25.7 : 

27 240 -0.5 17.6 17.0 3.5 17.9 22.0 -0.4 18.6 18.1 

73 301 -1.3 18.2 16.7 - 1.9 24.3 21.9 1.1 15.1 16.4 
16 831 6.9 23.7 32.2 -4.6 21.6 16.1 7.5 17.5 26.3 
18 612 0.2 43.8 44.1 - 5.7 12.2 5.8 2.7 20.8 24.1 
71 520 0.3 13.0 . 13.3 - 1.6 27,.7 25.6 2.4 14.1 16.7 

ContnbutJon to ""o change m gross domestic product 

I 

72 240 -0.5 - + 17.1 + 0.4 - 26.0 - 0.3 - + 15.2 
I 061 -0.8 - 0.0 -2.6 - -2.9 + 1.5 - + 1.6 

-I 781 + 1.6 - - 3.9 + 0.6 - + 2.5 + 1.2 - 0.0 



TABLE 3 

The central government budget 

1975/1976 1976/1977 

Or~gmal Budget Prov1s1onal Onginal budget 
outtum Umted Kmgdo10 

Expenditure I 

of which: 
- current expenditure 
- capital expenditure 2 

Revenue 
of which: 
- direct taxes 3 

- indirect taxes 
Net borrowing requirement 

Dtsregardmg debt extmct10n. 
lncludmg loans and advances. 
lncludmg soc1al secunty contributiOns etc. 

4 On the precedmg year's ongmal budget 
Note The figurelio..1 th1s table are based on the natiOnal budgets. 

£1010 

43 671 

37 918 
5 753 

35 844 

22 709 
13 135 
7 827 

The Budget proposals introduced on 6 April I confirmed 
the view that the borrowing requirement would remain, in 

· any case, at a very high level. Pressure on sterling 
increased considerably and the effective depreciation 
from Smithsonian parities widened by 13.7% between 
end-February and end-May 1976, more than offsetting 
recent differences in inflation rates between the UK and 
its major competitors. 

Another factor behind this movement of the exchange 
rate was the reaction of the authorities to the slow growth 

• of the money supply in the winter of 1975/76, when 
interes~ rates tell quite rapidly. Although concern has 
been expressed that the effect on the money supply of the 
very large public sector borrowing requirement (which 
turned out to be as high as£ 10.8 billion in the fiscal year 
1975/76), the high level of the personal sector's savings 
and the lack of company sector demand for funds eased 
the problem of financing the requirement, and there was, 
in fact, little growth in the money supply. During the six 
months to April 1976, the supply of money on the broad 
definition (M3) grew at an annual rate of only 7.3%. In 
the same period, the money supply on the narrow 
definition (M 1) grew at an annual rate of 16.6%, still 
below the likely growth in nominal GOP. The possibility 
that such a slow growth in the money supply might 
prolong the recession, combined with the continuing need 
to reduce the cost of financing the government debt, led to 
this policy of reducing short-term interest rates from the 
end of 1975, a strategy which was facilitated by the fall in 
American rates. In response to the exchange rate crisis, 

1 For details, see 'Major economic policy measures' , below; for a 
summary of the effects on the Central Government's accounts, see Table 3. 

" "I 

change 4 £1010 £1010 cha.;'ge4 

+ 39.5 46 405 54 544 + 24.9 

+ 42.4 39 422 45 817 + 20.8 
+ 22.9 6 983 8 727 + 51.7 
+ 20.3 37 585 44 118 + 23.1 

+ 24.4 24 173 28 117 + 23.8 
+ 13.9 13 412 16 001 + 21.8 

- 8 820 10 426 -

however, the authorities raised the Minimum Lending 
Rate by 1.5% to 10.5% on 23 April, and by a further 1% 
,on 21 May 1976. 

2. Outlook 

The outlook is for a slower rate of expansion in the second 
half of the year; gross domestic product in real terms is 
unlikely to rise by more than 1 Yz% above the level 
estimated for the first half of the year. There is likely to be 
little decline in the level of unemployment given the time 
lag before an increase in output leads to a fall in 
unemployment. The lag may well have been lengthened 
by the Government's measures to support employment 
through the trough of the recession. This would suggest 
that, compared with similar points in previous business 
cycles, there is a greater reserve of labour within firms 
which must be absorbed first before the expansion of 
activity has a substantial impact on the number of 
unemployed. 

The growth in output will be based largely on two factors. 
Firstly, export volume should continue to grow rapidly 
during the second half of 1976 in response to the 
expansion of world trade and the price competitiveness of 
UK exports, giving, for the year as a whole, a growth rate 
of at least 7%. Secondly, in the latter part of the year, there 
is likely to be some rebuilding of stocks as the recovery 
gathers momentum. 

Private consumption in real terms is expected to grow only 
slowly from the low level of the second quarter of the year. 
This recovery will mainly be a result of a revival of 
consumer confidence, following the slowdown of the rate 
of inflation. Real personal disposable income is expected 
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TABL£4 

Main economic indicators 

Year Jan. Feb. Mar Apr 

lndustnal productiOn 1974 102.2 1038 1059 107.6 
(1970 = 100) 1975 105 5 105.0 103.4 101.1 

1976 100 7 101.6 1010 

Unemployment 1974 565.1 579 3 574 2 573.0 
(000) 1975 713.0 740 I 760.5 798.3 

1976 I 210 5 I 232 4 I 226.7 I 233 8 

Construction· Housing starts 1974 21 7 
(000) 1975 25.9 

1976 32 6 

Average earmngs 1974 154.1 
(1970 = 100) 1975 206.2 

1976 248 8 

Private consumers' expenditure 1otlue of reta1l sales 1974 134 7 
(1971 = 100) 1975 165 9 

1976 193.2 

Reta1l prices 1974 100.0 
(January 1974 = 100) 1975 1199 

1976 147.9 

Wholesale prices! 1974 209.5 
(1970 = 100) 1975 222 I 

1976 261 0 

Wholesale pnces2 1974 1342 
(1970 = 100) 1975 173 0 

1976 204 8 

Exports 1974 2 023 
(mllhon Eur) 1975 2 705 

1976 2 908 

Imports 1974 2 773 
(milhon Eur) 1975 3 761 

1976 3 476 

Balance of trade 1974 - 750 
(milhon Eur) 1975 -I 056 

1976 -568 

Terms of trade 1974 79.9 
1975 76 2 
1976 81 0 

Exchange rate 1974 82 74 
1975 78 47 
1976 7001 

Offic1al fore1gn exchange reserves 1974 2 986 
(million Eur) 1975 2 908 

1976 3 336 

Money supply 1974 24 307 
(mllhon Eur) 1975 23 727 

1976 26 187 

Not available 

ConversiOns mto Eur see Table 853 'General Statistics' of SOEC 

Seasonally adjusted unless otherw1se stated 

Key to .\Olllte\ (a) Central StatJstlcal Office 

(b) Department of Employment 
(c) Bank of England 

23.3 
25 9 
28.8 

156 8 
209 9 
249.7 

137 0 
165.7 
189.6 

101 7 
121 9 
149 8 

213 I 
218 8 
263 5 

138.5 
175.9 
207.3 

2 303 
2 671 
3 095 

3 129 
3 364 
3 629 

-826 
-693 
-534 

744 
772 
81 3 

82 45 
78 32 
69.95 

2 795 
3 036 
3 447 

23 298 
23 186 
26 824 

(d) M1m;try of Health and Soc1Jl Serv1ces (Northern Ireland) 
(e) Depaltment of Trade and Industry 
(I) Department of the Env~ronment 
(g) StatJstlcal Office of the European Commumties 

Index of mdustnal production (all mdustnes) ( 1970 = 100) (a) 

24.8 
24.0 
29.5 

164.3 
212.8 
253.9 

138.4 
165 9 
188 3 

1026 
124 3 
1506 

215.0 
221.9 
273.7 

142 3 
179 2 
208 5 

2 594 
2 596 
3 520 

3 282 
2 901 
3 529 

-688 
-305 
- 9 

73 2 
77.2 
81 3 

82.46 
78.54 
67.08 

3 105 
3 043 
2 714 

23 243 
23 605 
26 363 

Unemployment wholly unemployed. excludmg <;chooi'Ieavers and adult students (b + d) 
Construction pnvate and pubhc housmg ~tarh 111 Great B11Wm (0 
Average earnmgs (allmdustnes) Great Bntam (b) 
Reta1l !!~ales mdex numbers 'of the value of sales at current pnces (e) 
Retail pnce 1ndex (JIIItems) (not seasonally adjusted) (b) 

Wholesale pnces. (I) Input pnces (all manufactunng mdustnes) (not seasonally adjusted) 

21 8 
22 9 

164.7 
215.4 

138.9 
183 9 

1061 
129 I 
153.5 

215.4 
222 9 
284 7 

1464 
182 5 
211 2 

2 464 
2 716 
3 603 

2 268 
3 485 
4 040 

-804 
-769 
-437 

73 0 
79.1 
80.2 

83 01 
78.05 
63 19 

3 418 
3 052 
2 015 

24 023 
24 552 

May 

1076 
99.1 

574.9 
850.3 

21 7 
260 

169.6 
217.7 

138 7 
1669 

107.6 
134.5 

2140 
226 2 

149.0 
187.3 

2 449 
2 667 

3 333 
3 110 

-884 
-443 

729 
80.2 

83 02 
76.31 
60.40 

3 328 
2 590 

23 229 
25 105 

(2) Output pnces (home sales, all manufactured products) (not seasonally adjusted) (a) 
Exports (fob) and Imports (fob) of goods on a balance of payment bas1s (g) 
Balance of trade. d1fference between the seasonally adjusted figures of 1m ports and exports (g) 
Exchange rate: effective exchange rate on Sm1thsoman basis. (19 December 1971 = 100) (a). 

June July Aug. Sept Oct. Nov Dec. 

1086 108.9 108.9 107 2 105.7 105.5 102.9 
99.1 100.1 98.5 1000 100.2 100.2 98.8 

590.4 605 5 6254 632.8 636.8 643 5 
893.5 968 2 997.4 I 0344 I 088.7 I 133.0 I 174.6 

21 5 18 0 21.1 20.1 19 7 19.5 18.6 
25 4 27.3 28 I 28.3 29.7 30.9 28.0 

176.2 181.8 185 5 189 2 191.8 200.8 208 3 
221 2 231.6 234.0 237 9 239.5 243 5 248.6 

143.5 147.3 150.9 153 8 155.7 159.8 158.9 
171.1 175.3 175.8 179 2 177 8 180.8 1864 

108.7 109 7 109 8 111.0 113.2 1152 116.9 
137.1 138 5 139.3 140.5 142 5 144 2 146.0 

211 7 212.3 213 7 212 8 220.1 223.8 222.5 
227 7 233.2 241.4 243 2 252.3 256.7 259.0 

151 2 153 5 156 I 158.6 162 2 164.8 167.6 
189.0 191 7 193 5 194.9 197.0 198.9 201.5 

2 594 2 541 2 651 2 757 2 591 2420 2 571 
2 583 2 926 2 660 2 886 3 048 2 548 3 078 

3 414 3 384 3 323 3 494 3 458 3 471 3 252 
3 193 3 596 3 506 3 276 3 760 3 262 3 599 

-820 -843 -672 -737 -867 -I 051 -681 
-610 -670 -846 -390 -712 - 714 -521 

73 6 73.9 74.9 76 I 75.6 76.3 76.0 
81 4 81 6 81 7 82.1 81.0 80.8 80.3 

83 01 83 04 82.60 82 22 81.84 80.44 79 04 
73 22 72.44 73 14 71.90 71 14 70.44 69.92 

3 212 3 178 3 266 3 415 3 594 3 665 2 954 
2 382 2 419 2 287 2 195 2 733 2 668 2564 

23 455 23 918 23 979 24 147 24 382 24 054 24 278 
25 133 25 866 26 374 26 832 26 495 26 334 26 962 

Official fore1gn exchange reserves end-month figures (not seasonally adjusted) compnsing gold IMF Special Drawmg R1ghts, convertible currencies and, from July 1972, the 
UK's reserve position at the IMF Before conversion into Eur, values have been converted mto sterlmg at preva1hng middle rates (c +g). 
Money supply: M3 (includmg mterest-bearmg depos1ts) (c + g) 



to show little change in the outlook period even after 
inclusion of the announced conditional changes in 
taxation and the increase in current transfers. Together, 
these movements point to some further fall in the savings 
ratio. 

There will be a slight fall infixed investment between 1975 
and 1976, but investment intentions surveys point to a 
recovery in capital expenditure by manufacturing 
industry towards the end of the year. The rapid growth in 
recent years of investment connected with North Sea oil 
will slow down markedly in 1976. The outlook for 
investment in dwellings is for continued buoyancy in the 
private sector but for some stabilization in the public 
sector. 

The strong increase in export volume expected in 1976 is 
likely to be accompanied by only modest growth in the 
volume of imports despite some restocking as the 
recovery gets under way. However, these favourable 
volume movements may be offset by a deterioration in the 
terms of trade which could still be very marked although a 
growing proportion of exports is invoiced in foreign 
currencies. Thus, the overall deficit on the current account 
of the balance of payments will widen in the second half of 
the year as compared with the first half notwithstanding 
the contribution from North Sea oil. For the year as a 
whole, the current account deficit will probably be close 
to the 197 5 figure of £ I. 7 billion. 

The rate of price and wage inflation in the outlook period 
will be greatly affected both by the Government's 
incomes policy and the recent fall in the sterling exchange 
rate. Taking account of the likely outcome of the' 
negotiations following the Chancellor's Budget proposals 
for a much lower pay limit, the annual rate of increase in 
average earnings from August 1976 onwards could well 
fall to about 7%, despite some wage drift which is likely to 

_ occur with higher levels of economic activity. Such a rate 
of increase in average earnings, coupled with a continued 
expansion of output, points to a significant deceleration 
of unit labour costs which will ultimately improve the un­
derlying rate of inflation. None the less, the recent sharp 
fall in the value of the pound, and the rise in commodity 
prices suggest that, by the end of 1976, the year on year 
rate of inflation, measured in terms of the retail price 
index, will probably be greater than 12%. 

The outlook for the money supply is for a faster rate of 
growth than in the recent past as there may be growing 
difficulties in financing the public sector borrowing 
requirement from the non-bank private sector. Such 
difficulties would mainly result from the expected 
increase in the demand for funds from the company sector 
and the assumed fall in the personal savings ratio. 

The central objective of the UK Government's economic 
policy must be to reduce further the rate of inflation. To 
this end, a satisfactory arrangement for the next stage of 
incomes policy is vital. At the same time the public sector 
deficit should be reduced when the expected strengthen-

. ing of the upswing is confirmed. Only in this way can the 
basis for a sustained economic expansion be ensured. 

Major economic policy measures and decisions 

Decemher 1975: 

- On 17 December the Chancellor announced a package of import 
restnct1ons coupled with relaxations of hire purchase control and 
measures to alleviate unemployment; the main features are as follows: 

quotas to be imposed on imports of cotton-yarn from Spam and of 
cotton-yarn and man-made fibre fabrics from PortugaL Discussions 
to take place with Eastern European countries on levels of exports of 
men's woollen SUits and voluntary restraints by these countries on 
footwear exports; 

Steel stock bUilding: £ 70 m to be made available for the British 
Steel Corporation stock building scheme; 
In add1tion, surveillance arrangements on imports of colour TV sets, 
colour TV tubes and small monochrome TV sets to be introduced 
from I January 1976. 
Hire purchase deposits reduced to 20'~~ (from 33 1/3~ 

0
) and repayment 

periods increased to 30 months (24 months) for most consumer 
durables, but not cars. 
Employment;£ 14.5m extra for job creation schemes and temporary 
employment subs1dy. 

January 1976: 

- Customs dulles between the United Kingdom and other Member 
States of the Commumty were cut by a further 20" o with effect from I 
January. 

- On 15 January the Bank of England announced that I" 0 of spec~al 
deposits would be temporanly released to prevent pressure on short-term 
mterest rates. Funds were redeposited with the Bank on 10 February when 
the mam tax payments had been made. 

- It was announced on 28 January that a scheme had been agreed to hold 
retail pnce rises to 5'i~ on a range of goods (accounting for between 15 and 
20% of consumer expenditure). 

Fehruary: 

- On 12 February the Chancellor announced further measures aimed at 
reducmg unemployment including: 

extending the penod of entitlement to the Temporary Employment 
Subsidy from 6 to 12 months and lowering the qualifying number of 
jobs to be saved from 25 to 10; 
a further allocation of£ 30 milhon to the Job Creal! on Scheme; 
prov1sion of extra trainmg schemes by the Manpower Services 
Commission; 
a further£ 55 million to be made available under the Industry Act for 
modernization and restructuring m industry; 
the construction mdustry to be a1ded by a further £ 50 m1llion 
expenditure on public sector housing projects to be completed before 
April 1977. 

- The Government's White Paper on public expenditure was published 
on 19 February. The projected levels of spending on programmes for the 
financial years 1975/76 and 1976/77 are£ I 600 milhon and£ 500 million 
h1gher respectively than those presented in the previous pubhc expenditure 
White Paper (at 1975 Survey prices). From 1977/78 onwards, the level of 
spending on programmes is projected to be VIrtually stable so that 
resources are made available for increased exports and investment. 

- On 26 February the Government made its first 'participation 
agreements' to acquire a major interest in North Sea oil developments. 

March: 

- Rises in steel prices of I 0°-~, effective from I Apnl, were announced on 
2 March. 
- At a meetmg of EEC Agriculture Ministers on 6 March 11 was decided 
that guaranteed prices for farmers in 1976 would be 14':~ above the 1975 
leveL It IS estimated that this will add 2 1/4~' ~ to retail food prices by the 
end of 1976. 

April: 

- The Budget for the financial year 1976/77 was announced on 6 ApriL 
Compared with the prevwus financ1al year, and taking account of the tax 
allowances conditional on a satisfactory wage increase figure, the nse m 
total public receipts was forecast at 13.2~0 compared with 16.8~~ for 
expenditure. The public sector borrowmg requirement was estimated to 
rise from the provisional outturn for 1975/76 of£ 10 773 million to 
£ II 962 milhon. The principal points from the Budget were: 
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increased tax-free allowances for taxpayers over 65 years and for 
families with children, to take effect immediately at a cost of£ 360 
million in a full year. The Chancellor also proposed further changes 111 
personal tax allowances and higher-rate thresholds (at an c;ttmated 
cost of£ 920 million) but has made these conditional on agreement 
being reached on a new lower pay limit of around 3%; 
retirement pensions and social security benefits are to be raised in 
November; 
in the field of indirect taxation, the highest rate of value added tax is to 
he reduced from 25~~ to 121 j'%; (on 1~10st electrical and photographic 
goods, furs and jewellery) at a cost of £ 360 million in a year which 
were more than counterbalanced by increases in revenue duties on 
petrol, alcoholic drinks and tobacco goods amo'unting to £ 695 
million; 
the scheme providing relief in respect of Corporation Tax for excessive 
stock appreciation due to intlatton is to continue and is to become 
permanent in 2 years' tune. In addition, smaller compames are to be 
aided by a raising of profit limits (from £ 25 000 to£ 30 000) below 
which the lower rate of corporation tax applies; 
an additional £ 40 million ts to be made available to a>stst capttal 
investment in particuhtr indu,tnes; 
the Temporary Employment Subsidy is to be doubled from£ 10 to 
£ 20 per head and the scheme extended to the end of 1976. 
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- On 29 April the Secretary of State for Industry announced that 
proposed increases in certain postal charges, to be effective from 7 June, 
would he cut from 25~1,; to 13".,. 

May: 

- On 4 May it was announced that the first credit tranche standby with 
the IMF of some£ 440 million would be drawn in May. 

- The Government and the Trades Union Congress reached an 
agreement on 5 May concerning the next stage of incomes policy which 
will come into force in August. The main points of the agreement are as 
follows: 

wages will rise by 5% with a minimum increase of £ 2.50 and a 
maximum of£ 4, the effect being to increase the total pay bill by about 
4.5~~; 
no consolidation into baste wage rates of the present£ 6 increase nor 
of the new increases; 
contractual annual increments to be allowed; 
some relaxation of the present Price Code is envtsaged to encourage 
investment, (details remam to be negotiated with both sides of 
industry): 
changes in personal tax allowances proposed in the Budget to be 
tmplemented in full. 



Ill. Annex: 
Trends in industrial labour costs 

In 1975, wages in the Community were still rising very 
briskly and production declined, so that the upward 
movement of labour costs per unit of gross value added in 
industry, including construction! gathered momentum. 
The only exceptions were Denmark, where the very rapid 
rate of increase was the same as that recorded in 197 4, and 
the Federal Republic of Germany, where labour costs in 
fact grew more slowly. 

The results of the calculation made in national currencies 
are shown in Table l.lt will be noted that, as in 1974, Italy 
and the United Kingdom were the countries in which 
labour costs rose most; secondly, the acceleration 
compared with the preceding year and especially 
compared with 1973 was particularly marked in Ireland. 
In France the trend was more moderate in 1975, as in the 
previous year, and the trend in Belgium was almost 
exactly parallel. In the Netherlands, the acceleration in 
the rise in labour costs over the same years was less 
pronounced. In the Federal Republic of Germany, where 
the increase in 1974 was already the lowest, a further 
slowdown was recorded in 1975. In the United States the 
upward movement quickened slightly in 1975; however, it 
was still less rapid than in the Community countries, with 
the exception of the Federal Republic of Germany. 

Divergences in the trend of unit labour costs between' 
Community countries became more marked in 1975. 
Moreover, if the cumulative change between 1973 and 
1975, i.e. since the beginning of the last expansion/ 
recession cycle is considered, it is clear that the differences 
between the respective positions of the various Member 
States have grown appreciably. In most of the countries 
the cumulative change has ranged from 40 to 60% over a 
three-year period. It was distinctly above this range in 
Italy and the United Kingdom, where it reached 80 and 
74% respectively, and was smallest in the Federal 
Republic of Germany, where it amounted to 24%. In the 
United States, the rise over the three years was no more 
than about 21%. 

In 1975, the rise in wages and salwies per person employed 
slowed down significantly in the Community, to a degree 
which varied with each Member State ( cf. Table 2). Ireland 
and the United Kingdom were exceptions to this trend 
because the effect on the annual average of the measures 
of restraint adopted in these countries during the year was 
only slight. The surge of wages and salaries per person 
employed nevertheless remained very strong in all the 
countries, far exceeding the rise recorded in the United 
States. It will be seen that the cumulative increase over the 
last three years reached 80% in Italy, 77% in the United 
Kingdom, 71% in Ireland, 67% in Denmark, 58 WI~ in 
Belgium, 57% in France, 52 Y2% in the Netherlands and 

1 See notes on methods in the last part of th1s Annex. 

35% in the Federal Republic of Germany. In the United 
States it was 24 Y2 ~·~· 
This large increase over the last three years has not 
enabled the countries with the lowest per capita income to 
catch up with the highest levels in the Community. On the 
contrary, after conversion of wages and salaries per 
person employed into dollars for 1973 and 1975, the levels 
reached in Ireland, the United Kingdom and Italy, which 
were already among the lowest in 1973, fall even further 
short, in 1975, of pay levels in the best-paying Community 
countries. In the United States there was a distinct relative 
fall in the level of wages and salaries per person 
employed: in 1973 this was almost 40/"0 above the highest 
levels in the Community, while by 1975 the gap had 
narrowed to some 1 0?{ 

The spurt in labour costs in the Community. in 1975 was 
largely due to the sharp fall in productivity per person 
employed (cf. Table 2). Whereas in 1974 gross 1•alue 
added per person employed in industry still made some 
progress in all the Member States except the United 
Kingdom, it declined almost everywhere in 1975, t.he 
Federal Republic of Germany being the only Commumty 
country where an increase - and then only a very slight 
one - was recorded. The fall was sharpest in Italy 
(- 8.9'/~), but it was also appreciable in France (- 4%) 
and Belgium (- 3%). Admittedly, in these countries the 
decline in gross value added in industry was particularly 
severe, especially in Italy ( - 9%); but the fall in 
employment was less pronounced in these countries than 
in the other Member States (- 0.3~~ in Italy, - 3% in 
France, whereas the reduction was - 7.5% in Denmark, 
- 7°! in the Federal Republic of Germany and - 9% in 
the 'United States). Legal requirements curtailing 
redundancies go far to account for this. However, the 
spread in short-time working and the reduction in hours 
worked have not been taken into account in these 
calculations, and this reduces the significance of the 
above figures. 

In all the Community countries, company profits have 
been falling since 1970, since the rise in the implicit price 
index has been less rapid than that in the index of labour 
costs per unit of gross value added. This tendency becan:e 
more marked in 1975, although the upward movement m 
the price index was particularly vigorous in that year (24'/~ 
in the United Kingdom, 19.6% in Italy, 18% in Ireland, 
13.3% in Belgium, 12% in France, 7.5% in Denmark, ~.5% 
in the Netherlands and 6% in the Federal Republic of 
Germany). In the United States, the increase in prices (9% 
in 1975) slightly exceeded the increase in unit labour costs, 
as it had in 1974. 

Differences in the rate of increase of unit labour costs may 
be regarded as an indicator of changes in the degree of 
competitiveness of the economies on world markets. 
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However, any undue increase in labour costs may be 
partly offset by currency depreciation in a system of 
floating exchange rates or by devaluation in a system of 
fixed exchange rates. If the results of the calculation made 
in national currencies are adjusted for changes in 
exchange rates (conversion into dollars), it is clear that 
this was often the case before 1975. However, in 1975 (cf. 
Table 1 ), despite the extent of the depreciation of sterling, 
the increase in labour costs expressed in dollars was much 
faster in Ireland and the United Kingdom than in 
previous years. The acceleration in Italy was even 
stronger, since the results of the calculation in national 
currency were only slightly altered by the adjustment for 

exchange rate changes. For the first time, the upward 
movement of labour costs in the Federal Republic of 
Germany was only slightly aggravated by the apprec­
iation of the mark and remained distinctly less 
pronounced than in the other Community countries. But 
as the impact of exchange rates changes in 1975 greatly 
added to the increase in unit labour costs in France and 
Belgium, the competitive position of these countries in 
relation to the Federal Republic of Germany sharply 
deteriorated. Lastly, in the United States, where the rise 
had already been more moderate than in the Community 
countries until 1974, the trend diverged even further in 
1975 from that observed in the nine countries. 

Notes on methods 

The definitions and methods of calculation used in this 
survey are as follows: 

Gross income from employment is defined as wages, 
salaries and social insurance contributions. For Belgium, 
however, separate figures corresponding to this definition 
are still not available for income from employment by 
economic sector; in this case, therefore, the index given by 
the Banque nationale de Belgique for average gross 
hourly earnings has been used, corrected in aggregate by 
the index of hours worked. 

In Denmark, Ireland and the United Kingdom, no 
market-price figures are published for gross value added 
at constant prices, broken down by economic sector; for 
these countries, therefore, factor-cost data have been 
used. The same is true for Italy up to and including 1969; 
in the years that follow a series calculated in market prices 
at constant prices according to the ESA system of 
national accounts has been used. For the calculation of 
gross value added at constant prices, 1970 has been 
chosen as the base year. It would have been more 
appropriate to use the trend of gross incomes 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. 

Labour costs per unit of gross value added at constant prices 
were calculated by dividing the index of the wage bfll by 
the index of gross value added at constant prices. These 
figures can also be obtained by dividing the wage bill per 
person employed by gross value added per person 
employed. 

As in previous years, the survey gives figures for the trend 
in labour costs adjusted for changes in exchange rates. 
Until 1971, the calculation was made on the basis of 
parities declared to the International Monetary Fund. 
Since 1971 the data have been converted into dollars using 
market rates. 
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The imp/zeit price index is obtained by dividing gross value 
added at current prices by gross value added at constant 
prices. 

The figures relating to 1975 are based wholly or partly on 
estimates. 

The following should be said about the significance of the 
series used: 

As far as possible the statistical 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 only the trends in the 
indices are internationally comparable. 

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

With regard to the figures for the number of wage and 
salary earners in industry, it was necessary in the case of 
Denmark to make estimates by linear interpolation 
between the results of surveys carried out in 1960, 1965, 
1967 and 1969; for all the following years it was possible 
to use the results of surveys which have been effected 
annually since 1969. In the case of Ireland, the results of 
annual surveys on salaried employment by sector have 
also been used. 

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

This difference between value added and industrial 
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 not taken into account, namely, firm-to-firm 



supplies within industry and supplies from other sectors, 
including abroad. The trend of the implicit price index 
therefore differs from the trend of market prices; the 
extent varies from country to country, since the 
proportion of value added in industrial output also varies. 

Gross income .fi'om employment 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 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 the data of which are based not on 
value added but on gross production. 
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