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FOREWORD

Within the programme of work towards the establishment by stages of an economic
and monetary union and, more particularly, in accordance with Article 4 of its
decision of 22 March 1971 on increased coordination of Member States’ short-term
economic policies, the Council of the Furopean Communities, acting on a proposal
from the Commission, and after consulting the European Parliament, must each
autumn adopt an annual report on the economic situation in the Community. This
report must make it possible to determine guidelines of economic policy for each
Member State for the following year. Once the report has been adopted by the
Council, the Governments bring it to the attention of their national Parliaments so
that it may be taken into account in budget debates.

The present document is the first annual report to be drawn up under this
procedure.! It proposes guidelines for short-term economic policy in the Com-
munity, especially budget policy, structural policy and the adjustment of the
instruments of economic and monetatry policy.

When at the beginning of the first quarter of 1972 the Council examines the report,
as laid down under Article 2 of the decision of 22 March 1971, these guidelines
may be adjusted to the requirements of economic developments at that time.

1 A more detailed analysis of the economic situation and of the outlook for the months ahead,
which served as a basis for the points made in this Report, is given in the annex.



I. CURRENT SITUATION AND OUTLOOK

A. Current situation

Monetaty uncertainty, a slowdown in economic
growth and the persistence of strong pressure
on costs and prices—these are the main
problems the Community’s economic policy has
to contend with in the autumn of 1971.

1. The international monetary crisis

The crisis in international monetary relations is
having serious repercussions on the economies
of the member countries, particularly since the
disturbances caused in exchange rate relations
between the countries considerably impede the
progress towards economic and monetary inte-
gration.

The crisis arose because the growth of the deficit
in the overall balance of payments of the United
States gathered momentum. This was partly
due to the rapid deterioration in the United
States’ balance on goods and services, but more
particularly to the speculation reflected in
substantial exports of American capital and a
flow of international capital into Europe.

In an effort to stem further inflows of capital
into economies already exposed to heavy infla-
tionary pressures, Germany and the Netherlands
on 5 May ceased to intervene on the exchange
markets at the points prescribed internationally,
thereby allowing their rates of exchange to
float. In the first half of August, this floating
led to a rise in the exchange rates of these
currencies of about 8% and 5%, respectively.
Other Community countries (France and thhe
Belgo-Luxembourg Economic Union) modified
their foreign exchange regulations to adjust them
to the new situation. Two European countries
(Austria and Switzerland) revalued their cur-
rencies.

The measures which the United States took or
announced on 15 August plunged all those
countries within the international monetary
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system into an even more critical situation, The
exchange relationships of industrialized countries
were profoundly affected. The countries of the
Community thus found themselves obliged to
operate widely differing exchange rate systems.
While Germany maintained the system intro-
duced on 9 May, the Benelux countries decided
to float their rates of exchange jointly but to
continue to operate differing arrangements for
capital movements. Italy allowed its rate of
exchange to fluctuate within fairly narrow
limits. Like the Belgo-Luxembourg Economic
Union, France introduced a two-tier foreign
exchange market, on which commercial trans-
actions and related business are handled at
parity. Mainly as a result of the protectionist
measures taken by the United States, the inter-
national economic relations of the Western
countries are liable to be seriously disrupted.
Given the importance of foreign trade for these
countries, their level of employment and their
rate of economic growth could also be affected.

The disruption of the international monetary
setup and the introduction of restrictions
curbing world trade occur at a moment when
the balance on cutrent payments, on a trans-
actions basis, for the Community as a whole
shows a slight deficit, after closing with a large
surplus for several years past (1968: $4 500 mil-
lion; 1969: $2 200 million; 1970: $1 500 mil-
lion).

In the first half of 1971, Germany, France, Italy
and the Netherlands recorded a deficit in their
balance on current payments.

2. The economic situation within the Com-
munity

The mounting uncertainty in the monetary field
coincided with a certain slowdown of economic
activity within the Community.



Trade balance and current account

million u.al
1971
19682 19692 19702 Januaty-June
2. Trade balance
Germany + 5680 + 5158 + 42812 + 1 8812
France + 68 — 859 + 4858 (— 429)
(— 1176)®
Italy 4+ 1047 + 584 — 21808 — 10008
Netherlands — 323 — 407 — 6443 — 2318
BLEU - 26 4+ 192 + 7808 + 3668
Community -+ 6446 + 4668 +4+ 2722
(+ 1061) (+ 587)
2. Current account
Getrmany -+ 2838 + 1604 4+ 6812 — 222
France - 1059 — 1798 4+ 2358
Italy + 2627 + 2368 - 963 — 1783
Netherlands -+ 73 — 18 - 1313 — 88s
BLEU + 36 + 84 + 7443 + 3983
Community + 4515 + 2240 4 1433

1 1 uw.a. = 1 unit of account = 0.888671 g of fine gold.

2 On a transactions basis.
3 On a settlements basis.

Sonrce: National statistics and Statistical Office of the European Communities.

The volume of exports to non-member countries
showed little if any rise in the secound quarter
of 1971, despite the recovery of business in the
United States and other major industrialized
countries such as Great Britain and Canada.

Within the Community, investment activity
slackened in most member countries with the
result that despite the buoyant trend of con-

sumption total production remained stationary
in the spring although at a higher level than at
the end of 1970. The rate of utilization of
production capacity was therefore lower than

before.

In Italy, the economic trend remains weak. In
contrast to the situation last year, this weakness
stems not only from disturbances affecting the
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Industrial production

(% change in seasonally adjusted index over preceding quarter)

1970 1971
I i IIT v I m
Community + 5.2 — 05 — 05 + 04 + 4.0 - 2
Germany 4+ 25 - 0.3 - 12 0 4 45 — 05
France 4+ 4.8 — 5.6 + 39 + 14 4+ 3.7 — 4
Ttaly + 18.7 - 30 0 + 03 + 0.5 - 8
Netherlands + 4.5 — 24 + 0.9 + 4.0 + 4.2 0
Belgium - 24 + 64 0 4+ 1.0 + 6.4 2
Luxembourg - 01 + 041 - 30 - 51 + 1.0 + 3
1 Estimates.
Source: Statistical Office of the European Communities.
factors of production but also from a fall off rise swiftly, and, even mote rapidly than before
in domestic demand. in some countries. The level of wage increases
has remained high, sometimes reaching almost
Although the imbalance between supply and 15% over a given year, while productivity gains
demand has eased, costs and prices continue to are slowing down.
Consumer prices

(% variation during the quarter)

1970 1971
1 11 I v I I
Germany + 1.9 + 0.8 — 041 + 1.3 + 25 + 1.2
France 4+ 1.7t 4+ 13 + 1.0 + 1.1 + 1.5 4+ 16
Italy + 1.9 4+ 1.3 4+ 12 4+ 0s8 + 15 + 1.0
Netherlands + 24 + 0.9 + 20 + 04 + 32 + 19
Belgium + 13 + 0.4 + 07 + 0.6 + 1.8 4+ 1.0
Luxembourg 4+ 1.2 + 1.2 + 0.4 + 141 + 1.7 + 1.0

1 Old index.




Even though in the monetary field the Com-
munity was again exposed to strong inflationary
stimuli from outside, the imbalance between

supply and demand in various industries and the
upward thrust of costs were mainly due to
internal causes.

B. Outlook

The distutbances in the monetary system and
the introduction of protectionist measures in the
United States have made the economic outlook
particularly uncertain. There is reason to fear
that the revival of world trade, under way since
the end of 1970, will be heavily affected by
these factors. The Community’s exports to
non-member countties will also be seriously
hampered by the appreciation of the currencies
of most Member States and by the unfavourable
repetcussions of the commercial measures taken
by the United States. Whereas the economic
upswing which had set in particularly in the
United States, Canada and Great Britain had
brought hopes of a faster rise in the Com-
munity’s exports, foreign demand must now be
expected to stagnate.

The prospects for the growth of internal demand
in the Community likewise appear to have
deteriorated in the face of the possible trend
not only of investment but also of consumption.

The monetary uncertainty, the new restrictions
imposed on the movement of goods and capital,
the slower growth of business, the persistent
pressure of production costs on the possibilities
of self-financing, as well as the lower rate of
capacity use suggest that the climate for
corporate investment will be less favourable in
1972; this is allready evident in the orders for
plant and machinery and the results of the
surveys among enterprises. Although private
incomes will undoubtedly go up appreciably in
1972, the rise may slow down during the year,
mainly as a result of the slower growth of wage
incomes coupled with a reduction in the
numbers of hours actually worked. In terms
of value, the growth of private consumption is
therefore likely to loose momentum while in
real terms it is limited by the still appreciable
rise of prices.

The Community is thus in the most difficult
situation it has been in since its inception. Not

only is it passing through a difficult adjustment
process after the inflationary excesses of 1969
and 1970, but it must also restore the basic
equilibria in a climate of extreme uncertainty as
to international monetary and commercial rela-
tions.

The return of the member countries to balanced
economic growth in accordance with the guide-
lines of the third Medium-term Economic Policy
Programme also raises delicate problems as
regards coordination of short-term economic

policy.

Firstly, the Community taken as a whole would
seriously jeopardize its cohesion and its
economic and social well-being if the grave
problems raised in the field of international
relations were treated differently by each
country without there being any Community
strategy.

In this context, the maintenance of differing
exchange rate systems in the various member
countries would be a distinct step backwards
compared with the progress already made in
economic integration and would weaken the
Community in its dealings with its major inter-
national partners. It is at present indispensable
that cost inflation should be arrested and an
exchange rate system introduced endowing the
Community with a distinct personality of its
own in international monetary relations.

Secondly, the stabilization processes started in
the various member countries entail the risk of
disequilibrium, if not disturbance, within the
Community; the extent of the risk must be
calculated if it is to be countered in good time.

The forces holding back growth will not be
equally strong in all the member countries.
Similarly, the rise in costs and prices between
now and the end of 1972 may be more vigorous
in some member countries than in others. The
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difficulty in implementing a coordinated policy
at Community level lies not only in such dif-
fetences in the actual situation but also, as
expetience shows, in diverging reactions to the
short-term conflicts of priority between full
employment and stability according to the
country concerned. In this context it must be
emphasized that the increasing economic inter-
penetration of the member countries places more
limits on the powers of the individual country to
pursue a national policy of its own. Any
attempt to return to full autonomy would
necessarily affect the interests of every other
Member State.

This outlook gives cause for concern as to the
economic future of the Community and each of
its members. The chief aim is still to restore
stability; the choice of the measutes, the ways
in which they are combined and applied over
time must be determined by the overriding
need to safeguard the medium-term growth.
These measures must take account of the uncer-
tainty deriving from the current upheavals in
the world monetary system yet must also con-
tribute to the creation of a new international

10

order. Establishment of an economic and
monetary union which is the background to the
economic policy measures to be taken, will also
be one of the elements in the recasting of the
international monetary system, particularly if
the responsibility the Community bears as the
largest trading power in the world is borne in
mind.

With these main objectives in mind, three types
of measure should be envisaged:

(i) Control of demand designed to curb the
rise in costs and prices, coupled with the
elaboration of a set of measures to be
resorted to promptly in the event of any
radical change in the economic situation;

(ii) Priority for certain structural measures so
as to ensure that any subsequent revival
of economic activity does not rapidly
encounter bottlenecks and the strains that
normally ensue;

(iii) Adjustment of the instruments of economic
and monetary policy to the new tasks
arising from increased coordination within
the Community.



Il. GUIDELINES FOR ECONOMIC POLICY

A. General guidelines for short-term economic policy

Persistence of the current pace of price and
wage increases would jeopardize the economies
of the Member States.

There is therefore a special case for gradually
reducing the price increases to an annual rate
of 3 to 3% % by the final quarter of 1972 and
for bringing down wage increases (including
fringe benefits) to an annual rate of 6 tot 7 %
by the same date, if not earlier.

The economic and social policy of all member
countries will need to be supported by both
sides of industry if these objectives are to be
achieved by the end of 1972 without any
slowdown in growth.

In all industrialized countries the pace of infla-
tion and the fears it engenders revive interest
in incomes policy. In spite of differences of
view over the conception and the instruments of
such a policy, it is important for both sides of
industry to recognize the need for a slower rise
in prices and incomes and be ready to moderate
their moves and claims in order to ensure that
the rapid progress of incomes made possible by
an inflationary situation will not later be too
heavily affected by the subsequent inevitable
restoration of sound economic conditions. In
order to maintain a regular and continuous rise
in purchasing power, it is up to both sides of

industry to contribute to a steadier price and
wage trend, under procedures already in
existence, or to be introduced in the member
countries.

The authorities of the Member States have their
responsibilities too. They must in the months
ahead endeavour to curb the rise in the volume
of money and quasi-money; this applies most of
all to the countries which in 1970 and the first
half of 1971 experienced a particulatly heavy
increase. This objective can be attained by
strictly regulating bank liquidity, by a closer
control on inflows of capital and, where neces-
sary, by neutralizing their expansionary effects
on domestic liquidity.

Budget policy should on the whole aim at
keeping the rise in expenditure to a rate near
to that forecast as the likely rate of nominal
growth of gross national product. At the same
time, sufficient provision should be made for
expenditure on infrastructure since there is a
need to remove the discrepancy which has arisen
over the past few years between the very rapid
growth of private consumption and the unduly
slow expansion of infrastructure.

Lastly, savings incentives and the promotion of
long-term investment are indispensable if there is
to be more balanced economic growth.

B. Guidelines for the individual countries

In Germany, the principal aim of economic
policy must continue to be better control of
price and cost trends.

The de facto revaluation of the German mark
in May will undoubtedly dampen the growth

of foreign demand, but domestic demand must
also be controlled so as to ensure that an unduly
strong upward thrust of costs and prices does
not end up by having serious repercussions on
corporate investment and consequently on the
economy as a whole. The risks involved in
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following such a policy are all the smaller in as
much as the authorities have considerable room
for manceuvre in both their monetary and credit
policy and in their fiscal policy (being able to
draw on the countercyclical equalization
reserve, which is expected to reach some
DM 4 500 million by the end of 1971, and on
DM 5 800 million from the counter-cyclical sur-
charge immobilized in the Bundesbank), which
enables them to make a rapid change in the
general direction of short-term economic policy
should this prove necessary.

Credit policy should remain cautious over the
next few months. This calls for active use of
the insttuments available to control bank
liquidity, and for regulation of capital trans-
actions with other countries. In this context,
the help afforded by the measures taken since
May to shield the economy against unduly heavy
inflows of capital and their expansionary effect
on domestic liquidity should be stressed. These
measures include above all the raising of the
minimum reserve ratio for all bank liabilities,
the imposition of additional minimum reserve
requirements in respect of additions to the
foreign liabilities of commercial banks, and the
introduction of the requirement to obtain
authorization to pay interest on the deposits of
non-residents and the purchase of open-market
paper by non-residents. Once adopted, the law
under which corporate borrowing abroad may
be made subject to the maintenance of a non-
interest bearing cash deposit with the Bundes-
bank will also supply the monetary authorities
with a useful and necessary instrument,

As regards budget policy, the return to greater
stability makes it necessary for the aggregate
cash expenditure of the Federal Government and
the Linder to rise by no more than between
72 to 8%% in 1972, compared with actual
outlays in 1971 and for the net borrowing
requirements under the Federal and Linder
budgets not to exceed some DM 6 000 million.

Should business activity slow down significantly
during 1972, the Government could mobilize
the funds frozen in the counter-cyclical equaliza-
tion reserve. Furthermore, in the event of a
distinct slackening in the push of costs and
prices, the counter-cyclical surcharge levied on
income and corporation tax might be paid back
in stages.
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In France, although further satisfactory growth
of production appears to be assured, the
monetary equilibria will still be difficult to
maintain in 1972. The sometimes considerable
de facto revaluations of the currencies of some
major trading partners, both inside and outside
the Community, will at least at the beginning
have inflationary repercussions on the French
economy; there is therefore a need for additional
caution, or even rigour.

The return to greater stability without jeopard-
izing long-term growth requires in particular a
shift in the pattern of domestic demand involving
a rise in public and private investment and a
simultaneous slowdown in the expansion of
expenditure on consumption,

In this context, credit policy must aim at
damping the growth in the volume of money,
extremely vigorous since the autumn of 1970.
This, in turn, should be done mainly by
regulating and neutralizing the inflow of short-
term funds and by making intensive use of the
instruments available to control bank liquidity.

In the field of budget policy, public finances
will still have to be handled along stringent
lines. The growth of Government expenditure
should not exceed 9%. The 1972 budget
should be implemented in such a way as
to achieve a slight cash surplus of roughly
FF 2000 million in the Central Government
budget; this would help to offset the likely
deterioration in the financial position of the
other public authorities and thus achieve a
surplus for 1972 on all the budgets taken
together.

Given the level of administrative expenditure and
particulatly of subsidies, the trend of current
expenditure must be closely supetvised if public
investment is to develop along satisfactory lines.
This should be borne in mind when considering
the efforts made towards a “true prices”, policy,
above all where public service charges are
concetned.

On the revenue side, there is a need to step up
receipts and to defer the tax relief envisaged
for some time already.

A slackening in the rise of costs and prices,
which moreover would increase the real value



of current interest rates, could be encouraged
by fresh incentives to medium- and long-term
savings. The moves to be made to eliminate
inflationary pressures include not only short-
term economic policy measures in the proper
sense of the term but also increased efforts on
the part of the authorities to reduce certain
bottlenecks, particulatly in the field of vocational
training and housing, and to create better con-
ditions of competition in the non-import
competing industries (construction and set-
vices). There also appears to be a case for
improving the flow of finance by dismantling
existing barriers.

In Italy, the trend of economic activity
contrasts so sharply with that of the other
Member States, that priority must be given
to an appreciable rise in production. Undoubt-
edly, the success of moves in this direction
hinges mainly on an improvement in the social
climate, but it also calls for an economic policy
that provides stimuli, with as little strengthening
as possible of inflationary pressures. The
latter aspect appears to be all the more important
as the special situation created by the introduc-
tion of the value added tax will entail major
shifts in the structure of prices.

The volume of money, which expanded at a
particularly rapid pace over the past one and a
half years, should be carefully controlled. As
the revival of economic activity gets under way,
credit expansion should be limited to allow the
growth of demand in money terms to keep in
step with the rise in production capacity.

The boost to economic activity must come
mainly from the budget. A rise in actual public
spending of 11 to 12% over 1971 should
be recommended; this and the likely trend
of receipts, would bring the Government’s
borrowing requirement in 1972 to some Lit.
2 500 000 million. The emphasis should be on
expenditute apt to stimulate investment, most
of all in the building industry, a particularly
depressed sector, through the encouragement of
saving for housing purposes and the granting of
building premiums. Great caution must be
exercised in respect of expenditure that directly
promotes private consumption.  Generally
speaking the budget stimuli and the monetary
financing of the deficit should be gradually
reduced as economic activity returns to a satis-
factory level.

In order to avoid a wage-price spiral, it would
be advisable for the Government to keep in
permanent touch with the representatives of the
various social groups, especially once the value
added tax is introduced. A cut in indirect taxes
under the tax reform programme will help to
stabilize the economy and promote a more
equitable distribution of national income.

If the sttains in industrial relations are to be
eased and economic activity revived through
indirect moves by the public authorities, efforts
must be made to reduce the gap in infrastruc-
ture. The magnitude of the difficulties facing
some regions, makes it essential for the Italian
authorities and the Community institutions to
step up their efforts and to have consistent
recourse to measutes in favour of new produc-
tive investments, the reduction of unemployment
and underemployment, vocational retraining
and the creation of infrastructures.

In the Netherlands, domestic demand must be
cutbed energetically to restore the basic
equilibria, especially in the interest of longer-
term growth. The measures introduced in
November 1970 to dampen the movement of
wages and prices were lifted in August 1971.
Given the persistent rise in prices (5.2%
between December 1970 and June 1971) there
is a case for maintaining the restrictive line of
monetary and credit policy over the next few
months; its effectiveness should be reinforced
through the continued application and, where
necessary, adjustment of the instruments used to
combat unduly heavy inflows of capital. Since
the beginning of September, net purchases by
non-residents of bonds issued in the Netherlands

have been prohibited.

Budget policy should remain strict and produce
drastic savings. The growth of Government
expenditute should be checked significantly and
kept below 10%.

There is a case for sharply reducing the net
borrowing requirements to about Fl. 1 500 mil-
lion. If necessary, taxation would have to be
increased for a while by levying the counter-
cyclical surcharge, especially on incomes.

The policy of budget austerity should, however,
interfere as little as possible with the implemen-
tation of the structural measures concerning
regional investments and vocational training,
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taken with a view especially to removing the
bottlenecks existing in the west of the country
to the benefit of other less developed regions.

In Belgium, the main problem facing economic
policy remains the need to check the upward
thrust of prices, particularly since a large
number of price adjustments are overdue since
the price control regulations were extended
when the value added tax was introduced.

It should be possible to achieve this aim
without major risks for employment or growth
provided that the expansion of domestic demand
is kept within strict limits.

While maintaining their cautious monetary and
credit policy and the accompanying masures to
strengthen the control of liquidity, the author-
ities should aim at a considerable reduction in
the vigorous stimuli coming from the public
finances.

In view of the measures in the field of social
security, put into effect in mid-1971 or planned
for 1972, such a policy calls for a deliberate
effort to curb certain types of public consump-
tion, and for caution over public investment.

Even so, however, government spending is still
liable to rise sharply (10 to 119) so that the
reduction of inflationary stimuli from the public
finance sector assumes a certain increase in
direct taxation. The case for limiting the

Government’s borrowing requitements to Bfrs.
55000 million is all the stronger since the
deficit will have to be reduced in the medium
term.

Structural policy should endeavour to promote
a trend more towards products with a high
value-added element and with a better regional
balance, particularly by concentrating govern-
ment activity in this field in actually depressed
areas.

In Luxembourg, the success of the stabilization
efforts depends largely on the return to sound
economic conditions in the other countries, but
the authorities responsible for economic policy
should aim at gradually achieving satisfactory
stability of costs and prices in 1972. Cautious
management of the public finances and, partic-
ularly, the spreading over time of certain types
of public investment expenditure appear
desirable so as to limit the borrowing require-
ments of the budget to about Lfrs. 1500 mil-
lion.

Business is comparatively quiet in some sectors
of the economy while full employment continues
to be assured. In a country like Luxembourg,
where manpower shortage and the low degree of
diversification in economic activity considerably
hamper expansion, this present situation could
be used for increased efforts towards more
flexibility of production.

C. Structural policy at Community level

In accordance with the recommendations
contained in the Third Medium-term Economic
Policy Programme, the struggle against inflation
must be supported by structural measures.
These must include steps to intensify competi-
tion and specific measures towards better
adjustment to economic and social progress.

For one thing, it is the task of the Community
institutions to make sure that the free movement
of goods within the Common Market and the
pressure this exerts on prices is not hampered
by restrictive agreements or by the abusive
practices of market-dominating firms; in this
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context, care must be taken to see that compe-
tition is not seriously jeopardized by unduly
heavy concentration in certain sectors. In
addition, measures must be taken to put the
spontaneous forces of expansion more at the
service of the social objectives and to attack
certain causes for structural unemployment.
The measures taken at national and at Com-
munity level should follow three main ditec-
tions.

In the field of employment, the conflict between

security of employment and high occupational
mobility must be resolved gradually. To this



end, measutes will have to be taken to give
workers, particularly in petiods of vocational
retraining, better protection against the risks of
a reduction or a temporary loss of income. To
dispel the fears of the individual countries as to
the possible effects of such measures on their
competitive position, the possibility of the
Member States entering simultaneously into
precise commitments on this subject should be
examined.

Under regional policy, there is an urgent need
for greater Community assistance to the back-
ward regions, particularly at the Community’s
periphery. The Commission has submitted to
the Council proposals for structural measures,
largely financed from the EAGGF, in favour of

the most handicapped agricultural areas; such
moves to promote the vocational adjustment of
workers from the areas concerned could be
supported by recoutse to the reorganized Social
Fund. For the Community’s joint responsi-
bility to be given concrete expression, other
measures would also have to be taken partic-
ularly to attract capital and firms to invest in
certain high-priority areas.

Lastly, protection and improvement of the
environment are tasks which require the Com-
munity’s special attention, given the urgency of
these problems and their repercussions on the
Community’s economic and social policy. A
first Commission communication was recently
submitted to the Council on this subject.

D. Adjustment of the instruments of economic policy

These foregoing measures will prove successful
only if increased efforts are made in 1972 to
adjust the instruments of short-term economic
policy to the new tasks that arise from the closer
coordination of economic policies as part of the
programme towards the establishment by stages
of economic and monetary union.

On this score it is of paramount importance that
the instruments of short-term economic policy
and especially budget policy should be made
more flexible. Member countries should be
able rapidly to adjust receipts and expenditure
to the economic situation; those among them
which are not yet equipped to do this should
make the necessary statutory and institutional
arrangements. This is an important condition if
the Governments are to be able to putsue a
policy designed to curb the rise in costs and

prices, without running the risk, given the
inevitable time-lags, of holding back economic
growth for an unduely long period.

In the field of international monetary relations,
a series of measures should be contemplated to
help to overcome the cutrent difficulties whilst
at the same time strengthening monetary
solidarity in the Community., Concrete arran-
gements would have to be made to regulate the
intetnational flows of capital and, where neces-
sary, to neutralize the repercussions on domestic
liquidity. In addition, a limited measure of
flexibility should be introduced into exchange
rates with non-member countries, exchange
rates between the Member States themselves
remaining fixed. At the same time, the Com-
munity countries should adopt a common
position in their dealings with the international
monetary institutions.
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CONCLUSION

Despite the difficulties which currently beset
the monetary relations between the countries of
the Community and affect the implementation
of the plan for the establishment by stages of
economic and monetary union, the Council has
set store by complying with the commitment,
embodied in its decision of 22 March 1971, to
adopt an annual report setting out broad guide-
lines for economic policy in 1972.
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If economic and monetary union is to be built
up gradually and the international economic and
monetary system restored, it is indeed indispens-
able for the Member States to take coordinated
action to safeguard the conditions for stability
and the maintenance of growth in the Com-
munity.



ANNEX

RECENT ECONOMIC TRENDS AND OUTLOOK
FOR THE NEAR FUTURE






l. GENERAL SURVEY

A. The economic situation in the Community
in summer 1971

In the past few months economic activity in the
Community has been somewhat less buoyant but
the upsurge of costs and prices has not
slackened.

1. The world economic situation

The revival of the wotld economic trend
registered at the beginning of 1971 has contin-
ued in recent months, though not at a partic-
ularly vigorous pace.

In the United States economic expansion
slackened once the motor industry had cleared
jits backlog of orders at the beginning of 1971.
Although budget policy provided strong stimuli,
as can be seen from the considerable increase in
the deficit on the Federal budget, growth of
the real gross national product was down to
0.9% in the second quarter, compared with
2% in the first quarter. The unemployment
rate remained high (in June 1971, 5.6% of the
labour fotce in employment). The price climate
improved a little as the GNP deflator fell from
5.39% in the first quarter to 4.29% in the second
quarter (annual rates). In the second quarter
of 1971, unusually substantial outflows of
capital coincided with a heavy trade deficit,
which rose to more than $1 000 million between
April and July. According to private estimates,
the deficit on the overall balance of payments
of the United States, on an official reserves
transactions basis, reached a record, high of
$12 400 million in the first half of 1971. This
disquieting development led the authorities to
suspend the gold convertibility of the dollar
completely, introduce protectionist measures in
foreign trade and create fresh inducements to
econotmic activity with a view to accelerating the
revival, which was deemed insufficiently rapid,
of expansion.

In the United Kingdom the real gross national
product, which was down by 2.8% in the first
quarter, appears to have grown again a little in
the second quarter. Despite a certain slowdown
in the pace, wages continued to go up briskly,
engendering a faster rise in wholesale and retail
prices. Unemployment, already high, showed
an upward tendency. The trade balance im-
proved appreciably in the first half of the year

. as the growth of exports gathered speed while

the expansion of imports slowed down.

Among the Community’s other industrialized
customers, the economic trend varied fairly
considerably from one country to another. In
the Scandinavian countries except Norway
growth remained weak. In Switzerland and
Austria it was still rapid; in Switzerland the
inflationary tendencies continued to be partic-
ularly strong. In Canada the economic upswing
consolidated. In Japan a revival set in, boosted
by foreign demand and the drive to replenish
stocks.

2. The international monetary crisis

The crisis in international monetary relations,
which began in May and has considerably
aggravated since 15 August, when the measures
taken by the President of the United States were
announced, has led so serious disruptions in the
exchange rate relations between the Member
States of the Community.

The cause of this crisis lay in the accelerated
growth of the deficit in the overall balance of
payments of the United States; this growth of
the deficit in its turn stemmed mainly from
speculation as reflected in massive exports of
American capital and a transfer of international
funds to financial centtes in Europe.
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US balance of payments
(in US $°000 million)

1968

1st
quatter
19722

1969 1970 19711

Goods, services, unilateral transfers + 1.3

4+ 0.7 + 22 + 2.8 + 07

Long-term capital - 3 — 42 — 5.4 - 9.8 - 24
Shott-term capital + 34 + 6.2 — 15 — 15.8 — 40
Total + 1.7 4+ 27 - 10.7 — 22.8 — 5.7

1 Projection on the basis of seasonally adjusted figures for the first quarter.

* Seasonally adjusted.

To stem further inflows of capital into their
economies, which were subjected to strong in-
flationary pressures, Germany and the Nether-
lands on 5 May ceased to support their rates
of exchange at the intervention points prescribed
by international agreement, thereby allowing the
rates of exchange of their currencies to float.
As a result, the appreciation of the mark was
about 89, and of the guilder some 5%, in the
first half of August. Other Community countries
(France and the Belgo-Luxembourg Economic
Union) modified their exchange rate regulations
to adjust them to the situation, while other
European countties outside the Community
(Austria and Switzerland) revalued their cur-
rencies.

Under the impact of the measures taken or
announced by the United States on 15 August,
the crisis became even more acute in all coun-
tries that participate in the international mo-
netary system. In particular currency relation-
ships between industrialized countries have been
disturbed. At the moment the Community
countries are operating widely differing ex-
change rate arrangements. While Germany has
maintained the system introduced on 9 May
(no change in parity and temporary suspension
of the limits to fluctuation), the Benelux coun-
tries decided to float their currencies jointly but
have continued to operate different arrange-
ments from one another for capital movements.
Italy allows its currency to fluctuate within
fairly narrow limits; France has set up a two-
tier foreign exchange market, on which trade
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transactions and similar business are handled at
parity and other transactions at a freely
fluctuating rate.

Since 23 August, when the foreign exchange
markets were reopened, the German mark has
appreciated by between 7 and 8% on the rate
of exchange applying before 9 May 1971; it has
thus gone back to the rate it had reached before
the crisis on 15 August. There has hardly been
any further appreciation of the Dutch guilder,
with the level of appreciation tending to stabilize
at about 3% below that of the German mark.
The Belgian and Luxembourg francs registered
an appreciation of some 39%; their exchange
rates are staying fairly steadily at the lower limit
of the fluctuation margin against the Dutch guil-
der, i.e. 1.5% below the rate of appreciation
of the Dutch guilder, with the exchange rate on
the free market hardly differing from that on
the official market. The Italian lira has ap-
preciated by between 1.5 and 2%. The French
franc is up against the upper intervention point
on the official market, while on the market for
financial transactions the deviation from parity
is larger.

3. The economic situation in the
Community

Up to the middle of 1971 the recovery in the
world economic trend appears to have had only
a moderate impact on exports to non-member



countries. In terms of value, sales by the Com-
munity to non-member countries were still
going up in the first two quarters, but at a
considerably slower pace than at the end of
1970. The rise in volume was very small, given
the persistent price increases.

The growth of internal demand—particularly
gross fixed asset formation—slowed down some-
what because the propensity of entrepreneurs to
invest is being influenced by the less favourable
outlook for economic growth, the fewer oppor-
tunities for self-financing, and the slight drop
in capacity working,

Expenditure on residential construction re-
mained at a fairly low level in Italy and the
Belgo-Luxemboutg Economic Union. In the
Netherlands and Germany, on the other hand,
where the number of building permits suggests
that demand for new dwellings picked up in the
first half of the year, it rose rather vigorously.
France registered a similar trend, mainly because

of an easier credit policy and the unfreezing of
additional budget funds.

Public investment was still expending appre-
ciably in several member countries, especially
Ttaly, where the authorities spent more on
public works in order to support building
activity.

Private consumers’ expenditure has gone up
sharply in the past few months, boosted mainly
by further considerable wage increases; the
only exception is Italy, where stoppages of work
have dampened the rise in incomes while the
propensity to save has unmistakably tended
upwatds.

The Community’s gross domestic product has
hardly risen at all since the spring. Apart from
seasonal variations, industrial production in the
Community has remained at much the same
high level, after accelerating in the first quarter.
It should be noted, however, that stoppages
curtailed production in some sectors of industry

Industrial production in the Community!

% change on preceding year?

1970 1971
1969 1970

1st 2nd 3rd 4th 1st 2nd
quarter | quarter | quarter | quarter | quarter | quarter
Community +119 |+ 634+ 93]+ 62|+ 48|+ 48|+ 30|+ 14

of which :
Germany 4141+ 57|+ 834+ 81|+ 56|+ 13|+ 58|+ 1.3
France + 141 |+ 56 |+ 85+ 47 |4+ 41|+ 45+ 3.1 [+ 21
Ttaly 4+ 214+ 67|+ 56 {+ 15|+ 41]+166]— 19 |— 438
Netherlands +129 |+ 105 |+ 149 |+ 107 |+ 95|+ 73|+ 6.8 741
Belgium +106 |+ 55+ 42|+ 79|+ 42|+ 57|+ 118 (4 5°
Luxemboutg +135(+ 04|+ 66|+ 51— 17|~ 90|— 8.0 |— 20

1 Excluding construction, food and beverages and tobacco.
2 Calculated on the basis of the unadjusted indices of the Statistical Office of the European Communities.

3 Estimates.
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Community trade

% change on preceding quarter!

1970 1971

1st 2nd 3ed 4th 1st
quarter quarter quarter quarter quarter
Imports from non-member countries + 8.0 4+ 79 - 10 + 33 + 2.0
Expotts to non-member countries + 36 + 7.7 + 03 + 3.7 + 1.6
Intra-Community trade (on an imports basis) + 34 |+ 85 {4+ 18 |+ 23 | + 28

1 On the basis of seasonally adjusted figures.

in Italy and France. In most member countries
pressures on the labour market eased further.

The Community’s imports from non-member
countries, which had still been growing appre-
ciably at the beginning of 1971, appear to have

risen only very modestly since the spring
(seasonally-adjusted figures). In terms of
volume they probably even failed to expand if
allowance is made for the firmer tendency of
prices for certain raw materials and the sharp
rise in petroleum prices.

Consumer prices

% change during the quatter

1970 1971
1st 2nd 3td 4th Ist 2nd
quarter quatter quarter quarter quarter quarter
Germany + 19 + 0.8 - 01 + 1.3 + 25 + 1.2
France + 1.7 + 1.3 + 1.0 + 11 + 15 + 1.6
Italy + 19 + 13 + 1.2 + 0.8 + 1.5 + 1.0
Netherlands 4+ 24 + 09 + 20 + 04 + 3.2 + 1.9
Belgium + 1.3 + 04 + 0.7 + 0.6 + 1.8 + 1.0
Luxembourg + 1.2 + 1.2 + 04 + 11 + 1.7 + 1.0
1 Old index.
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The growth of intra-Community trade, by
contrast, gathered speed in the first half of the
year owing to vigorous demand for consumer
goods, but may have slowed down in the
summer.

The balance of trade (cif-fob, on a transactions
basis) of the Community as a whole closed with
a deficit; the current account, which had shown
large surpluses in the past few years, probably
showed a slight deficit.

Although the pressure of demand on supply
eased, prices and costs continued to go up
rapidly since the level of pay awards was still
high while the advance of productivity slowed
down.

On the Community’s money markets, where
strains had eased earlier on, a change in trend
set in before the middle of the year. Since the
end of May short-term interest rates have tended
distinctly upward. The short-term funds which
had enteted the Community, in particular Ger-
many, flowed out again in June. In July and
at the beginning of August, however, the exter-
nal balances of the monetary authorities in the
Community showed a slight rise again. Interest
rates nevertheless remained high, among other
things because of the restrictive line of monetary
policy. In several member countries public
finance management also helped to reduce
liquidity. It addition, shott-term bank lending
expended only sluggishly in most Community
countries-

Demand for and supply of goods and services

19691 19702 ¢ 19713 4

At
current
prices % change on preceding year
in 000
million
u.a.b

Volume Value | Volume Value

Gross fixed asset formation
Public current expenditure on goods and services
Private consumers’ expenditure

Gross Community product

1021 | +8  +18% | +4  +10
60.0 | + 3% +11 |-+ 4  +131
2527 | + 6% +11 | + 5% +11

429.8 | + 5% 12 + 4 +10

Balance exports less imports (in 000 million u.a.) 3

5.3 + 4.2 + 3.3

1 Statistical Office of the European Communities; General Statistics 1971, No. 6.

3 Estimates.
3 Forecasts.

4 Based on Community totals of the aggregates of the individual member countries at official exchange rates 1970.

® 1 u.a. = 1 unit of account = 0.888671 g of fine gold.

Note:

(a) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(b) The estimates and forecasts ate approximations based on certain hypotheses. They are established and published

on the sole responsibility of the Commission.
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B. Outlook for the months ahead

1. Outlook for world economic activity

The revival of world economic activity, under
way since the end of 1970, will slow down in
the closing months of 1971 as a result of the
disturbances in the international monetary
system and the protectionist measures taken by
the United States. The continuing struggle
against the inflationary tendencies that persist
in many industrialized countries will also conttib-
ute to a dampening, in these countries, of
economic expansion and of the growth of im-
ports.

In the United States several factors tend to
curb the growth of imports, stimulate produc-
tion and exert an upward pressure on prices.
These are the de facto revaluation of the curren-
cies of most other industrialized countries conse-
quent upon the suspension of the convertibility
of the dollar into gold, coupled with the 10%
surcharge on a large proportion of imports, the
preferential tax treatment of exports, and discri-
mination in favour of plant and machinery made
in the United States (the two last-mentioned
measutes still require to be approved by Con-
gress). These factors will, however, have only
a limited impact on the domestic economy since
the share of foreign trade in the gross national
product of the United States is comparatively
small. Of the domestic measures, it is par-
ticularly the introduction of a 109 tax credit
for the purchase of new machinery and equip-
ment that is likely to contribute to a morte
favourable investment climate. The other bud-
getary and tax measures, by contrast, particularly
the repeal of the excise tax on motor cars, the
cut in certain types of Federal spending, and the
bringing forward of the personal income tax
exemptions, scheduled for 1 January 1973, to
1 January 1972, should in the aggregate have
no mote than a fairly limited impact.

The time which the US economy requites to
respond varies with the individual measure;
some of them still have to be approved by Con-
gress and will not enter into force before
1 January 1972. There is reason to believe,
however, that the 109 surcharge will affect

24

imports fairly rapidly and that the revival of
economic activity will accelerate a little.

In the United Kingdom the advance of economic
activity is likely to continue, if not accelerate,
until the end of the year, in part as a result of
the expansionary measures which the Govern-
ment took in mid-July. In particular the in-
crease in welfare benefits and the cuts in direct
and indirect taxation should stimulate private
demand.

Investment, on the other hand, cannot be ex-
pected to respond to the new reflationary meas-
ures by the end of the year; only residential
construction will doubtless continue to expand
sharply. The trade balance may deteriorate
somewhat since recourse to foreign supply is
being stepped up as a result of the faster expan-
sion of domestic demand and the sharp rise of
domestic prices.

In the rest of EFTA trends will continue to
vary from country to country. In Sweden and
Denmark the short-term economic outlook
continues to suggest sluggish expansion. In
Switzerland economic growth may slow down
gradually as a result of the short-term economic
policy measures taken when the franc was
revalued. In Austria the business trend, though
tending to slacken somewhat, will probably
remain fairly buoyant. In Canada the economic
upswing is likely to continue in the months
ahead, despite the sharp impact on Canadian
exports of the measures taken by the United
States. In Japan the expected revival of eco-
nomic activity may be delayed by the de facto
revaluation of the yen and the heavier taxation
of imports into the United States.

Overall, exports by the Community will already
feel some impact of the de facto revaluation of
most European currencies and the yen, and also
of the protectionist measures taken by the
United States. The major part of the repercus-
sions, however, should not make themselves felt
until 1972. This suggests that, contrary to ori-
ginal expectations, Community exports will not
gather speed in the second half of 1971.



2. The likely trend of economic activity in
the Community

While the growth rate of exports will probably
stabilize at a comparatively low level, internal
demand will doubtless not expand as vigorously
as it did in the first half of 1971.

This is because in most member countries the
expansion of capital spending by enterprises will
become less vigorous as current projects are
completed. Firms may indeed tend to put off
certain capital projects for the extension of
plant, particulatly in view of the uncertain
export outlook. Expenditure on building, on
the other hand, may climb briskly, mainly as a
result of lively demand for new dwellings, for
the trend of building permits points to a rise
in expenditure on residential construction, espec-
ially in Germany and France. This rise should
more than offset the expected slowdown in the
growth of expenditure on industrial building.

Private consumers’ expenditure will doubtless
go up appreciably, but its rate of growth may
slow down somewhat at Community level, espec-
ially because of the smaller increase in total
wages and salaries in several member countries.

Employment will expand more slowly, the
volume of overtime working will fall and the
upward movement of wage rates may slacken.

The growth of internal production in the Com-
munity will very likely be rather modest in the
second half of 1971 and at the beginning of
1972; industrial output in particular is likely
to slow down, especially in certain capital goods
industries. The tendency for the situation on
the labour markets to ease will therefore
continue in most member countries. Although
internal demand in the Community is losing
momentum, intra-Community trade and imports
from non-member countries will go up appre-
ciably. Given the likely trend of exports, the
tendency for the balance of trade to deteriorate
must be expected to persist.

The continued vigour of consumer demand, the
rise in unit costs and the likely changes in public
service charges will push up consumer prices
further.

Major economic policy measures

(1) At the close of its meeting of 19 August
1971, the Council agreed on the following:

“The Council of Ministers of the European
Commaunities today examined the measures
adopted by the American authorities with a view
to re-establishing equilibrium in the balance of
payments. The Ministers consider that the sus-
pension of the convertibility of the dollar and
the introduction of the 10% surcharge on im-
ports have serious repercussions for international
monetary stability and trade. These measures
clearly show the necessity for a reform in the
international monetary system, involving the
readjustment of parities which would appear to
be necessary, in order to guarantee freedom of
trade and international payments. With this
end in view, the Member States will take joint
steps, through the channels of the appropriate
international authorities, and in particular the
International Monetary Fund, whose essential
role is empbhasized.

The Council, aware of the necessity of reopening
the exchange markets of the Member States next
Monday, agreed on the advisability of adopting
measures aimed at maintaining orderly condi-
tions in the operation of the exchange markets,
pending a reform of the international monetary
system. Close contact bas been established
with the authorities of the United Kingdom.

The Council agrees that the United States dollar
rates should be established freely in some Com-
munity countries on a single exchange market,
and be fixed in other countries on a two-tier
exchange market.

Finally, the Council decided to instruct the
Committee of Governors of the Central Banks
and the Monetary Committee to follow the
development of the exchange markets in the
Community countries in order to put forward
shortly proposals on the intervention means and
techniques intended to favour a gradual reduc-
tion in the margins of fluctuation of intra-Com-
munity currencies, in such a way as to improve
the operation of the agricultural common mar-
ket, which is vitdl in order to activate the
process of the formation of the economic and
monetary union”.

(2) 13 September: “The Council of the Euro-
pean Commaunities bas re-examined the problems
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existing subsequent to the measures taken on
15 August 1971 by the United States Govern-
ment.

It considers that the fundamental problem is
that of the reconstruction of the international
economic and monetary system, starting with
the institutions which have managed it bitherto
(IMF and GATT) and taking into account the
needs of the developing countries.

The Council considers that it is necessary for
the countries of the Community to adopt a
common position on this matter, in close liaison
with the countries which bave applied for
membership.

Having taken note of the work of the Monetary
Committee and the Committee of Governors of
the Central Banks, and of the communication
addressed to it by the Commission on 9 Septem-
ber 1971, the Council has agreed that the Com-
munity’s position within the Group of Ten and
the IMF should be based on the following
principles:

(a) The reforms to be made to the interna-
tional monetary system will bave to comply
with the principle of fixed parities, which must
be adjusted as soon as it is found that they cease
o be realistic. Such a system is necessary for
the security of financial operations and the
growth of trade, both of which are matters of
particular interest to the Community in its posi-
tion as the world’s leading trading wunit.
A satisfactory balance in international payments
relations, based on the principles set out above,
will only be achieved by a differentiated realign-
ment in parity relations between the currencies
of the industrialized countries. Such a realign-
ment should embrace the currencies of all the
countries concerned, including the dollar; it
would bave to be carried out in such a way that
the distribution of the burdens of the adjust-
ment take account of the relative economic
position of those countries and of their foresee-
able development.

(b) The proper functioning of an international
monetary system so reformed would require the
implementation of measures relating to interna-
tional capital movements. Such measures
could include a limited widening of the margin
of fluctuation of exchange rates, so as to counter
the effects of differences in rates of interest, as
well as appropriate measures to discourage the
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short-term capitadl movements which disturb
stability,

(c) International liquid assets will still be
constituted by gold and, increasingly, by reserve
instruments collectively created and interna-
tionally managed. This implies adjustment and
development of the system of special drawing
rights, in conjunction with a gradual decrease
in the reserve role of national currencies.

(d) It will be possible to maintain the new
balance of international payments only if, in
future, all countries and organized groups of
countries comply, without exception, with the
obligations and constraints imposed by the
process of adjustment of the balance of pay-
ments and put into effect the appropriate
domestic policies

(e) Within the framework of the reformed
international monetary system, the IMF’s author-
ity will bave to be strengthened and its
opportunities for action enlarged in dll the sec-
tors for which it is competent. The Member
States of the Community will have to endeavour
to adopt common positions within the IMF.

Noting that IMF operations have been rendered
more difficult by the recent events, the Council
considers it essential that the operations of that
institution should be able to continue normally
through internal arrangements relating to trans-
actions in the principal currencies used by the
Fund. The continuance of the Fund’s activities
is of interest not only to the industrialized
countries but also to the developing countries.
Moreover, it would be an essential condition for
the smooth operation of an exchange system
specific to the Community.

The Council bas also examined developments in
the currency markets of the Community coun-
tries.

Noting that the proper functioning of those
markets has not been seriously disturbed so far,
it bas expressed its satisfaction at the coopera-
tion which bas developed between the Central
Banks of the Community and would like to see
that cooperation continue.

Recognizing that if the present monetary diffi-
culties were to continue for too long they would
undoubtedly imperil the proper functioning of
the Community, particularly of the common
agricultural policy, the Council has asked the
Commission to submit a special report on the



consequences of the present situation as regards
the operation of the common market in agri-
culture and bas confirmed the mandate which
it gave the Monetary Committee and the Com-
mittee of Governors of the Central Banks on
19 August 1971 to seek without delay methods
which would permit the stabilization of ex-
change relations between the countries of the
Community.

The Council emphasized the gravity of the
American decision to institute a 10% surtax
and tax relief in favour of domestic investments
and exports. Such measures prevent the forma-
tion of realistic exchange rates and impede the
readjustment of parities. Furthermore, they
may cause serious disturbances in international
trade. The Council therefore requests the
abolition of these measures.”
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Community

TABLE 1: Basic data 1970

o) Sy [ | o || B |
Total area ("000 sq. km.) 1167.5 248.5 551.2 301.2 335 30.5 2.6
Total population (000) 188 147 | 61547 | 50705 | 53486 | 13032 9676 | (339.8)
Density of population per sq. km. 161 248 92 178 389 317 | (131.4)
Numbers in employment (*000) 74 196 27 204 20 473 18 956 4 678 3 772t | (143.6)
Numbers in employment, break-
down by main sector (%) :
Agriculture 13 8.8 14.2 19.4 7.3 5.1t (10.9)
Industry 4 48.7 40.6 43.3 41.2 42.5! | (46.3)
Services 44 42.5 45.2 37.3 51.5 52.4t | (42.8)
Share of gross domestic product
%) :
Agriculture . 4.11 6.0 10.3 6.2 4.5 4.1)
Industry . 51.711 48.2 40.5 42.0 42.6 (56.9)
Services . 4421 458 49.2 51.8 52.9 (39.0)
In 9%, of gross domestic product :
Private consumers’ expenditure . 55.7 58.9 63.9 56.8 60.4 (55.4)t
Public current expenditure
on goods and services . 15.7 121 12.7 16.1 14.0 (10.9)!
Gross fixed asset formation . 26.5 25.8 21.2 26.3 221 (25.5)
Total exports . 23.2 16.0 20.2 48.3 44.4 78.6%
Total imports . 21.6 15.8 19.6 49.6 42.1 73.22
11969 2 1968
TABLE 2 : Key indicators
9/, change by volume \i;ocﬁlcr;lsc
on preceding year (1963
= 100)
1966 | 1967 | 1968 | 1969 | 1970 1969
Gross Community product + 43 + 3.2 + 6.0 + 7.3 + 54 144
Industrial production + 5.0 + 1.3 + 8.9 + 11.9 + 6.3 154
Visible impozts + 71 + 0.8 + 116 + 12.6 + 21.1 184
Private customers’ expenditure + 4.7 + 3.7 + 49 + 7.0 + 6.4 143
Gross fixed asset formation + 4.5 + 1.0 + 7.4 + 9.6 + 8.2 152
Visible exports + 8.3 + 7.6 + 135 + 7.5 + 9.3 188
Intra-Community visible trade -+ 11.0 + 5.7 + 19.5 + 22.5 + 124 245
Gross product per capita + 34 + 2.6 + 54 4+ 64 + 4.5 135
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Community

TABLE 3: Basic monthly indicators

Year | Jan. | Feb. | Mar. { Apr. May | June | July { Aug. | Sept. | Oct. Nov. Dee.
Industrial production 1969 137 142 146 150 151 152 ‘ 135 115 146 150 158 154
(1963 = 100)

1970 149 156 160 160 163 157 142 118 155 160 165 160

1971 156 161 162 163 162 161
Imports from non-member 1969 | 3175| 2793 | 3105| 3283 | 83821 | 3376 3259 2858 | 3365} 3637} 3407 3 636

countries (cif, million u.a.)
1970 | 3664} 3397 3608 | 3959 | 3735 | 4000 3780 | 3376 3812} 3892] 4099 | 4280

1071 | 3676 3913 | 4405 | 4090 3983 ! 4375 3984

Exports to non-member 1969 | 2886 ' 2745 3261 | 3306 | 3205 | 3206 | 3584 | 2801 | 8225 | 3729 3425 | 3 658
countries (fob, million v.a.)

1970 | 3285 | 3849 | 3740 | 3828 | 3589 | 39490 3984 | 3322 | 3703 | 4099 | 3853 4432
1071 | 3550 3831 | 4471 4025] 4124} 4258 | 4435

Balﬁiuce of trade 1069 | — 289 | — 48 4+ 156| + 23|~ 26— 80| +325|~ 57~ 140+ 92] 4+ 18| 4+ 22
(million u.a.)

1970 | — 3794~ 48] 4-141|— 131|— 146 |— 51| + 204 |~ 54]- 109 | 4 207 | — 246 | + 152
1971 | — 126 |— 82|+ 66—~ 65| -+ 141 |— 117 + 451

(Int‘m-(‘ommunity trade 1969 | 2696 | 2727 3057 3043 3013 | 3101 | 3157 | 2415 3089 | 3554 3144 | 3 242
million u.a.)

1970 | 3140 | 32841 3604 3782 3247 | 8861 | 3665 2049 3719 | 3900 | 3 847 | 3 830
1971 | 3369 | 3786 | 4459} 3967 | 3951 | 4160 | 4 063

NOTES TO GRAPHS AND TABLES

Source : Community : Statistical Office of the European Communities (SOEC).
Germany : SOEC; Statistisches Bundesamt.
France : SOEC,
Italy : Relazione generale sulla situazione economica del Paese (1969).

Netherlands : SOEC; Ministerie van Sociale Zaken en Volksgezondheid; Centraal Buteau voor de sta-
tistick,

Belgium : SOEC; Ministére de ’Emploi et du Travail
Luxemboutg : SOEC.

Conversion into units of account (1 u.a. = 0.888671 g fine gold).

Graph 1

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

Graph 2

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

Graph 3

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

Graph 4

Three-month moving averages of the seasonally adjusted value of trade between member countries, as shown by
foreign statistics on imports.
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Community
Table 1

Total population at mid-year; for Germany, estimated average for year; for Italy, average for year,

Resident population in employment at mid-year; for Germany, estimated average for year; for Italy, average for
year less persons temporarily working abroad.

Percentage shares of the main economic sectots at factor cost.
Percentage shares of demand aggregates and of total imports at matket prices.

Table 2

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

Imports (cif) from non-member countries, exports (fob) to non-member countries: as shown by foreign trade
statistics.

Trade between member countries, on imports basis: as shown by foreign trade statistics,

Table 3
See note to Table 2.
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SITUATION AND OUTLOOK IN EACH
OF THE MEMBER COUNTRIES

A. Germany

1. Developments in the summer

The business trend appears to have calmed down
since the spring, with the domestic stabilization
measures taken in May probably a major factor.
New orders areat a high level but not expanding,
managements’ opinions on the business situation
are less optimistic, and production and employ-
ment are hardly tending upwards any more.
Wage and price rises, on the other hand, are
still very vigorous, even though the most recent
collective agreements brought a reduction in
the rates of wage increase.

Exports have ceased to have an expansionary
effect on the overall economy since the intro-
duction of floating exchange rates. Seasonally
adjusted, their value showed little if any rise
between April and July, while their volume
even declined. In the field of domestic demand,
capital spending by enterprises slackened.
While in the first quarter investment in plant
and machinery had gathered speed for a while,
it tended to slow down again in the subsequent
months as it had been doing since mid-1970.
Investment in building and construction, by
contrast, continued to go up appreciably, notably
in residential construction and building work for
the public authorities.

The buoyant trend of consumer demand
continued unabated. Public current expenditure
provided quite expansionaty stimuli, and private
consumers stepped up their purchases sharply
in the summer, especially where services are
concerned. This tendency was encouraged by
the continuing sharp rise in incomes, particularly
from paid employment, and the expiry of the
counter-cyclical surcharge on wage and income
tax. The upward movement of wages is nevet-
theless no longer quite so fast as previously.

The level of agreed wages and salaries in the

economy as a whole went up by 2.3% in the
second quarter, compared with 4.5% in the first
quarter; in July, it was still 14% higher than
a year earlier. Initially firms reacted to the
relaxation of pressures mainly by cutting the

volume of overtime work, but since April the
number of persons employed in industry has
fallen below the level of the corresponding
period of 1970. On the labour market, the
tendency for the strains to ease has therefore
continued. The number of unemployed rose
slightly, bringing the unemployment rate to
0.7% in July, compared with 0.5% a year
earlier. At the beginning of August, however,
there were still three unfilled vacancies to each
unemployed person.

The expansion of supply slowed down during
the summer. Adjusted for seasonal variations,
industrial production fell slightly in the summer
months, mainly as a result of the drive to reduce
high-cost overtime working. Recourse to foreign
supply was still relatively vigorous, the main
factor being comparatively high imports of
capital goods and consumer goods.

The price trend remained distinctly upward.
Consumer prices in particular again rose
vigorously, while the upward thrust of industrial
producer prices slackened a little. Although
the foreign trade surpluses were still compara-
tively large, the high level of transfers in par-
ticular made the current account for the first
seven months show a deficit of DM 469 million,
compared with a surplus of DM 1094 million
a year earlier,

As the floating of the exchange rate put an end
to liquidity inflows from abtoad and the Bun-
desbank by mid-July had siphoned off about
DM 12 000 million of liquidity by selling foreign
exchange and raising minimum reserve require-
ments, the growth of the volume of money
slowed down in year-to-year terms from 16.6%
in May to 11.49% in July.

2. Outlook up to the end of 1971

The German economy has now a better chance
of gradually becoming stabilized, provided the
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Demand for and supply of goods and services

19681 19691 l 1970 i 19712
At
current % change on preceding year
prices
(in DM
000
million) Volume* Value [Volumet Value |[Volume® Value
Exports® 1238 1 + 126 + 145+ 90 4+ 119 ]|+ 8 + 101,
Gross fixed asset formation 1248 | 4- 121 4172 | 4+ 107 + 231 |4+ 4 + 11
Public current expenditure on goods and
services 844 |4 42 + 1174+ 29 4128 |+ 4V 4+ 141,
Private consumers’ expenditure 3011 1+ 80 +108 |+ 7.3 + 1144+ 5% + 104,
Gross national product 5389 |+ 81 4119 |4+ 49 4126 |+ 3% + 10
Imports3 106.2 { + 16.7 + 194 | 4-16.1 + 159 | + 101, 4 12

1 Federal Statistical Office, ¢ Wirtschaft und Statistik », No. 2/1971.

2 Forecasts.

3 Goods, services and factor income.
4 At 1962 prices.

8 At preceding year’s prices.

Note:

(a) The diffetence between the figures for demand and those for supply is accounted for by movements in stocks.
(b) The forecasts are approximations based on cetrtain hypotheses. They ate established and published on the sole

responsibility of the Commission.

policy to moderate the expansion of domestic
demand is maintained for the time being. Ex-
penditure on consumption in particular will
probably continue to climb sharply in the
months ahead. Public current expenditure must
still be expected to grow quite appreciably,
despite the blocking of budget funds. A much
more powerful factor, however, is the continua-
tion of the very strong rise in dispesable per-
sonal incomes. The very overheated investment
boom of the previous years, by contrast, is
likely to run down further. This is suggested
not only by the results of the EEC investment
surveys, according to which the rise in capital
spending by industry will be down to 4% in
1971 (compared with 22% in 1970), but also
by the sluggish trend of new domestic orders
in some typical capital goods industries. In
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addition, the measures to dampen public
building activity, decided upon in May, could
have an impact on actual investment disburse-
ments of the public authorities even before the
end of the year and in the early months of 1972.
Residential construction, on the other hand, will
probably continue to expand vigorously, to
judge by the building permits issued and the
extent to which finance has already been
promised.

The stimuli coming from export demand are
difficult to assess, given the exchange rate
situation of the moment. On the one hand,
exports ate being impeded by the cost increases
at home coupled with the exchange rate develop-
ments, and by the protectionist measures of the
United States. On the other, a further revival




ECONOMIC INDICATORS

Germany
. 1963 = 100
Industrial production - Labour market (thousands)
ISUIIII'|III'IIllTlTlll‘ll[l\b 1000 TITTTTIETTTTITT TTTTTTTT U ) L L O T
i ‘ @
1 Unfilled vacanciep D
800 ~
160 P o~ —
f\/__/\ —~ 600 | |
150 /
o |
/ <00
|
|
140 ,/
200 |
\K‘_\\awf
U+employed |
pmoblot b bbb bbb bt ltiatig oot litli INEENE NN AN AN
Bank DM ’000 million
Wages and consumer prices 1963 = 100 lending Somi-Toogz: s
20 T T T T Tllll‘\lb\ 120H*!I]H\IﬁTTTIIIT‘|iI TTTTT
3
| D 110 ‘ @
200
T 100 e
//
i Wages % va
140 |~ - /
7
| 1
120 — |
on umrr price
100 Lot Lt b b P b by bl 7n\|[r|l1||l|||IIIJ1LLLLllr
Exports million u.a. Imports million u.a.
4 000 4 000
TTTTTTTTITTI T T TTI T T (T T mTr I T[] TTTTTTTITITTTIT I T[T T T[T I I IT 0T
© S
3 000 3 000
2000 2 000
1000 1000
0 111 a } Ll
PO WV VEVIVIEDC X XX IV VE VIV X XX Iy Vv X XX WY VEVIEVIEDC X XD XTIV YV VIV DC X XXV VIV X XX
1969 1970 1971 1969 1970 1971
Balance of trade million u.a.
SN B O A I O O O IO O
| /] D
+ 400 7 7aY %5; 7Y Y
ST Nl N SO
+ 200 72% % \_4 4

Intra-EEC
— 200 }—

Non-EEC countries

‘

— Total |

,wnll[llf!lillllllllII]]JIIIII
| IV v VE VIV X X XE XTI T Y v Ve VI VIE X X X XD | e v v Ve VIV X X XD X
1969 1970 1971

35



Germany

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

. | Order-books Stocks of finished products
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i

o EEEEEEE : 5% . S R S e B 5 ) -: 2 S 100
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, | Trend in production Trend in selling prices %
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1970 1971 1970

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

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

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

by 0.03 for the answer ‘‘above normal”, or ‘“up”;
by 0.02 for the answer ‘‘normal”, or ‘‘no change’’;
by 0.01 for the answer ‘‘below normal”, or ‘‘down”.
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of world economic activity and the fall in
capacity working, caused by the declining vigour
of domestic demand, could lead to increased
efforts to step up exports.

Given this outlook for demand, the growth of
domestic production will probably be compara-
tively modest in the months ahead. Pressutes
on the labour market should therefore tend to
ease further. These developments, however,
will affect the trend of prices only after a cettain
time-lag. Consumer prices in particular may
still rise fairly vigorously and current account
on which the deficit on transactions with the
other member countries has been increasing
considerably since 1967, will as a whole
probably tend to deteriorate further.

Major economic policy measures

June

(1) On 11 June the Federal Government
adopted the basic points and principles for the
major tax reform designed to introduce greater
simplicity, clarity and social justice into tax
legislation and taxation. The financial shortfall
of some DM 3 700 million which the reform is
expected to produce is to be met by an increase
from 11 to 12% in the standard rate of value
added tax. In principle totdl tax revenue is
not to go up. The new tax legislation is to
enter into force on 1 January 1974.

(2) On 23 June the Bundestag adopted the
14th law to revise social insurance pensions;
under it existing social insurance pensions are
being increased by 6.3% from 1 January 1972.

(3) On 30 June the Federal Government ap-
proved the “tax evasion law”, which is designed
to ensure more uniform taxation of transactions
with abroad and improve the competitive posi-
tion of capital invested abroad.

July

(1) On 19 July the Bundestag adopted a law
improving rent legislation and restricting rent
increase. The social clause of the Civil Code
is to be extended to incorporate as a special
criterion of bardship the lack of adequate alter-
native dwelling space and to include an obliga-

tion on the lessor to state bis reasons for serving
notice. In congested areas where the shortage
of rented dwellings is at least 2%, special pro-
tection is introduced against notice to quit.
Tenants are to be afforded greater protection
under law against rack-rents through a tightening
of the relevant provisions of the Criminal Code
and of the Law on Pendlties for Economic
Offences.

(2) On 21 July the Federal Government took
a decision of principle instructing the Federal
Minister of Economic and Financial Affairs to
prepare a draft law (cash deposit law), under
which a non-interest-bearing cash deposit must
be placed with the Bundesbank for funds which
enterprises bave raised abroad. The law is to

enter into force with retroactive effect from
21 July.

August

Following the announcement of the new Ameri-
can economic policy measures, the foreign
exchange markets remained closed from 16 to
21 August inclusive. When they were reopened,
the floating of the exchange rate of the German
mark was continued,

September

(1) Certain Federal raillwayfares were raised
by up to 20% from 1 February and some inland
postage rates were raised from 1 September.

(2) On 10 September the Federal Government
approved the draft of the 1972 Federal budget
and the Federal finance plan for 1971-75. At a
total volume of DM 106 600 million, the draft
budget for 1972 is 8.4% bhigher than the
estimates for 1971, which, adjusted for certain
differences in the method of computation,
totalled DM 98 400 million; if the prospective
level of actual disbursements in 1971 (about
DM 97 300 million) is taken as a basis, the
increase is 9.5%. The borrowing requirement
for 1972 is some DM 5000 million. The
average annual growth of expenditure from
1971 to 1975 was fixed at 7.5%. In addition
to the basic budget, a contingency budget
totalling DM 2 500 million was approved in case
general economic activity in 1972 should slacken
in such a way as to jeopardize the aims of sec. 1
of the law to promote economic stability and
growth.

37



Germany

TABLE 1 : Key indicators
1966 1967 1968 1969 1970 1970
% change by volume
on preceding year 1963 =100
Gross national product + 29 — 03 + 7.2 + 8.1 + 4.9 141
Industtial production + 25 — 24 4+ 9.5 -+ 10.4 4+ 5.7 149
Total imports + 26 - 1.3 + 14.6 + 16.7 + 16.1 200
Private consumets’ expenditure + 3.7 + 0.6 + 40 + 8.0 + 73 141
Public cutrent expenditure on goods
and setvices + 241 + 33 - 01 + 4.2 + 29 118
Gross fixed asset formation 4+ 09 — 84 + 8.0 + 12.1 + 10.7 145
Total exports + 10.7 + 85 + 13.0 + 12.6 4 9.0 198
Gross national product per head of
population 4 1.8 — 0.7 + 6.6 + 6.9 + 37 134
Gross national product per person in
employment + 3.2 + 27 + 7.0 + 6.2 4+ 3.5 139
9% change by value
on preceding year
Gross income per employee + 7.5 ‘ + 34 ' + 6.7 | + 9.6 l + 15.0 178
TABLE 2 : Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance exports less impozts
in million units of account +1613 | 44063 |[+4488 [ +3906 |+ 3156
as percentage of GNP 4+ 13 |4+ 33 {4+ 33 [+ 25 |+ 1.7
Unemployment rate 0.6 1.7 1.2 0.7 0.5
&Cgﬁ;ﬁg‘grxgxﬁ:ﬁ?‘?zﬁ) 4+ 35 |+ 17 |+ 18 |+ 25 [+ 38
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Germany
TABLE 3 : Foteign trade (at current prices)

9% change on preceding year 1963 =100 Mlill";?n t%'taoé
1966 | 1967 | 1968 } 1969 | 1970 1970 1970 1970
|

Visible exports !

Total + 12,5 [+ 8.0 |4 14.3 |+ 16.9 |+ 17.7 234 34 195 100.0

Intra-EEC + 16.0 |+ 9.4 {4 16.7 [+ 28.9 |+ 18,7 252 13 738 40.2

To non-EEC countries + 10.8 [+ 7.2 |+ 12.9 [+ 12.8 [+ 17.0 223 20 456 59.8
Exports of food, beverages and tobacco

Total — 2.0 |+ 26.9 |+ 21.8 |+ 27.0 i+ 27.6 370 1068 8.1

Intra-EEC + 6.6 |4 61.2 |4+ 32.8 |+ 31.0 [+ 16.6 522 579 1.7

To non-EEC countries — 7.8+ 26 [+ 9.4+ 2168+ 43.7 275 487 1.4
Exports of raw materials, fuel and power

Total 4+ 711+ 13|+ 10.7 |+ 4.2 |+ 19.0 156 1946 5.7

Intra-EEC + 8.5+ 1.5|+ 10.6 [+ 5.4 {4+ 20.3 159 1218 3.5

To non-EEC countries + 501+ 04+ 11561+ 24|+ 16.9 150 732 2.2
Exports of semi-finished and finished industrial goods

Total + 13.8 |+ 6.6 (-+ 15.9 |+ 17.5 {4 17.7 239 31183 91.2

Intra-EEC + 18.9 |+ 4.7 |+ 21.8 |+ 25.8 [+ 18.7 261 11 946 34.9

To non-EEC countries + 11.3 |+ 7.6+ 13.0 |+ 13.0 |+ 165 226 19 237 56.3
Visible imports

Total + 8.2 (- 8.7+ 161 {+ 23.7 |+ 19.6 229 29 816 100.0

Intra-EEC + 4.2]— 1.0+ 21.7 |+ 30.0 |+ 21.8 305 13 238 44.4

From non-EEC countries + 25|~ 5.4+ 125 [+ 19.3 [+ 17.9 191 16 583 55.6
Imports of food, beverages and tobacco

Total 24 |— 421+ 8.7)+ 16.7 |+ 143 179 4 954 16.6

Intra-EEC + 6.8 [+ 0.1[+ 11.9 [+ 26.8 |+ 12.6 230 2 308 7.7

From non-EEC countries 01— 69—~ 19|+ 90|+ 159 147 2 651 8.9
Imports of raw materials, fuel and power

To! + 28]— 0.6]4 156.8 |+ 12.2 |+ 13.6 184 6617 22.2

Intra-EEC + 8.1+ 9.4 [+ 18.1 14 23.83 |+ 18,6 258 1417 4.8

From non-EEC countries + 18— 251+ 15.8 |+ 9.7+ 12.3 171 5 200 17.4
Imports of semi-finished and finished industrial goods

Total + 8.6(— 5.0]|4 211+ 81.4{+ 23.5 274 18 246 61.2

Intra-EEC + 2.8 |— 8.0 |4 25.4 |+ 82.0 |+ 24.8 236 9514 31.9

From non-EEC countries + 43— 6.9+ 16.8 ]+ 30.7 |+ 22.1 229 8 732 29.3

TABLE 4 : Selected monthly indicators

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

Industrial production 1969 | 138,91 141.8| 144,11 1427 1459 146.4) 144.6| 150.6| 146.1| 148.7 | 157.6| 153.6

(1963 = 100) 1970 | 1564 145.8| 159.9| 153.1) 164.7] 1517 ] 156.8] 158.0| 161.9| 1556.1) 155.5] 153.3
1971 | 164.3| 1626 159.4| 161.0)| 160.7 | 157.3| I58.6

New orders received 1969 | 163.0| 161.6| 166.2| 1693} 168.0| 166.1| 176.6 | 174.8) 1776 179.6| 171.9| 170.9

(1963 = 100) 1970 { 1766} 18531 1795 ) 1843} 169.0 1824 178.5] 176.1| 1803 173.6] 177.6| 185.2
1971 | 178.6 181.2| 1969 187.6) 183.0| 187.1| 186.2

Unemployed 1969 | 197.0] 203.3{ 186.8| 156.0) 161.6| 170.7| 1776 | 176.2| 166.4| 160.7 | 148.0| 1494

(1 000) 1970 | 1561} 132.5| 162.5| 121.2| 134.6| 142.8] 156.2| 161.0| 163.1| 1650 159.9) 131.1

1971 | 157.7) 124.6| 161.6) 161.0| I74.4| 184.0| 191.2| 201.6

Construction : permits for | 1969 43.4 4.2 44.8 5.6 47.2 48.1 48.4 45.6 47.0 49.5 48.7 44.1
residential construction 1970 48.8 80.7 46.0 52.4 7.3 §1.5 86.4 54.4 54.5 49.4 50.6 46.7
(1 000) . 1971 49.8 65.9 85.9 56.8 58.6 61.6 57.7

Private consumers’ expen- | 1969 | 164.1| 1556.7 | 162.3| 159.4) 170.5| 167.0| 170.1| 173.2| 176.7| 180.5) 1?79 176.9
diture : department store | 1970 | I84.7) 174.9| 185.3) 180.61 185.5| 198.3| 202.8| 190.6| 200.4| 208.2| 197.7| 201.0

turnover (1963 = 100) 1971 | 2123 200.1| 207.1( 209.5] 211.4; 2I9.9; 226.0

Consumer prices 1969 ( 115.1 | 115.4 | 115.5) 115.7 115.9} 116.2( 116.1| 116.8| 116.1| 116.5| 117.0| 117.6

(1963 = 100) 1970 | 119.1( 1193 119.8| 120.1) 120.3| 120.7{ 120.7| 120.6| 120.6{ 121.2| 121.8) 1223
1971 | 128.5] 124.3| 125.8] 125.9| 126.3 | 126.7] 127.2| 127.1

Visible imports 1069 } 1933 1880 1974} 2071} 2021 2038 2144 2045| 2122 2391 2125| 2127

(million u.a.) 1970 | 2338 24631 2375 2631 2349 2606 2536 2345 2607 2530 2574 2579
1971} 2372 2883 2922 2801 2711} 2873} 2972

Visible exports 1069 | 2073 2166 2219 2403 2380 2445 24658 2478 2456) 2786 26161 2 480

(miilion u.a.) 1970 | 2498 2767 2639 2935| 2650| 30161 3083 2787 2883 2965 2844 3104
1971 | 2720 3125 3293| 3092; 3060) 3234] 3396

Balance of trade 1060 | -+ J40 | + 276 | 4 245 | + 332 | -+ 360 | + 407 | + 414 | + 434 + 335 | + 395 | + 492 + 354

(million u.a.) 19070 | + 159 | 4 304 | + 264 | + 304 | + 301 | + 410\ + 647 | + 442 ] + 376 | + 435 | + 270 | + 526

Official gold and forelgn | 1069 | 7722) 7560) 7280 780710591 ) 9108| 9129| 0697 (11128 9640} 7741 5981

exchange reserves 1970 | 6455 6616 6765 6893] 7219 8215] 9378 96431070011 283 | 12 961 | 13 009
(million u.a.) 1971 | 13 411 | 14 253 { 15 202 | 16 137 | 18 401 1 16 095 | 16 405 ) 16 116

Money supply 1069 89.2 89.2 90.7 90.3 91.8 92.2 93.2 94.3 94.3 93.7 95.0 93.2
(DM '000 million) 1970 96.1 95.9 97.6 96.6 97.1 97.8 99.7 99.5 89.2 98.4( 100.6] 101.9
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Germany

NOTES TO GRAPHS AND TABLES
Soutce: Statistical Office of the European Communities (except as otherwise indicated).
Convetsion into units of account (1 u.a. = 0.888671 g of fine gold).

Graph 1

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

Graph 2

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

Graph 3

Wages and consumer prices: index of average hourly gross earnings in industry (including construction); cost-of-
living index (all households) at middle of month, not adjusted for seasonal variations.

Graph 4

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

Graph 5
Expotts fob: seties adjusted for seasonal variations; three-month moving averages.

Graph 6
Importts cif : series adjusted for seasonal variations; three-month moving averages.

Graph 7
Balance of trade: difference in terms of value between exports and imports, seasonally adjusted.

Table 1

Gross national product at market prices.
Industrial production: value added by industry (including small workshops).
Total exports and imports: goods, services and factor income.

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

Table 2

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

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

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

Table 3

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

Table 4

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

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

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

Construction: seasonally adjusted number of dwellings authorized.

Private consumers’ expenditure: seasonally adjusted value index of department store turnovets.,
Consumer prices: cost-of-living index (all households), not adjusted for seasonal variations.
Imports cif, exports fob; value, adjusted for seasonal variations.

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

Official gold and foreign exchange reserves: monetary authorities’ resetves of gold and convertible currency,
holdings in special drawing rights and reserve position in IMF. Figures are given gross, liabilities to abroad
not having been deducted. Position at end of month.

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

1. Developments in the summer

At the moment the French economy is again
experiencing a buoyant trend of demand, limited
elasticity of production and relatively strong
inflationary pressures.

The strongest stimuli are provided by demand
from households, whose incomes are climbing
rapidly as employment grows and the upward
movement of wages accelerates. In the past
few months private consumers’ expenditure in
terms of money has probably risen at an annual
rate of some 12%. At the same time entrepre-
neurs continue to step up their fixed investment
since sales are good and finance is comparatively
easy to obtain. The INSEE investment survey
carried out in June suggests that in 1971 the
respondents from private industry will step up
their capital spending by 14%. Investment
by the public authorities and expenditure on
residential construction are even expanding at
a distinctly faster pace- The trend of export
demand is also expansionary.

Apart from temporary stoppages due to strikes,
industrial production is growing pretty vigorous-
ly, especially in the consumer goods industries.
According to the monthly INSEE index, total
output in June was 5.19% higher than a year
earlier. The business surveys show, however,
that in certain important sectors of industry a
shortage of technical capacities and skilled
labour continues to inhibit the growth of pro-
duction.

With the labour market again under increasing
strain, it is easier to obtaih pay awards that
considerably outstrip. productivity gains. In
trade and industry the rise in hourly wages in

the first half of the year reached 5.5%, a rate-

not recorded in any half-year since the beginning
of 1958 if the direct consequences of the events
of May 1968 are disregarded. So far prices too
have continued to climb very sharply this year.
This was the result of the persistent rise in costs
and the greater vigour of*demand. From March
to June industrial producers’ prices went up at
a pace equivalent to an annual increase of
between 5.5 and 6%. All in all the cost of
living—as measured by the INSEE index of

295 items-—rose by 3.6% in the first seven
months, and in July was 5.6% higher than a
year earlier.

About the middle of the year the buoyancy of
demand began to be reflected in the trend of
the trade balance. Until then imports had gone
up comparatively slowly and had even stood
still at times, so that, with exports expanding
steadily, the visible trade account on an fob/
fob basis produced surpluses; of late, however,
the pressure to import has increased. The cur-
rent account is presumably in deficit, owing to
substantial net expenditure on setrvices and un-
requited transactions. In the summer months
the overall balance of payments nevertheless
showed bigger surpluses, notably as a result of
larger inflows of short-term funds that were
partly speculative. The gross gold and foreign
exchange reserves of the monetary authorities,
which in the second quarter had gone up by a
mere $164 million, rose by $498 million in July
alone.

Domestic liquidity is increasing, not only
because of larger inflows of foreign exchange
but above all because of the very rapid expan-
sion of lending to business and private custom-
ers. At the end of June the volume of loans
outstanding was 23.19% larger than a year ear-
lier. Although since the spring the Govern-
ment’s handling of the budget has, if anything,
tended to curtail liquidity, the volume of money
showed a further considerable rise; at the end
of June, it was 19.29% up on a year earlier.

2. Outlook up to the end of 1971

All indications are that demand will remain
very buoyant in the coming months. House-
bolds’ expenditure on consumption in particular
will probably continue to climb vigorously.
There is reason to expect not only persistent
sharp wage rises, increased employment,
continued improvement of welfare benefits and
larger amounts withdrawn by self-employed per-
sons from their business, but also stabilization
of the propensity to save, as long as the infla-
tionary climate cannot be made to cool down
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Demand for and supply of goods and services

19681 19691 l 19701 l 19712
At
current o ch .
prices % change on preceding year
(in FF
000
million) Volumet Value | Volumet Value | Volume® Value
Exports® 89.8 | +179 4229 | +17.0 4259 |+ 7Y% 4 104,
Gross fixed asset formation 1570 | + 101 4+ 173 |+ 74 + 147 |+ 6 + 111,
Public cuttent expenditure on goods and
services 795 |+ 44 4123 )4+ 38 + 1114 3% -+ 111,
Private consumers’ expenditure 3855 |+ 67 +140|4+ 43 + 9714+ 6 + 11%
Gross national product 6298 {+ 7.7 + 162 |+ 6.0 41201+ 51 -+ 11
Imports® 893/ 4225 42811+ 85 4188+ 815 4 111,

1 Rapport sur les Comptes de la Nation 1970, Ministére de 'Economie et des Finances.

2 Forecasts.

3 Goods, services and factor income.
4 At 1963 prices.

5 At preceding year’s prices.

Note:

(2) The difference between the figures for demand and those for sypply is accounted for by movements in stocks.
(b) The forecasts are approximations based on certain hypotheses. They are established and published on the sole

tresponsibliy of the Commission.

significantly. With promising sales opportuni-
ties, free capacity in short supply and wage
costs climbing persistently, the investment
activity of entrepreneurs is likely to remain
rather lively, particularly since firms will hardly
have any difficulties in obtaining finance as the
economy is very liquid. Investment spending
by the Government and expenditure on residen-
tial construction will anyway rise at a faster
pace.

As regards export demand, there is hardly any
reason to expect that the measures taken by the
US Administration in mid-August to redress the
balance of payments will have direct inhibiting
effects, given the pattetn of exports to the
United States and the comparatively small im-
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portance of the American market for the French
economy. Moreover, any such effects are likely
to be outweighed by the shifts that have
occurred so far in the exchange rate relationships
on the international foreign exchange markets,
shifts which, at least where the trend is
concerned, have strengthened France’s competi-
tive position and are therefore, if anything,
providing an additional boost to exports to the
countties other than the United States, partic-
ularly in continental Europe.

Overall demand will meet a volume of domestic
supply that offers less scope for flexible expan-
sion than hitherto. The degree of capacity
utilization is already exceptionally high, par-
ticularly in the consumer- and export-oriented
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France

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

»,| Order-books Stocks of finished products %

80

20

0 ‘d), 100
1970 1971 7 1971

o Trend in production Trend in selling prices N

1970 1971

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

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

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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sectors, and there is reason to fear that the
strains on the labour market will increase since
the manpower reserves available do not have
the right skills and live too far away from
where they are needed. In the circumstances,
the wage and price rise cannot, for the time
being, be expected to slow down rapidly or
appreciably, while the propensity to import is
likely to rise.

Major economic poiicy measures

June

(1) Hdlfway through the month the Govern-
ment decided to raise by 1.5% the basic salaries
of officials and other employees in public admi-
nistration, last put up on 1 January 1971 by
1.7%.

(2) In the middle of the month the National
Assembly adopted the draft of a law approving
the VIth Plan (1970-1975).

(3) At the end of the month seven firms
specified by name and manufacturers of handling
and lifting gear who had increased their selling
prices without prior approval by the authorities,
or by more than they were authorized, were
obliged by decree to reduce them to the level
of 1 June 1971 or in some cases to between 1
and 4% below that level. At the same time
the Ministry of Economics and Finance warned
all firms which have concluded so-called “pro-
gramme contracts” with the Government or
come under the arrangements for so-called
“contractual price freedom’”, that a price freeze
would be ordered if they made unjustified price
increases. The prefects in vacation areas were
instructed to tighten price supervision, partic-
ularly for food and for hotel and camping
services.

July

(1) The statutory minimum wage (SMIC) was
increased, as of 1 July, by 4.6% to FF 3.85 per
bour, in other words by a rate bigher than
stipulated under the law of 2 January 1970 on
the minimum growth wage (about 39 ).

(2) Rents for certain categories of old dwellings
were raised by up to 17% as af 1 July.

(3) Certain postage rates, particularly those
for commercial mail items, were put up with

effect from 1 July.

(4) Customs formadlities were simplified with
effect from 1 July. For private travellers it is
now sufficient to declare goods orally if their
dutiable value does not exceed FF 2 500. Firms,
under certain circumstances, will no longer be
required to present goods for inspection by the
customs.

(5) In an effort to carb the unusually rapid
expansion of credit and counteract the liguidity-
raising effect of the inflow of short-term funds
from abroad, the Banque de France with effect
from 1 July increased compulsory minimum
reserves: the rate for sight deposits was raised
from 9.25% to 10.25%, for time deposits from
4.25% to 5.25% and for loans outstanding
from 0.50% to 1.50%, while the rules for
computing the latter were tightened. This
should reduce bank liquidity by over FF 2 000
million. At the same time, bowever, the obliga-
tion of banks to purchase medium-term bills
was lowered from 16% to 14% of customers’
deposits. This measure, which releases some
FF 2 700 million worth of rediscountable paper,
was intended notably to improve the structure
of interest rates and prevemt pressures on the
money market from increasing.

Aungust

(1) Familly allowances were increased by
5.3% with effect from 1 August.

(2) Gas rates were put up by between 4.5 and
55% as of 1 August. A new schedule of
electricity rates entered into force on the same
date. In addition, at the beginning of August
it was announced that Paris transport rates
would be raised with effect from 20 August.

(3) The increase, on 1 August, in the prices
of cereals (wheat 11.4%, oats 8.8%, maize
4.2%), oilseeds (10.3%) and sugarbeet
(10.3%) completed the process whereby the
level of domestic farm prices was adjusted to
the Community level, as made necessary by the
devaluation of the franc in August 1969. At
the same time, bhowever, a specidl levy was
imposed on these products for the benefit of
the social security scheme for farmers and the
agricultural welfare funds in order to siphon off
part (about FF 220 million) of the “devaluation
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benefit” (about FF 1 300 million) arising from
this price increase.

(4) In view of the continuing rapid growth of
the volume of money, the Banque de France
with effect from 5 August further raised the
compulsory reserves to be held by the banks
and other financial institutions: the rate for
deposits was increased from 10.25% t0 12.25%,
for time deposits from 5.25% to 6.50% and
for loans outstanding from 1.50% to 3%. This
was estimated to reduce liquidity by -some
FF 4 000 million.

(5) Exchange controls were eased appreciably
at the beginning of August. The currency
allowance for travellers was increased to
FF 3500 in foreign currency (previously
FF 2000) per person, and the restriction to
two journeys per year was removed. For travel-
lers, on business, the foreign currency
allowance of FF 400 per day will be granted for
a maximum of 20 days, instead of 10 days
previously. Improvements were made in the
possibilities for importers to obtain forward
cover for raw material purchases and down-
payments on plant and machinery. The ceilings
on current transfers abroad were raised. In
addition, the authorizations required for direct
investment abroad are to be granted more
liberally.

(6) To stem the inflow of foreign exchange,
which had increased considerably in the pre-
ceding weeks as international monetary unrest
was reviving, commercial banks were forbidden
by the Banque de France to increase their foreign
liabilities beyond the level of 3 August, Foreign
exchange arising from speculative transactions
must be refused and only foreign exchange from
commercial transactions may be accepted. Ac-
cordingly the banks on 9 August ceased to pay
interest on new sight deposits (for a period of
less than 91 days) of non-residents. In addi-
tion, in mid-August the banks were authorized
to grant French currency loans to non-residents
provided forward cover in foreign exchange was
obtained for the amount involved.

(7) On 9 August the Government paid back
to the International Monetary Fund, abead of
schedule, the amount of $233.8 million repre-
senting the balance of the debt of $985 million
contracted in 1969 through drawings on the
Fund. At the same time France fully reconsti-
tuted its gold tranche of $375 million, which it
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bhad used in 1968. Of the total of $608.8 mil-
lion, $191 million was paid in gold acquired
for this purpose from the US Treasury.

(8) Following the announcement by the US
Administration, on 15 August, of sweeping
measures to redress the balance of payments,
the Paris foreign exchange and gold markets,
like most international foreign exchange and
gold markets, remained closed from 16 to
22 August.

(9) On 23 August a system of multiple exchange
rates was introduced.  First, there is an
officially quoted exchange rate based on the
bitherto existing parity of FF 5.554 to the dol-
lar; it applies to all commercial transactions
(merchandise trade and related transport and
insurance services, as well as current payments
by governments and government authorities),
and is referred to as the commercial franc.
Second, there is a free rate of exchange for dll
other transactions (particularly tourism and
capital movements), referred to as the financial
franc. Third, there is also a free exchange rate
for the purchase of foreign securities; this is
referred to as the ‘“‘devise-titre” or securities
franc. To safeguard the working of this triple
exchange market, exchange controls were
tightened appreciably, particularly the controls
relating to imports and exports and entries in
the accounts of non-residents.

September

(1) At the beginning of September the Govern-
ment decided to increase the basic salaries of
officials and other employees in public admi-
nistration by 2.8% from 1 October. This
brought the increase granted since the beginning
of the year to 69%.

(2) In mid-September employers’ associations
declared their readiness to support the Govern-
ment’s proposed campaign against rising prices
(the “plan anti-bausse”), under wbhich the in-
crease in the general price level was not to
exceed 29 in the next six months. Industria-
lists undertook to hold down their price in-
creases on finished goods to an average of not
more than 1.5% between 1 October 1971 and
1 April 1972. The distributive trades agreed
not to make any percentage change in their
profit margins during this period. In return
the Government will, until 1 April 1972, refrain



from raising such taxes, charges and public
utility rates as have to be paid by the business
community. Firms which do not sign the
relevant agreements with the Government will
in future bhave to apply for prior authorization
from the autborities if they wish to increase
their prices (industry) or will have to see their
profit margins frozen at their current absolute
level (distributive trades).

(3) In mid-September the Government ap-
proved the finance bill for 1972. With
aggregate expenditure increasing by 9.7%,

which is somewhat more than the expected rise
in the value of gross domestic production, and
an estimated growth of revenue of the same
order, the budget is balanced. The main rise
in spending is in non-military capital ex-
penditure, which is to go up by 14.5%,
while non-military administrative expenditure
is budgeted to grow by just under 9%, and
military expenditure by 8%. With earlier plans
for tax relief largely abandoned, the increase in
revenue reckoned on is 15.6% from income tax,
6.3% from corporation tax and 9.6% from
value added tax.
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France

TABLE 1 : Key indicators

1966 1967 ’ 1968 1 1969 1970 1970
% change by volume
on preceding year 1963 =100
Gross national product + 5.6 + 5.0 + 4.6 + 7.7 + 6.0 148
Industrial production + 7.4 + 4.6 + 4,7 + 9.8 + 74 157
Total imports + 13.9 + 8.0 + 12.8 + 22,5 + 8.5 215
Private consumers’ expenditure + 4.8 + 5.4 + 5.5 4+ 6.7 + 43 143
Public cutrent expenditure on goods
and services 4+ 2.3 + 44 + 5.1 + 44 + 3.8 129
Gross fixed asset formation + 84 + 6.1 + 6.6 + 10.1 + 6.6 176
Total exports 4+ 84 4+ 7.5 + 10.0 + 17.0 + 17.0 213
Gross national product per head of
population + 47 + 4.2 + 38 + 6.8 4 5.4 139
Gross national product per person in
employment 4+ 4.8 + 4.6 + 406 + 5.8 + 44 140
% change by value
on preceding year
Gross income per employee + 6.1 + 6.7 ‘ 4+ 11.6 | + 12.0 + 9.4 181
TABLE 2: Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance exports less imports
in million u.a. 4 344 |4+ 446 |+ 101 — 792 |-+ 558
as percentage of GNP + 03 {4+ 04 |4+ 0081 — 06 |+ 04
Unemployment rate 1.4 1.8 2.1 1.7 1.7
price index of private consumers’ expenditure
(% change on preceding year) 30 [+ 28 |4+ 49 1+ 68 |+ 5.2
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France
TABLE 3 : Foreign trade (at current prices)

- Million % of
% change on preceding year 1963 =100 wa. tt:tals
1966 | 1967 | 1968 | 1969 | 1970 1970 1970 1970
Visible exports
Total + 83|+ 4.5+ 114 |+ 174 [+ 188 219 17 676 100.0
Intra-EEC 4 12.0 [+ 2.0 |+ 16.0 {+ 30.6 |+ 20.9 278 8 606 48.7
To non-EEC countries + 58|+ 63|+ 82|+ 7.5|+ 16.8 182 9 070 51.3
Exports of food, beverages and tobacco
Total 75 2.9 |+ 198 |4+ 208 |+ 6.0 216 21711 15.8
Intra-EEC + 194 [+ 6.0 |+ 26.6 |+ 41,9 |+ 1.7 341 1 626 9.2
To non-EEC countries - 2.0 0.1 |+ 12.8 |— 8.3 [+ 18.2 140 1085 6.1
Exports of raw materials, fuel and power
Total + 7.8 |- 8.7+ 1.6[+ 10.6 [+ 11.7 149 1 390 7.9
Intra-EEC + 74— 8.7+ 09|+ 199+ 18.7 184 926 5.2
To non-EEC countries + 72|~ 86|+ 26|~ 35|+ 7.9 107 464 2.7
Exports of semi-finished and finished industrial goods
Total + 87|+ 6.1 |+ 11.1{+ 17.5 [+ 226 230 18 575 76.8
Intra-EEC + 11.2 1+ 2.3 {4 16.2 |+ 29.0 |4 28.7 287 6 054 34.3
To non-EEC countries + 7.2+ 85|+ 8.1 [+ 10.2(+ 18.0 199 7 5621 42.5
Visible imports
Total 4 14.6 |4+ 4.5 |+ 125 [+ 27.7 [+ 9.8 217 18 9138 100.0
Intra-EEC + 20.8 |4+ 10.7 |+ 23.1 [+ 81.3 [+ 6.5 295 9 2562 48.9
From non-EEC countries + 105 {+ 0.2 |+ 4.4 |+ 16.7 {4+ 13.2 173 9 661 51.1
Imports of food, beverages and tobacco
Total + 84— 264 2.7(+ 106+ 68 158 2 453 13.0
Intra-EEC + 1.3+ 16.6 |+ 31.8 |+ 33.4 |4+ 8.9 296 814 4.3
From non-EEC countries + 103 |-~ 74|— 6.4+ 1835+ 8.4 128 1639 8.7
Imports of raw materials, fuel and power
Total + 59+ 03|+ 3.6+ 106 |+ 4.5 136 4 202 22.2
Intra-EEC 4+ 9.5 |— 28|+ 142 |+ 11.4 |+ 8.7 146 730 3.9
From non-EEC countries + 53|+ 08|+ 1.7+ 105+ 3.7 134 3472 18.3
Imports of semi-finished and finished industrial goods
Total 4+ 22,0+ 9.0{4+ 1961+ 30,3 )+ 124 300 12 258 84.8
Intra-EEC + 25.0 |+ 12.0 |-+ 23.3 [+ 333 |+ 6.5 328 7703 40.7
From non-EEC countries + 7.7 [+ 4.4+ 13.3 |+ 24.8 [+ 23.9 261 4 550 24.1
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May June July | Aug. | Sept. Oct. Nov. Deec.
Industrial production 1969 144,11 1405 | 139.4| 142.2| 142,01 132.5 | 1454 139.4| 143.9| 145.5( 1434} 150.0
(1963 = 100) 1970 154.8 | 1529 152.3| 150.7 | 145.5| 137.7 ) 151.7 | 145.1| 154.7.|. 152.2 | 150.7 | 154.1

1971 § 167.8 157.0) 150.0 1521 149.1} (152)
Number of persons seeking | 1969 | 242.7 | 237.9| 231.0| 2241 2214 215.5| 217.5| 218.1| 217.4| 2184| 216.6| 218.7

employment 1970 | 2207} 2273 233.0) 241.5| 246.0) 251.8| 261.1| 271.1) 285.0| 297.4] 307.3| 306.6
(1 000) 1971 | 315.7 313.0| 312.5| 3i12.1| 313.0 (314)|  (320)
Construction : building 1969 51.0 46.9 44.1 46.6 50.5 51.9 6.2 0.0 68.1 53.6 39.1 49.8

permits issued for housing | 1970 42,1 609 483 494 458 56.9| 447| 46.6| 51.3| 389 393
(1 000) 1971

Private consumers’ expen- | 1969 | 146.3| 139.2| 143.0] 139.0 150.9| 138.6| 146.1| 153.4| 137.5| 143.0| 144.1| 1479
diture: turnover of depart- | 1970 | 153.2 | 141.1| 139.9 | 138.7 | 142.3| 141.2| 144.8| 145.2| 141.7| 1570} 143.1] 1603
ment stores (1963 = 100) 1971 | 162.1| 152.1) 149.8| 149.8

Consumer prices 1969 | 121.1 | 121.5| 122.1 1227 123.2] 123.6| 124.2| 124.5! 125.1| 125.9] 126.5| 126.9

(1963 = 100) 1970 | 128.0| 128.6| 120.0( 1209.6| 130.1| 130.7| 130.9| 131.4| 132.0| 1325 1330 1334
1971 | 184.2) 184.8] 135.4| 136.2| 187.1] 137.6] 138.3

Visible imports 1969 |1.362.4 |1316.9 |1272.8 |1469.6 |1 460.5 |1 472.9 |1573.9 |1379.4|1462.7 |1539.1|1374.1 1 204.4

(million u.a.) 1970 {1 431.9 |1 485.5 |1 404.5 |1 666.4 |1 431.7 |1 692.3 )1 661.3 |1 626.9 |1 673.9 |1 629.1 |1 655.4 |1 673.3
1971 |1 485.0 11611.2 |1720.4 |1 731.9 {1 571.5 | (1840) | (1862) | (1851)

Visible exports 1969 |1229.1 (1 179.0 }1 107.7 |1 237.8 |1 231.6 |1 249.7 |1 282.3 |1 203.4 |1 240.2 |1 266.9 |1 237.7 |1 298.9

(million n.a.) 1971 |1 421.0 {1 385.0 [1369.411510.7 |1319.4 11 577.1 |1 428.6 1 505.2 |1566.9 |1 290.4 |1 670.4 |1 5505
1971 |1 566.7 [1590.9 |1637.6 |1 634.1 1 648.2 | (1631) | (1707) | (2827)

Balance of trade 1969 |- 133.3 |- 137.9 |- 165.1 |- 231.8 |- 298.9 |- 223.2 |- 291.6 |- 176.0 |- 222.5 |~ 272.2 |- 136.4 |- 105.5

(million u.a.) 1970 |- 709 - 100.5 |- 35.5 |- 155.7 |~ 22.3 |- 115.2 |- 232.7 |~ 121.7 |- 107.0 |- 138.7 |- 85.0 |- 122.8
1971 |+ 81.7 (- 203 |- 82.8 |- 97.8 |+ 767 | (~209) | (-165)] (20

Official gold and foreign | 1969 | 4215 | 4126 | 3986] 3774 3636| 3610 3504 | 3781 4006 3913 | 3980 | 3883

exchange reserves 1970 | 3885 | 3957 | 3961 | 4032 4142 4282 4402 | 4546 4576 4617| 4789 | 4789

(million u.a.) 1971 [ 5007 | 5057) 5140 | 65211 5277 53804 | 5802 6847

Money supply 1969 | 207.9| 210.6| 212.6)| 2146 212.4| 212.4| 212.4) 2133 21368 2118 213.2| 209.2

(FF 000 million) 1970 | 204.6| 205.8| 207.5| 209.1| 208.1| 208.4| 209.4| 211.3| 212.8| 219.7| 223.8| 2271
1971 | 2277 231.8| 234.5| 234.0(237.0)| (240.9)




France

NOTES TO GRAPHS AND TABLES

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

Graph 1

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

Graph 2

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

Graph 3

Wages and consumer prices; index of hourly wage rates, all activities, all regions; national index of consumer prices
for 1969 and 1970: 259 items; from January 1971 new index of 295 items.

Graph 4

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

Graph 5
Exports fob: series adjusted for seasonal variations; three-month moving averages.

Graph 6

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

Graph 7
Balance of trade: difference in terms of value between imports and exports, seasonally adjusted.

Table 1

Source: “ Rapport sur les comptes de la Nation 1970 , Ministére de ’Economie et des Finances.
GNP at market prices (new series on 1962 basis).

Industrial production: value added by industry.

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

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

Table 2

Source: * Rapport sur les comptes de Ia Nation 1970 *. Ministére de 'Economie et des Finances.

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

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

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

Table 3

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

Table 4

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

Private consumers’ expenditute: tutnovers by value, constant samples; adjusted for seasonal variations,
Consumer prices: national index of 259 items in 1969 and 1970; new index of 295 items since January 1971.
Imports cif, exports fob, adjusted for seasonal variations.

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

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

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

Economic activity was, on the whole, still weak
at the beginning of the summer. In contrast to
the situation last year, however, this was
attributable not only to difficulties connected
with the factors of production (reluctance on
the part of workers to do overtime and shift
work, reductions in the working week under
collective agreements, stoppages due to strikes,
etc.) but in large measure also to a slowdown
in demand.

Visible exports in terms of value, however, were
if anything tending more distinctly upwards as
Italian firms stepped up their export efforts and
were able to sell at more competitive prices than
firms from certain other countries. In the
second quarter, the increase over a year earlier
was 8.29%. Exports of services, by contrast,
appear to have been sluggish.

As regards domestic demand, capital spending
was distinctly weak, particularly in residential
construction, where the downward tendency
persisted. Apart from expenditure on public
works, which went up rapidly, other types of
building investment likewise showed a down-
ward tendency.

Investment in plant and machinery was also
sluggish if anything, particularly spending by
medium-sized and small firms. The deteriora-
tion in the profit situation over the last year
and a half, the fall in capacity working and the
general psychological climate were probably the
main reasons for the lack of vigour in corporate
investment.

Expenditure on consumption appears to have
risen comparatively little. Disposable incomes
tended to go up as a result of a further increase
in hourly wages and, in the first quarter, a sharp
rise in the salaries of public officials. But a fall
in the number of persons employed in industry,
particularly in building, and the loss of income
due to stoppages had a dampening effect on
consumption.

As regards supply in terms of volume, industrial
production and, though in smaller measure,

visible imports tended to decline, particularly
in the field of plant and machinery. According
to the ISTAT index, industrial production in
the second quarter was 4.3% lower than a year
earlier. Visible imports as reflected in foreign
trade statistics were still a little higher than a
year before (2.5%), but in terms of volume
they too had fallen.

Prices continued to rise. The official indices
show that in July wholesale prices were 3.7%
and consumer prices 4.99% higher than the same
month last year.

Despite the lack of vigour of domestic demand,
reflected in a slight improvement in the balance
on current account (on a cash basis), the surplus
on the overall balance of payments fell in the
second quarter, owing to diminishing net inflows
of capital. Official gold and foreign exchange
reserves showed virtually no change between the
end of March and the end of June since the
commetcial banks exported money on a substan-

tial scale.

With the cash transactions of the Treasury in
particular having a liquidity-raising effect, the
volume of money continued to expand very
vigorously. In June, it was 22.7% higher than
a year earlier- On the capital market, the down-
ward movement of interest rates registered since
mid-1970 ceased in May and has not started
again even though the Banca d’Italia has
resumed support purchasing.

2. Outlook up to the end of 1971

The outlook for the second half of 1971 as
outlined below is based on the double assump-
tion that the actual productive potential will
soon start rising again vigorously as a result of
a thorough-going, lasting relaxation of strains in
industrial relations, and that demand will resume
faster growth, notably as a result of the reflation-
ary measures taken by the Government and,
more particularly, an improvement in entrepre-
neurs’ propensity to invest. Should these two
assumptions, though perfectly feasible, fail to
come true, there is a danger that the actual trend

51



Demand for and supply of goods and services

1968 1969 19701 19712
At
current % change on preceding year
prices
(in Lit
’000
million) | Volume* Value |Volumet Value |Volume® Value
Exports? 9119 | + 138 4+ 159 |+ 60 + 116 |4+ 61, + 94
Gross fixed asset formation 93224 80 +1471+ 38 + 1531 — 2 + 2
Public cutrent expediture on goods and
services 6382 |4+ 33 + 83|+ 32 + 714+ 4% +15
Private consumers’ expediture 30066 |+ 63 + 94 (+ 80 +132|+ 41, + 10
Gross national product 47280 | 4+ 59 41034+ 51 4+ 11714+ 3 + 8
Imports? 7689 | +206 4215|4172 4220 |+ 43% + 10

1 ¢ Relazione generale sulla situazione economica del Paese (1970) 7.

2 Forecasts.

3 Goods, services and factor income.
4 At 1963 prices.

5 At preceding year’s prices.

Note:

(a) The difference between the figures for demand and those for supply is accounted for by movements in stocks.

(b) The forecasts are approximations based on certain hypotheses.

responsibility of the Commission.

They ate established and published on the sole

will be very unsatisfactory and deviate considet-
ably from the guide figures of the third Medium-
term Economic Policy Programme.

All in all, visible exports are still likely to in-
crease in the months ahead, despite the com-
mercial policy measures taken in August by the
United States Administration, and despite the
effective devaluation of the dollar. Although
exports to the United States must be expected
to be hampered considerably, particularly those
of footwear, textiles and motor cars, this may
be offset by a simultaneous improvement in the
competitive position of Italian products on other
exports markets, which take 90% of Italy’s
total visible exports.
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Domestic demand will show a pronounced up-
ward tendency. Building investment, however,
will probably still exert an inhibiting influence
for some time yet, despite the vigorous expan-
sion of public works. The other types of
capital spending and consumption, by contrast,
are likely to pick up significantly.

Numerous factors may promote entrepreneurs’
propensity to invest; these are the improvement
in the psychological climate and in the economic
outlook owing to the expected return to normal
of relations between the two sides of industry,
the more expansionary outlook for export and
domestic demand, the need to rationalize under
the pressure of costs and competition, and the



ECONOMIC INDICATORS
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BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books Stocks of finished products

1970 : 1971 ( ! > 1970 1971

Trend in production Trend in selling prices

; LS
1970 1971 1970 1971

Answers to the questions in the EEC business survey, carried out in Italy by ISCO-Mondo Economico.

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

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages wexghted 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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promotion of investment by official economic
policy, particularly the proposal to Parliament
to bring forward the turnover tax relief for new
investment. The six-monthly EEC investment
surveys suggest that the potential readiness to
invest is very strong, at least in the larger in-
dustrial firms.

The expansion of private consumers’ expen-
diture is likely to be appreciably helped by a
resumption of the rise in the level of employ-
ment, a probably slightly greater propensity to
spend, and the tendency to make as many pur-
chases as possible before the value added tax
system is introduced.

On these assumptions, production would be able
to follow the faster rise of demand without un-
duly heavy strains. The upward thrust of
prices may nevertheless gain in vigour since
many firms will probably seek to take advantage
of the more lively expansion of demand to pass
on to prices at least part of the unusually rapid
cost increase of the past few years. Price rises
will also be facilitated by what has happened so
far on the foreignh exchange markets, provided
the current exchange rate relationships are
roughly maintained. The expansion of imports
will probably accelerate considerably. All in all,
the conditions determining equilibrium will
therefore remain faitly precarious so that there
will still be a need for great flexibility in short-
term economic policy.

Major economic policy measures

July

(1) With ministerial authorization, newspaper
prices were put up by some 129% with effect
from 1 July, following an increase of nearly
15% on 1 March.

(2) At the beginning of the month, entry into
force of several decree laws adopted by the
Government on the grounds of short-term
economic policy requirements and in the mean-
time ratified by Parliament with minor amend-
ments. In addition to laying down credit policy
measures (subsidies in the form of grants and
interest rebates) to support investment activity
in the crafts, industry and commerce, granting
certain aids to agriculture and increasing from

Lit. 100 000 million to Lit. 150 000 million the
revolving fund for financing applied research in
industry, set up in autumn 1968, these decree
laws lay down that the Government is to take
over a further share of the social contributions
payable by enterprises. In detail, the arrange-
ments applying since August 1968 to craft and
industrial enterprises in southern Italy are ex-
tended until the end of 1980 (according to the
date of recruitment of the personnel, the
Government takes over the firm’s social security
contributions to the tune of 10 or 20% of
wages and salaries covered by social security);
these arrangements are extended in that the
share to be borne by the Government is in-
creased to 309 where the contributions are in
respect of workers recruited after 1 August
1971; until the end of June 1972, all craft and
industrial enterprises in Italy which do not
employ more than 500 workers have their
social security contributions equivalent to 5%
of wages and salaries taken over by the Govern-
ment (for enterprises employing between 300
and 3500 workers, however, calculations are
based on 300 times the wage and salary bill per
person employed ).

The increase in Government expenditure due to
these measures is estimated at some Lit. 250 000
million for 1971 and Lit. 210 000 million for
1972, of which Lit. 130000 million and
Lit. 150 000 million respectively are social
security contributions taken over by the Govern-
ment. Virtually dll the increase in Government
spending will be financed through borrowing.

(3) At the end of the month the Parliament
decided to increase the endowment capital of
the state-owned industrial groups IRI and ENI
by Lit. 900 000 million and Lit. 290 000 million
respectively.

(4) At the end of the month the budget
estimates for 1972 were submitted. Revenue,
excluding proceeds from loans floated, is to go
up by 9.7% (compared with 11.1% in the
1971 budget), and expenditure excluding re-
demption of debts is to grow by 11.5%
(10.9%); the deficit is Lit. 1 956 000 million
(as against Lit. 1559 000 million in 1971).
The share of current expenditure in total budget
expenditure goes up further, and the part of
Government expenditure to be financed initialy
outside the budget rises again (from Lit.
877 000 million to Lit. 986 000 million).
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With these expenditures and the further
vigorous rise in the deficit of the state-owned
enterprises taken into account, the budget
deficit for 1972 becomes Lit. 4 150 000 million
(compared with Lit. 3 255 000 million).

August

(1) After discussing the draft law on tax re-
form, which bas still to be adopted by the First
Chamber of Parliament, the Senate approved at
the beginning of the month the rules on the
tax treatment of fixed investment and stocks
during the phase of transition to the value added
tax system. Under these rules, the turnover tax
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(IGE) payable on fixed investment and stock-
building during the last six or four months prior
to the introduction of the new tax system will
be deductible from future VAT liability.

(2) Following the announcement of the balance-
of-payments measures taken by the US Admi-
nistration on 15 August, the margin within
which the exchange rate of the lira may fluc-
tuate against the US dollar was widened but the
official gold parity was maintained. The Banca
d’Italia instructed the Italian commercial banks
to eliminate their adverse net foreign exchange
position ($123 wmillion at the end of June) by
15 September.



TABLE 1 : Key indicators

Italy

1966 1967 1968 1969 1970 1970
% change by volume . Indices
on preceding year 1963 =100
Gross national product + 59 + 6.8 + 6.0 4 59 + 5.1 142
Industrial production + 7.4 + 8.9 4 8.7 + 7.0 + 6.4 151
Total impozts + 13.7 + 12.6 + 7.5 + 20.6 + 17.2 189
Private consumers’ expenditure + 6.8 4+ 74 + 4.7 4+ 6.3 + 8.0 145
Public current expenditure on goods
and services + 3.2 + 43 + 441 + 3.3 + 3.2 129
Gross fixed asset formation 4 4.0 + 118 + 7.7 + 8.0 + 3.8 122
Total exports 4+ 13.2 + 6.7 + 15.4 + 13.8 + 6.0 225
Gross national product per head of
population + 5.1 4+ 6.0 + 5.4 + 5.1 + 48 132
Gross national product per person in
employment + 74 + 5.7 + 6.0 + 7.0 + 4.6 144
% change by value
on preceding year
Gross income per employee + 7.9 ’ + 85 l + 74 ‘ + 8.8 ' + 13.7 188
TABLE 2: Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance expotts less imports
in million v.a. + 1723 | +1235 {+2274 | +1963 |+ 637
as percentage of GNP + 27 |+ 18 |+ 30 |+ 24 |+ 07
Unemployment rate 3.9 3.5 3.5 34 31
&% ehangs on preceding yeas + 29 |+ 30 |+ 16 |+ 29 |+ 48
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TABLE 3 : Foreign trade (at current prices)

. Indices | Million % of
% change on preceding year 1063=100] ua. | totals
1966 | 1967 ] 1968 | 1969 | 1970 1970 1970 1970
Visible exports
Total + 11.7 |+ 8.8 |+ 17.0 |+ 15.2 |+ 12.6 262 13 207 100.0
Intra-EEC + 12.8 |+ 8.3 [+ 20.9 |+ 22.2 |+ 13.6 316 5 660 42.9
To non-EEC countries + 11.0 {+ 11.6 |+ 14.5 |+ 10.5 |4 11.9 232 7 547 57.1
Exports of food, beverages and tobacco .
Total + 15|+ 47|— 37|+ 158 |4+ 9.2 160 1098 8.8
Intra-ERC + 04— 1.7|— 13[+ 214+ 5.7 179 582 4.4
To non-EEC countries 4+ 281+ 124 |- 6.1+ 934 134 142 516 3.9
Exports of raw materials, fuel and power
Total + 10.6 [+ 9.1 (4 14.1 |+ 1.4+ 103 209 990 7.5
Intra-EEC + 21.5 |+ 15.9 |+ 14.7 j— 2.0 |+ 9.6 287 366 2.8
To non-EEC countries 4+ 5214 5.8 |4 18.7 3.6 |+ 10.6 1381 624 4.7
Exports of semi-finished and finished industrial goods
Total 4 13.4 |+ 8.8 |4 20.0 |+ 16.7 [+ 13.2 286 11 119 84.2
Intra-EEC + 14.6 |+ 3.2 |+ 25.4 [+ 24.9 [+ 15.0 352 4712 35.7
To non-EEC countries + 12.6 {+ 12.4 [+ 16.7 |+ 11.6 |+ 11.9 252 6 407 43.5
Visible imports
Total + 16.7 |+ 12.9 |+ 4.3 |+ 21.4 |+ 19.4 197 14 865 100.0
Intra-EEC 4 21.6 |4 21.5 {4+ 9.1 [+ 29.9 [+ 274 248 6 140 41.3
From non-EEC countries + 144§+ 8.8+ 1.8+ 16.6 )+ 143 172 8725 58.7
Imports of food, beverages and tobacco
Total + 9.7+ 07|+ 8.5+ 14914 18.0 189 2 499 16.8
Intra-EEC + 18.5 |+ 26.6 |+ 29.0 |+ 26.8 |+ 20.9 397 954 6.4
From non-EEC countries + 387|— 6414+ 09!+ 92|+ 8.1 143 1 545 10.4
Imports of raw materials, fuel and power
Total + 15.1 {+ 13.7 |+ 1.0+ 13.0 4- 11.8 180 4 663 31.4
Intra-EEC 4+ 18.2 [+ 14.2 |~ 8.0 {4+ 20.6 |+ 16.6 219 697 4.7
From non-EEC countries + 14.6 |+ 13.6 [+ 1.7 {4+ 11.8 |+ 11.0 174 3 966 26.7
Imports of semi-finished and finished industrial goods
Total 4+ 22.0 |+ 18.8 {4+ 8.6 |+ 31.0 |+ 27.1 213 7704 51.8
Intra-EEC + 24.2 |+ 223 |+ 8.1 |+ 32.4 |+ 30.8 234 4 489 30.2
From non-EEC countries 4+ 19.4 |+ 145 [+ 9.2 1+ 29.0 {4 22.2 188 3215 21.6
TABLE 4 : Selected monthly indicators
|
Year | Jan. Feb. Mar, Apr. May | June July | Aug. | Sept. Oct. Nov. Deec.
Industrial produetion 1969 141.7 | 143.7 | 145.0 ) 147 8| 144.9| 1494 150.0 | 1425 1374 131.7 | 132.1| 133.5
{1963 = 100) 1970 1489 | 153.6| 149.0| 148.6| 145.5| 146.4| 1523 149.5] 152.6| 152.6| 157.9; 150.6
1971 1475 | 1515 1446 137.8| 1405 140.3
Unemployed 1969 931.3| 937.56| 918.7| 898.4| 883.0| 890.9| 8843 876.2| 872.9| 864.5| 843.2] 834.1
(1 000 1970 843.1| 840.2{ 848.2| 849.0| 853.0| 860.9| 881.0| 895.8| 925.4| 935.7| 959.9| 955.3
1971 995.1|1017.8 |1063.5 {1044.7 |1038.411043.3
Construction : permits for | 1969 31.5 21.3 19.0 214 21.8 22.8 21.8 22.6 25.8 25.3 24.5 24.4
residential construction 1970 23.4 22.3 22.1 25.3 25.0 24.8 24.9 21.6 23.3 24.6 24.1 33.4
(1 000) 1971 21.0 21.0 22.3 27.7
Private consumers’ expen- | 1969 154.9 | 153.3| 161.5| 162.6| 181.5| 162.8| 172.6| 180.4) 183.3| 177.0 169.2| 180.2
diture : department store | 1970 182.3 1809 195.7| 173.6| 169.4) 195.2| 196.9 | 197.0| 202.0| 2°15.3| 189.3| 197.9
turnover (1963 = 100) 1971 | 195.0] 196.1] 1929 210.1] 196.2
Consumer prices 1069 | 119.9| 120.1] 120.6( 121.1| 121.4] 211.8] 123.1| 122.9| 123.1; 123.4| 1241 | 124.6
(1963 = 100) 1970 | 125.1| 126.1| 126.6| 127.2{ 127.7 | 128.0 | 128.2| 128.4| 129.2| 129.3| 130.8 | 131.3
1971 | 131.81 132.3) 132.8| 133.2§ 134.0| 134.1| 134.5| 134.7
Visible imports 1969 974.8 1 981.31 929.1] 991.111041.9|1073.9 1089.2|1063.311060.6|1061.01073.41109.1
(million u.a.) 1970 |1 168.4 |1 124,41 137.3 |1 245.2 |1 247.1 (1 313.9 11 305.5 |1 263.7 11 294.4 1 274.5 1307.4|1249.1
1971 |1 167.9 |1 325.8 |1 490.9 |1 174.5 |1 452.2 |1 281.4
Visible exports 1969 927.0 | 952.3| 937.8|1024.51000.3|1007.911067.3| 957.1| 994.7{ 897.0 |1 006.6 | 908.5
(million v.a.) 1970 |1 066.0 | 967.2 |1004.0 |1 118.5 |1 057.0 |1 156.4 |1 129.5 1149.1|1134.2|1179.4|1133.9|1132.0
1971 {1 097.0 |1 219.5 (1 173.2 |1 196.1 11 250.5 |1 1565.4
Balance of trade 1969 |- 4781 29.0| + 87| +33.4|— 416 |- 66.0 |- 21.9|-106.2 — 659 — 164.0 |- 66.8 —200.6
(million v.a.) 1970 |- 102.4 |- 157.2 |~ 133.3 |- 126.7 |- 190.1 |~ 158.5 |- 176.0 |~ 114.6 |- 160.2 |- 95.1 |~ 173.56 |- 117.1
1971 |- 70.9 - 106.3 |~ 317.7 | +21.6 |-201.7 |- 126.0
Official gold ond foreign [ 1969 | 4727 ! 4636 | 4493 | 4571 | 4866 4514 | 4582 | 40686( 4547 4566| 4668 4696
exchange reserves 1970 | 4457 | 3043) 3047] 3923 | 43681 4233 | 4130 | 1226 4411 4776 4903 | 5271
(net million w.a.) 1971 | 5652 5836 5994 6167 6091 | 5993 | 6016 | 6 461
Money supply 1969 | 20 440 | 20 379 | 20 836 | 20 845 | 21 282 | 21 558 | 21 590 | 21 681 | 22 138 | 22 351 | 22 831 | 24 388
(Lit. "000 miilion) 1970 | 23 839 | 24 122 | 24 689 | 24 689 | 25 538 | 26 117 | 26 522 | 26 660 | 27 247 | 27 811 | 28 452 | 31 103
1971 | 30 416 | 30 120 | 30 534 | 31 007 | 31 455 | 32 085 | 32 545
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NOTES TO GRAPHS AND TABLES

Soutce: Statistical Office of the European Communities (except as otherwise indicated). Conversion into units
of account (1 u.a. = 0.888671 g of fine gold).

Graph 1

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

Graph 2

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

Graph 3
Wages and consumer prices: source ISTAT. Agreed minimum wages in industry (excluding family allowances).

Graph 4
Bank lending: source Banca d’Italia. Short-term loans to business and private customers; position at end of month.

Graph 5
Exports fob: series adjusted for seasonal variations; three-month moving averages.

Graph 6

Imports cif: series adjusted for seasonal vatiations; three-month moving averages,

Graph 7
Balance of trade: difference in terms of value between exports and imports, seasonally adjusted.

Table 1

Soutrce for 1969 and 1970: Relazione generale sulla situazione economica del Paese (1970).

GNP at market prices.

Industrial production : value added by industry at factor cost.

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

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

Table 2

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

Table 3

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

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.
Unemployed: series provided by the Ministero del Lavoro e della Previdenza Sociale, adjusted for seasonal variations
by the Statistical Office of the European Communities.

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

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

Impotts cif, exports fob, adjusted for seasonal variations. .

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

Official gold and foreign exchange reserves (net); source Ufficio Italiano dei Cambi; position at end of month.
Money supply: notes and coin in circulation excluding cash holdings of the credit institutions other than the post
office giro, deposits of residents with the banks (at less than one months’ call), special assets of the Treasury and
non-residents” holdings in the post office giro ; position at end of month.
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D. Netherlands

1. Developments in the summer

Since the beginning of the summer the conditions
determining equilibrium appear to have been
deteriorating again. With the temporary wage
freeze lifted, substantial wage increases were
granted under new collective agreements. The
expansion of spending by households therefore
gathered speed.

The upward tendency of exports, on the other
hand, slackened further, mainly because demand
from the other member countries lost in vigour.
The trend of fixed investment, which until the
spring had benefited from unusually good
weather that permitted a vigorous expansion of
expenditure on building, was also increasingly
affected by the declining propensity of entrepre-
neurs to invest.

While until the spring a certain shortage of
factors of production and the high level of
stocks of finished products in certain sectors had
been having an inhibiting effect on the growth
of domestic supply, this effect has virtually
disappeared in the past few months. In May
and June, industrial production rose at an annual
rate of about 79%. The rationalization efforts
made by enterprises to neutralize the rise in
production costs have nevertheless supported the
tendency, apparent since the end of 1970, for
the pressures on the labour market to ease.
The unemployment rate (number of unemployed
as a percentage of the labour force, adjusted for
seasonal and fortuitous variations) was 1.5%
in July, compared with 1.2% a year eatlier.

Although imports climbed further and in the
spring exceeded, on an adjusted basis, the excep-
tionally high level of late 1970, domestic prices
continued their very pronounced rise. In July,
the consumer price index was 7.6% higher than
a year eatlier. The pressure of excess demand
led to further deficits on current account. The
inflow of capital from abroad has slackened
since the guilder was allowed to float. The
official net gold and foreign exchange reserves of
the Central Bank, which from the beginning of
the year to May had gone up by Fl. 1 074 mil-
lion, have since that time been declining again.

The easing of pressures that had set in on the
money and capital markets did not continue
until August, to judge by the rise in interest
rates subsequent to the floating of the guilder.
This was largely the result of the measures that
had been taken to stem the inflow of short-term
funds and of the open-market operations which
the Central Bank has resumed for the first time
since 1964.

2. Outiook up to the end of 1971

Implementation of the new restrictive measures
contemplated by the Government formed after
the April elections should have hardly any
appreciable impact on the outlook for the Dutch
economy until the end of the year.

The export outlook is heavily influenced by the
uncertainty in international monetary relations,
the effects of the protectionist measures of the
United States and the fresh rise in wage costs.
Exports will probably rise only slightly, despite
the gradual revival of world business activity
and the likely expansion of available production
capacities.

The recent trend of major components of
domestic demand may continue. While the
expansion of gross fixed asset formation will
slow down further owing to the effect on cor-
porate spending of shrinking profits, consumer
demand is likely to go on rising vigorously,
particularly since in the second half of the year
disposable incomes from paid employment are
expected to increase more rapidly.

In the circumstances, the growth of production
as a whole is unlikely to slow down to any
significant extent, though this does not exclude
a slackening of expansion in certain sectors,
particularly capital goods. On the labour
matrket, which is very sensitive to any deteriora-
tion in the investment climate, pressures may
ease further.

The conditions determining equilibrium will
probably remain precarious. Forced up by the
heavy pressure of costs domestic prices will
continue to rise at a lively pace in the next few
months. The main fear is that following the
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Demand for and supply of goods and services

19681 19691 1 1970* } 19712
At
cutrent % change on preceding yeat
prices
(in F1.
’000
million) Volume* Value |Volume? Value |Volume® Value
Exports? 4216 | +15.7 + 178 |4 137 + 188 |+ 8l + 12
Gross fixed asset formation 2408 |+ 05 + 72104 72 4153 |+ 7 + 14
Public current expediture on goods and
services 1441 |+ 22 4+ 15|+ 55 41324+ 3 + 14
Private consumers’ expediture 5199 |4+ 43 +107 )4+ 74 +115|4 5 + 11
Gross national product 92168 [+ 5.7 + 1171+ 56 + 105 |4 41, + 11
Imports® 4159 | + 147 4+ 185 [+ 150 4225 |+ 7Y% 4 12

1 Centraal Burcau voor de Statistiek.
2 Forecasts.

3 Goods, services and factor income.
¢ At 1963 prices.

5 At preceding yeat’s prices.

Note:

(a) The difference between the figures for demand and those for supply is accounted for by movements in stocks.

(b) The forecasts are approximations based on certain hypotheses.

responsibility of the Commission.

They are established and published on the sole

removal of wage and price controls at the end
of July, the movement of consumer prices may
remain distinctly upward. The current account,
in part influenced by further purchases of air-
craft, will probably continue in deficit until the
end of the year, even if there were an improve-
ment in the terms of trade.

Major economic policy measures

June

(1) Non-residents forbidden by the Neder-
landsche Bank to switch from balances on con-
vertible guilder accounts into treasury bonds or
bank acceptances denominated in Dutch cur-
rency.
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(2) The statutory annual leave for wage and
salary earners was extended by one week.

(3) Postal and telephone charges were in-
creased.

July

(1) The law on the Property Formation Fund
(Wet bezitsvormingsfonds) entered into force.
This Fund may, for example, grant social loans,
free of charge, of up to Fl. 2 400 to finance the
purchase or construction of a dwelling.

(2) The statutory minimum wage was raised by

6%.

(3) Rents for the more expensive iypes of
single family bouse were exempted from the rent
freeze.
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Netherlands

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

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

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

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




(4) The Central Government and the provin-
cial and local authorities suspended the recruit-
ment of new staff .

August

(1) The new Government formed after the
elections beld at the end of April submitted its
economic policy programme to the Parliament.
While reaffirming ist intention to come to grips
with the inflationary tendencies, particularly by
curbing the rise in public spending and passing
on to the beneficiaries the cost of certain
government services, the new Government
proposed to pursue a concerted price and wage
policy by means of general measures. In par-
ticular the intention is to promote residential
construction and better regional distribution of
productive investment.

(2) The period of compulsory school attendance
was extended from eight to nine years.

(3) With effect from 26 August the Neder-
landsche Bank lowered the discount rate for
promissory notes and the interest rate for
current account advances and loans against
securities from 6.5% to 6%. Tbhe discount rate
for promissory notes serves as a basis for the
fixing of the banks’ debtor interest rates.

(4) Social insurance pensions and grants were
exempted from taxation in 1971,

(5) To improve industrial relations, the Govern-
ment lifted the price control measures adopted
on 3 November 1970 and extended on 9 March
1971. The measures taken on 9 December 1970
to restrain wage increases (“loonpauze”) were
also abolished.

(6) The system of premiums for investments
made by enterprises in certain provinces of the
country was abolished, while the incentives for
industry to set up in the development areas in
the north of the country were strengthened.

(7) The gold and foreign exchange markets
were closed from 16 to 22 August. They were
reopened on 23 August, after the Benelux
countries bad concluded an agreement linking
the Belgian and Luxembourg francs and the
guilder on the basis of the parity relationship
obtaining on 9 May. The fluctuation in the
exchange rates of the francs and the guilder was
limited to 1.5% on either side, while the mar-

gins of fluctuation against the other currencies
were suspended.

September

(1) Old-age pensions were raised by about 6%
with retroactive effect from 1 August. A
similar increase was made in family allowances
and invalidity pensions, backdated to 1 July.

(2) To stem the inflow of capital from abroad,
the monetary authorities instituted a “‘closed
circuit” for the purchase by non-residents of
debentures denominated in guilders. Under this
rule, such purchases can only be made with
guilders accruing through the sale by non-
residents of other debentures denominated in
guilders.

(3) The measures to restrain shori-term
lending by the commercial and agricultural
banks and the post office to the private sector
were extended for the months of September and
October. The growth rate of the volume of
credit permitted in the closing quarter of 1970.
This is the same as the guide figure applying
in the same months of the previous year.

(4) With a view to forestalling an wunduly
beavy inflow of capital from abroad and sup-
porting the effectiveness of the credit controls,
the Nederlandsche Bank lowered the discount
rate on 15 September from 5.5 tot 5%.

(5) On the opening of the ordinary session of
the Netherlands Parliament the authorities
stressed the need to return as rapidly as pos-
sible to lasting ecomomic equilibrium. The
budget estimates for 1972 constitute an effort in
this direction even though they provide for a
rise in expenditure (15.3% ) that considerably
exceeds the expected growth of the gross
national product in terms of money (10.79%).
Despite new tax increases, particularly the rise
from 3% to 5% of the counter-cyclical sur-
charge, the budget deficit is likely to grow from
Fl. 2100 million in 1971 to Fl. 2 300 million
in 1972. A comparison of the figures planned
for 1972 with those likely to be achieved for
1971 shows that in 1972 expenditure should
rise by 8.3% and revenue by 12.7%, while the
budget deficit should fall from Fl. 3 400 million
in 1971 to Fl. 2300 million in 1972. The
authorities expect that, unlike in 1971, the 1972
deficit will be financed exclusively through
borrowing on the capital market.
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Netherlands

TABLE 1 : Key indicators

1965 1966 1967 1968 1970 1970
% change by volume Indices
on preceding year 1963 =100
Gtoss national product + 2.6 + 5.8 + 6.6 + 5.7 + 5.6 148
Industrial production + 5.9 + 5.7 + 10.6 + 82 + 7.4 170
Total imports + 7.3 + 6.7 + 13.5 + 14.7 + 15.0 210
Private consumers’ expenditure + 34 4+ 52 4+ 6.9 4 4.3 + 7.4 148
Public current expenditure on goods
and services 4+ 1.6 + 2.8 + 23 + 2.2 + 5.5 119
Gross fixed asset formation + 8.5 + 8.1 -+ 11.0 + 0.5 + 7.2 174
Total exports + 5.2 + 7.8 + 12.5 + 15.7 +13.7 201
Gross national product per head of
population + 1.2 + 4.6 + 5.5 + 4.5 + 43 136
Gross national product per person in
employment + 1.8 + 6.1 4+ 5.7 + 43 + 4.3 139
% change by value
on preceding year
Gross income per employee + 111 I + 9.2 | + 8.7 I + 111 | + 11.4 212
TABLE 2: Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance exports less imports
in million u.a. - 135 |4+ 23 |+ 158 |+ 102 |-~ 38
as percentage of GNP - 06 |4+ 01 |+ 06 {+ 04 [— 12
Unemployment rate 1.0 2.0 1.9 1.5 1.2
ptices to private consumers
(% change on preceding year) + 54 |+ 34 [+ 23 + 6.1 + 3.8

66




TABLE 3: Foreign trade (at current prices)

Netherlands

Indices | Million % of
0
% change on preceding year 1063=100 u.a. tcfta.ls
1966 | 1967 | 1968 | 1969 1970 1970 1970 1970
Visible exports
Total + 58|+ 7.9+ 145 |+ 19.6 |+ 18.8 238 11 789 100
Intra-EEC + 5.8 |+ 6.7 (4 19.7 |4+ 25.1 |+ 22.0 276 7 312 62.0
To non-EEC countries + 6.0(+ 9.4 4 8.2+ 12,11+ 12,7 193 4 478 38.0
Exports of food, beverages and tobacco
Total + 03|+ 9.9 |4+ 1594 15.4 [+ 18,5 216 2738 28.2
Intra-EEC - 0.2+ 9.6+ 22114 19.6 |4+ 228 264 1902 16.1
To non-EEC countries + 1.0 |+ 105 |+ 6.1+ 78[+ 9.8 153 836 7.1
Exports of raw materials, fuel and power
Total — 0.4+ 10.1 |4 12.8 [+ 20.0 |4 31.8 232 2164 18.4
Intra-EEC — 0.7 [+ 10.7 |4+ 22.5 |+ 26.0 |+ 34.8 265 1 353 11.5
To non-EEC countries - 01|+ 9.5 |+ 1.7+ 117 |+ 272 192 811 6.9
Exports of semi-finished and finished industrial goods
Total 4+ 9.7 |+ 6.6+ 14.4 {4 21.1 |+ 14.5 254 6 887 58.4
Intra-EEC + 98|+ 4.5 |4 17.8 |4+ 275 |+ 179 291 4 0567 84.4
To non-EEC countries + 9.6+ 9.0+ 10.6 {4 13.4 |+ 10.0 215 2 831 24.0
Visible imports
Total + 7.5+ 4.0+ 11.5 |+ 17.3 [+ 23.0 224 13 395 100
Intra-EEC + 8.7 |4+ 5.0+ 13.2 {4+ 19.2 |+ 22.1 243 7 484 55.9
From non-EEC countries 4+ 6.0|+ 29|+ 9.5 |+ 15.0 {+ 24.1 205 5911 441
Imports of food, beverages and tobacco
Total + 3.9 |4+ 11.3 [+ 9.7 {4+ 19.0 |+ 135 205 1686 12.6
Intra-EEC 4+ 8.8 |4+ 22.7 |+ 28.1 |+ 494 |+ 5.1 405 607 4.5
From non-EEC countries + 25+ 76|+ 38.2|+ 5.4+ 188 161 1079 8.1
Imports of raw materials, fuel and power
Total 0914+ 52|+ 8.6(4 138!+ 243 194 2 747 20.5
Intra-EEC + 7.7+ 9914+ 48[+ 3.0+ 7.1 155 475 3.5
From non-EEC countries 0.9 1+ 3.9 [+ 9.7 |+ 16.9 |4 28.7 205 2272 17.0
Imports of semi-finished and finished industrial goods
Total + 10.5 2.2 [+ 12.8 |+ 18.1 [+ 245 248 8 962 66.9
Intra-EEC + 8.8 |+ 8.3+ 12.9 |4+ 18.1 {4+ 25.3 252 8 402 47.8
From non-EEC countries + 14.7 0.3 |+ 12.6 |+ 18.1 |4 225 239 2 560 19.1
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar, Apr. May June July Aug. | Sept. Oct. Nov. Dec.
Industrial production 1969 155.9 | 158,51 159.8} 159.0| 1613 | 163.9| 167.1| 165.0} 166.8| 169.0| 1755 177.7
(1963 = 100) 1970 | 179.9 182.1} 183.2 | 180.4| 176.9| 176.9 | 184.7) 178.9| 180.1 1857 186.1| 188.8
1971 197,81 196,81 1949 | 193.2 189.8 1918
Unemployed 1969 67.1 67.4 70.0 67.7 66.0 65.1 66.2 66.3 64.4 63.1 62.2 65.4
(1 000) 1970 60.3 56.7 56.7 55.3 56.7 56.1 53.4 63.8 586.1 55.8 54.7 54.1
1971 57.9 §3.3 8.1 57.4 60.8 64.4 65.5 68.1
Construction : permits for | 1969 | 9371 (1110511384 11543 | 11211 9373 | 934713402 9680} 9330 10 339 | 12 187
residential construction 1070 {10 030 | 9728 | 11386110780 | 10668 1173515533 12208 12762]12058; 9720)| 9611
(1 000) 1971 1 12396 | 8 949 | 10 586 | 13 578 | 10 806 | 10 809
Private consumers’ expen- | 1969 170 186 194 195 209 196 197 210 202 171 211 229
diture : department store | 1970 208 208 214 213 225 216 227 221 228 210 216 254
turnover (1963 = 100) 1971 217 229 225 235 232
Consumer prices 1969 { 132.3 | 133.4| 134.4| 135.86( 135.4] 185.4 | 184.2| 1349 135.8] 186.4| 136.2 | 136.1
(1963 = 100) 1970 { 136.6 | 137.9| 139.3| 189.9| 189.8| 140.5| 140.9 | 142.3 | 143.3 | 143.8| 143.8| 143.9
1971 145.3 1 147.4| 148.5| 150.4| 1650.8| 151.3| 151.6 | 153.0
Visible imports 1969 815 846 833 881 914 885 923 908 974 1014 964 | 1029
(million u.a.) 1970 | 1001 1049 995 1079 1115 1063 1135 1105 1117 1133 1262| 1255
1971 11031 1220} 1278 1201 1170 1235
Vigible exports 1969 744 768 796 779 814 825 864 850 876 913 848 873
(million u.a.) 1970 899 952 945 993 928 968 991 971 1036 977 1069 | 1064
1971 1044 1082 1165 1107 1041 1139
Balance of trade 1969 (- 71 |- 78— 37— 102 100~ 60|~ 59— 5681 99~ 101|- 116~ 156
(million u.a.) 1970 |- 102~ 97 |- 50| 86| 187 - 85— 144|- 134}~ 82}~ 156 193 |- 191
1971 - 59—~ 138|- 113|- 941- 129|- 96
Official gold and foreign | 1969 | 1892 1937} 1054{ 1081 | 2046 | 1965] 2031 1999| 20056 2502! 22385 2090
exchange reserves 1970 | 2216 2096 2108 | 2046 | 2018 | 2038} 2181 | 2267 | 2859 2622| 2593 | 2552
(million u.a.) 1971 2859 | 2552| 2685 | 2594 | 2592 | 2499 | 2412 2285
Money supply 1969 6055 6071 6062 6071 6177 | 6201 6194 6236 6235| 6436 6410 6 472
(million u.a.) 1970 6506 6523 6649 6699 6819 6774 | 6925 6973 2658 7120 7200 7215
1971 7485 7589 7690, 7898| 8206 V7974
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Netherlands

NOTES TO GRAPHS AND TABLES
Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into units of account (1 u.a. = 0.888671 g of fine gold).

Graph 1

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

Graph 2
Labour market: setries adjusted for seasonal variations; three-month moving avetrages; position at end of month.

Graph 3

Wages and consumer prices: indices of gross hourly earnings in industry (excluding mining, quarrying and construc-
tion); index of agreed wages. Cost-of-living index, source: CBS.

Graph 4
Bank lending: short-term bank loans, not adjusted for seasonal variations; position at end of month,

Graph 5
Exports fob. Series adjusted for seasonal variations; three-month moving averages.

Graph 6
Imports cif, Series adjusted for seasonal vatiations; three-month moving averages.

Graph 7
Balance of trade: difference in terms of value between imports and exports, seasonally adjusted.

Table 1

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

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

Table 2

Balance expotts less impozts: as defined for the national accounts.

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

Table 3

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

Table 4

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

Construction: seasonally adjusted number of dwellings authorized.

Private consumers’ expenditure: seasonally adjusted value index of department store turnovers.

Consumet prices: cost of living index, not adjusted for seasonal variations.

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

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

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

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

Belgium

1. Developments in the summer

After gathering speed at the beginning of 1971,
economic growth has slowed down again in the
past few months, mainly because the expansion
of export demand has been slackening.

The trend of domestic demand remained
distinctly upward. While corporate investment
teflected a certain measure of caution on the
part of enterpreneurs and investment in in-
dustrial building slackened more and more,
consumption by households, which had been
very sluggish immediately after the introduc-
tion of the value added tax, appears to have
been expanding faster, for disposable incomes
continued to grow very rapidly. In April houtly
wages in industry were 12.4% higher than in
the same month of 1970.

In the past few months the growth of domestic
supply has slowed down, especially in the basic
materials industries. In April the INS index
of industrial production was 8% up on the level
of a year earlier. The total number of hours
worked rose less sharply than hitherto. The
number of unemployed ceased to decline around
the middle of the year; in July 1971 it
represented, adjusted for seasonal variations,
about 1.8% of the working population.

Imports, particulatly of finished goods, con-
tinued to grow fairly rapidly.

The measures which the authorities have taken
to prevent an unduly sharp upsurge of prices
after the introduction of value added tax still
help to keep the rise in the cost-of-living index
down to a relatively slow pace: in August 1971
the index was 4.3% higher than a year earlier.
The rise in the overall level of domestic prices,
however, was no doubt sharper than is suggested
by the movement of the cost-of-living index.

The unmistakable tendency for the trade
balance (on the basis of foreign trade statistics)
to deteriorate has not in recent months been
accompanied by a similar trend on current
account, which in the second quarter closed with

a surplus of Bfrs. 12 100 million. The monetary
events in the neighbouring countries brought
about in May an appreciably faster rise in the
gold and foreign exchange reserves of the
monetary authorities. The situation returned to
normal again, however, after the authorities had
taken measutes to curb the inflow of foreign
capital.

This development, coupled with the continued
vigour of public sector demand for capital, led
to a temporary interruption, until August, of the
easing of pressures recorded on the money and
capital markets up to April.

2. Outlook up to the end of 1971

General economic activity is likely to continue
at a high level until the end of 1971, even
though the expansion of overall demand may
slacken further. The expected upswing of
world business activity will have a comparatively
small impact on Belgian exports to non-member
countries, mainly because of the poor outlook
for exports to the United States owing to the
protectionist measures taken by the US Admi-
nistration. In addition, the slight slowdown
that is likely in the expansion of intra-Com-
munity trade will presumably also affect exports
from the Belgo-Luxembourg Economic Union.

Given the recent trend of order books, pat-
ticularly in industry, the growth of production
will be rather modest. The pressutes on the
labour market may therefore ease.

Domestic prices will continue to rise faitly
sharply, despite a considerable growth still of
imports and greater elasticity of domestic
supply. In particular the persistent rise in pro-
duction costs may be reflected more distinctly in
the cost-of-living index.

These tendencies for exports and imports
suggest that the surpluses on current account

will diminish.
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Demand for and supply of goods and services

1968 19691 } 19702 I 19713
At
current o .
prices % change on preceding year
(in Bfrs
000
million) Volume® Value |Volume® Value |Volume® Valeu
Exports* 4220 [ 4156 4211 |+ 11 + 15% 4+ 9 4+ 9
Gross fixed asset formation 2182 |+ 7.1 + 114|410 +16 |+ 5 + 111,
Public curtent expenditure on goods and
services 1440 |4+ 7.5 +122 |4+ 5 + 10 + 4% + 12
Private consumers’ expenditure 6607 [+ 55 + 77|+ 5% + 9 + 4 -4 10
Gross national product 10369 |+ 65 +103 |+ 5% + 10 + 4 + 91,
Imports® 4188 | + 158 4+ 198 | 410}, 415 + 8% +11

1 Institut national de Statistique (INS).
2 Estimates.

3 Forecasts,

4 Goods, services and factor income.

5 At 1963 prices.

8 At preceding yeat’s prices.

Note:

(a) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(b) The estimates and forecasts are approximations based on certain hypotheses. They are established and published

on the sole responsibility of the Commission.

Major economic policy measures

June

Maximum prices were fixed for domestic elec-
trical appliances.

July

(1) Telephone charges were raised by about
9%.

(2) Pensions were raised by 5%.

(3) Under the social programme, every person
employed in public administration was paid a
non-recurrent supplement of at least Bfrs. 7 500.

70

(4) The statute of the industrial promotion
office (Office de promotion industrielle) and
the rules according to which it is to operate
were published.

(5) The bill on the medium-term economic
programme (“Main lines of the plan for
1971-75”) was tabled.

Aungust

(1) The gold and foreign exchange markets
were closed from 16 to 22 August. They
reopened on 23 August and began operating in
conformity with an agreement between the
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Belgium

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

% | Order-books Stocks of finished products

e

1970 1971 (1: 1970 1971

o | Trend in production Trend in selling prices o

no change

1970 1971

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

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

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

by 0.03 for the answer ‘‘above normal”, or ‘‘up’’;
by 0.02 for the answer ‘“normal”, or ‘“no change’’;
by 0.01 for the answer ‘‘below normal”, or ‘‘down”’.
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Benelux countries under which the Belgian and
Luxembourg francs and the guilder were linked
to each other by a rate of exchange corresponding
to their parity relationship. The margin of
fluctuation between these currencies was
reduced to what it was before 9 May, namely
1.5% on either side. The two central banks
granted each other credit lines. The margins of
fluctuation of the exchange rates against other
currencies were suspended until further notice,
but the monetary authorities reserved the right
to intervene to limit exchange rate fluctuations,
particularly with a view to preserving the com-
petitive position of the two countries’ economies.
The two-tier foreign exchange market was
maintained in the Belgo-Luxembourg Union.

(2) All products coming under the rules of the
common market in agriculture and a number of
industrial products that incorporate these agri-
cultural products were made subject to a
licensing arrangement so as to enable the system
of compensatory amounts fixed at Community
level to be applied to imports from and exports
to countries other than Benelux countries.

(3) Publication of a law modifying the system
linking salaries, wages and social transfer pay-
ments in public administration to the consumer
price index.

(4) The powers of control of the Belgo-Luxem-
bourg Exchange Office were strengthened.

(5) Publication of a law giving the Minister of
Economics additional price control powers and
enabling bim in particular to prescribe maximum

prices and accounting rules and, in case of
infringement, to order the temporary closure of
an establishment.

(6) Income tax rates were adjusted to ease the
impact of the progressive tax scale on rising
money incomes.

September

(1) Increases in railway rates, averaging 5.4%,
entered into force on 1 September. Reduced
rates (“Social” rates) were raised and the rates
for the refund of transport costs by employers
were accordingly adjusted.

(2) A selective reduction was made in the
export tax with effect from 1 October. This
is expected to entail a loss of tax revenue of
about Bfrs. 400 million.

(3) The Central Bank withdrew its recommen-
dations of 24 March and 3 June by which it had
invited the commercial banks to limit their net
foreign exchange positions and to cease paying
interest on deposits that exceed the amounts
authorized.

(4) With effect from 30 September 1971 the
Banque Nationale removed the ceiling applied
since May 1969 to lending to the private sector.
In the preceding months the volume of actual
lending bad already been a good deal below the
permitted ceiling. In addition, the discount
rate was cut from 6% to 5.5% with effect
from 23 September, given the abundance of
short-term funds on offer.
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TABLE 1 : Key indicators

1966 1967 1968 1969 1970 1970
% change by volume Indices
on preceding year 1963 = 100
Gross national product + 29 + 4.0 + 3.5 4+ 6.7 + 6.1 139
Industrial production 4+ 49 + 2.2 + 4.0 4 9.2 + 57 146
Total imports + 8.2 + 34 + 133 + 15.9 + 9.8 190
Private consumers’ expenditure + 3.3 + 2.8 + 5.7 + 5.9 + 3.9 133
Public current expenditure on goods
and setrvices + 39 + 5.9 + 4.6 + 6.5 + 4.5 141
Gross fixed asset formation + 6.4 + 2.6 - 2.4 + 5.6 + 6.9 141
Total expotts + 4.0 + 6.7 + 11.6 4 15.9 + 1441 196
Gross national product per head of
population + 2.2 + 34 + 3.1 + 6.4 + 5.7 134
Gross national product per petson in
employment + 2.5 + 4.5 + 3.6 + 5.0 + 5.5 134
% change by value
on preceding year
Gross income per employee + 8.9 l + 741 ‘ + 6.4 l 4+ 8.4 I(+ 11.3) 179)
TABLE 2: Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance exports less imports
in million v.a. — 48 + 176 + 58 -+ 182 + 784
as percentage of GNP — 03 + 09 + 0.3 + 08 4 31
Unemployment rate 1.7 2.3 2.8 2.3 1.9
prices to private consumers + 441 + 2.5 + 2.3 + 2.6 + 2.8
(% change on preceding year)
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TABLE 3 : Foreign trade (at current prices)

Belgium

0y
s rsotngyour 385 0 | 6ot
1966 | 1967 | 1968 | 1969 | 1970 1970 1970 1970
Visible exports
Total + 5.2 14+ 8.0+ 16.0 |4 23.3 /4 15.2 240 11 591 100
Intra-EEC + 6.1 |4+ 8.2 |+ 18.5 |+ 29.5 |+ 16.9 270 7 046 68.6
To non-EEC countries + 8.9 |4+ 2.5+ 11.7 |+ 121 [+ 11.8 192 3 645 31.4
Exports of food, beverages and tobacco
Total + 8.4+ 18.8 |+ 15.5 {+ 21.8 (+ 19.6 204 932 8.0
Intra-EEC + 5.4 |4+ 25.7 |+ 24.6 |+ 27.1 |4+ 16.9 338 778 6.7
To non-EEC countries + 171+ 1.31-—- 134/~ 18]+ 353 175 154 1.3
Exports of raw materials, fuel and power
Total + 05— 2.4+ 1344+ 214 [+ 0.1 143 841 7.3
Intra~-EEC 4+ 15|~ 8.6+ 10.8 |+ 21.3 |+ 4.6 146 524 4.5
To non-EEC countries - 1.0~ 0.5+ 17.4 ¢+ 21.7 [— 6.4 137 317 2.7
Exports of semi-finished and finished industrial goods
Total + 7.7+ 2.3+ 16.4 |+ 23.6 |+ 15.9 257 9 818 84.7
Intra-EEC + 98|+ 19+ 18,7 [+ 303 |+ 174 289 6 644 57.3
To pon-EEC countries + 42+ 29|+ 12.8 |+ 11.8 [+ 12.6 209 3174 27.4
Visible imports
Total + 12.8 0 (+16.1 4 19.9 |+ 13.8 222 11 347 100
Intra-EEC + 15.4 [— 0.6 |4+ 14.8 |+ 25.3 |+ 16.4 249 6 677 58.8
From non-EEC countries + 911+ 06+ 178+ 133 |+ 9.8 192 4 670 41.2
Imports of food, beverages and tobacco
Total 4+ 8.1 [+ 100+ 2.8 |+ 149 |+ 17.1 221 13857 12.0
Intra-EEC + 10.6 |+ 11.8 |+ 24.0 [+ 23.3 [+ 20.4 324 772 6.8
From non-EEC countries + 6.4+ 861—13.1/+ 5.8+ 13.1 156 585 5.2
Imports of raw materials, fuel and power
Total 11— 2.1 |4 22.8 |+ 11.3 |4 11.7 176 2 450 21.6
Intra-EEC + 52(— 5514 17.6 [+ 15.3 |4 12.0 176 876 7.7
From non-EEC countries 1.3{— 0.2+ 25.7{+ 9.1+ 115 174 1574 13.9
Imports of semi-finished and finished industrial goods
Total 4+ 18.3 [— 1.1 |+ 16.7 |+ 24.2 |4 13.8 245 7 540 66.4
Intra-EEC + 18.4 |— 1.1]+ 13.0 j+ 28.0 |+ 16.8 260 5 029 44.3
From non-EEC countries +18.1 |— 1.2 |4 23.6 |+ 179 |+ 7.9 219 2 511 22.1
TABLE 4: Selected monthly indicators
Year | Jan. Feb, Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial production 1969 129.3 128.4| 130.5) 129.81 133.8| 132.6| 133.2 | 134.2| 130.8| 133.5| 139.6| 132.5
(1963 = 100) 1970 1310} 1356.8| 137.0| 129.6| 138.5} 131.1{ 136.4{ 139.3| 139.2| 144.2) 137.5| 135.7
1971 1480 156.0 | 147.8| 1479 140.1
Unemployed 1969 96.4 94.5 90.6 88.2 86.4 84.9 83.5 81.7 80.6 78.6 76.8 75.9
(1 000) 1970 72.4 72,5 72.4 72.1 713 69.9 71.7 70.9 70.6 70.¢4 69.8 70.8
1971 69.9 68.4 67.5 66.8 66.9 67.7 70.2 71.2
Construction : permits for | 1969 | 3365| 3296 | 3542 3870 | 3784 4072 41951 3741 | 4012 3462 3637 3465
residential construction 1970 3397 | 3125| 2620 3346 2497 2507 2655 2876 2963 2776 2899 3121
(1 000) 1971 3351 2170} 2040
Private consumers’ expen- { 1969 144 138 145 142 155 145 144 153 146 154 149 155
diture : department store | 1970 157 155 157 156 160 162 163 155 164 179 165 150
turnover (1963 = 100) 1971
Consumer prices 1969 | 121.44 | 121.96 | 122.62 | 122.95 | 123.32 | 123.65 | 124.10 | 124.28 | 124.64 | 125.14 | 125.70 | 126.20
(1963 = 100) 1970 | 126.73 | 127.12 | 127.85 | 128.33 | 128.35 | 128.40 | 129.07 | 129.84 | 129.30 | 129.53 | 129.91 | 130.12
1971 {130.81 | 131.83 | 132.39 | 133.07 | 133.40 | 133.68 | 134.50 | 135.01 | 135.96
Visible imports 1969 778 738 776 813 83¢ 841 902 812 870 896 831 872
(million u.a.) 1970 843 942 893 1023 862 530 1025 891 981 955 986 | 1025
1971 409 991 1049 1050 962 9941 1042
Visible exports 1969 843 700 737 754 829 840 866 855 910 880 911 879
(miilion u.a.) 1970 881 883 8921 1004 905 1009 999 999 986 938 982 1036
1971 886 8781 1006 862 972 | 1081 992
Balance of trade 1969 | 4+ 85i{~ 38|~ 39|- 69|~ 5| - I|- 87|+ 43|+ 401~ 16|+ 80|+ 7
(million u.a.) 1970 { 4+ 37 (- 89— I{— 20|+ 43+ 79— 26)+ 108+ 4|~ 16— 4|+ 11
1971 |- 221~ 113|— 44— 18714+ 10|+ 87|~ &0
Official gold and foreign | 1969 1808 | 1800 1880 1950 2000 2024 | 2032| 2100 2106{ 2202 2200 2232
exchange reserves 1970 | 2240 2232 2260| 2270 | 2178 | 2196 | 2280 | 2302) 2360 | 2406 2453 | 2250
(milijon u.a.) 1971 2318 | 2326 2310 2370 | 25461 2824 2434
Money supply 1969 73951 7538 7505 Y600 V522| v670) Y489 7534 7482 7566 7533 V585
(million u.a.) 1970 7719 7768 7864 7905 | 7898 V908 7987 7912 7990 8068} 8017} 8229
1971 8474 | 8454} 8413 8489 8626 8713 8 824
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Belgium

NOTES TO GRAPHS AND TABLES

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

Graph 1

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

Graph 2
Labour market: series adjusted for seasonal variations; three-month moving averages; position at end of month.

Graph 3

Wages and consumer prices (not adjusted for seasonal variations): agreed wages for manual workers, all branches,
source: Ministére du Travail et de I’Emploi; consumer prices, source: Ministere des Affaires Economlques.

Graph 4
Bank lending: advances by the banking system, not adjusted for seasonal vatiations; position at end of month,

Graph 5
BLEU exports fob: series adjusted for seasonal variations; three-month moving averages.

Graph 6
BLEU impotts cif: series adjusted for seasonal variations; three-month moving averages.

Graph 7
BLEU balance of trade: difference between seasonally adjusted values of impotts and exports.

Table 1

GNP at market prices.

Industrial production : value added by industry.

Total expotts and impotrts : goods, services and factor income.

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

Table 2

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

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

Table 3

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

Table 4

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

Construction: seasonally adjusted number of residential buildings authorized.

Private consumers’ expenditure: seasonally adjusted value index of department store turnovers.

Consumer prices: not adjusted for seasonal variations.

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

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

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

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

1. Developments in the summer

The expansion of overall demand has continued
in the past few months, even though the
revival of export demand experienced since the
beginning of the year has unmistakably lost
some of its vigour. With deliveries of iron and
steel products to the United States no longer
running at the high level to which they had been
sent by exceptional circumstances, exports have
come under the dampening influence of the
persistently sluggish trend of world demand for
steel.

As regards the trend of domestic demand, in-
vestment activity has hardly slackened, mainly
because the propensity to invest of industrial
enterprises has proved comparatively strong and
because demand in residential construction is
beginning to pick up. Furthermore, public
current expenditure on goods and services
continued to expand rapidly. The slowdown in
the rise of personal incomes had an inhibiting
effect on the growth of ptivate consumers’
expenditure despite a reduction in direct
taxation,

Demand for and supply of goods and services

1968? 19691 19702 ‘ 19713
At
current % change on preceding year
prices
(in Lfrs
’000
million) Volume® Value |Volume® Value |Volume® Value
Exportst 31689 | +130 +220 |+ 1% +13%|— 3% — 5
Gross fixed asset formation 8960 | + 16.0 + 247 | +17% + 30 + 8 4 15
Public current expenditure on goods and ,
services 4625 |+ 21 + 574 11, 12 + 2y +11
Ptivate consumers’ expenditure 23146 |+ 50 + 74|+ 8 +13 |+ 4% + 9
Gross national product 38729 14+ 70 415014 3% 412 |4+ 1 4+ 34
Importst 29901 | + 130 + 181 |+ 8% 21 + 1 + 3

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

2 Estimates.
3 Forecasts.

4 Goods, services and factor income.

& At preceding year’s prices.

Note:

(a) The difference between the figures for demand and those for supply is accounted for by movements in stocks.

(b) The estimates and forecasts are approximations based on certain hypotheses.

on the sole responsibility of the Commission.

They are established and published
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Consequently the tendency for domestic pro-
duction to pick up has slackened distinctly.
Industrial production in June was shown by the
STATEC index still to be 0.5% down on the
corresponding 1970 figure. Pressures on the
labour market have slightly eased.

Prices contined to increase briskly. The rise in
consumer prices, however, slackened somewhat
during the second quarter; in August, the index
was 4.69% higher than a year earlier,

2. Outlook up to the end of 1971

The period up to_the beginning of 1972 is not
very likely to see a basic change in the trend
of export demand. Given the deterioration of
the prospects for exports to the United States,
visible exports will probably not rise above the
level of the fitst half of the year. The improve-
ment in the partner countries’ demand for
steel which the return to normal of stocks of
steel products is expected to bring about is
hardly likely to materialize before the end of
the year,

Domestic demand in money terms may still
expand considerably, mainly owing to persistent
corporate demand for capital goods and to the
incipient pick up of residential construction.
Another point is that thete will be further wage
increases when some major collective agreements
come up for renewal at the beginning of 1972.
Moreover, disposable personal incomes will
continue to rise more rapidly than gross incomes
on account of the adjustment of income tax rates
to the movement of the consumer price index.

All in all the underlying growth of supply in
real terms will probably be very limited in the
next few months, and the pressures on the
labour market may ease further. Domestic
prices will very likely climb less rapidly than
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in the first half of the year, even though the
monetary measures taken since May in a number
of neighbouring countries may entail a rise in
import prices.

Major economic policy measures

June

(1) The guaranteed minimum wage was raised
from Lfrs. 7 547 to Lfrs. 7 656 a month.

(2) The Caisse d’Epargne introduced measures
to promote saving for building purposes.

July

A savings scheme for building purposes was set
up to promote the acquisition of property
through the provision of premiums, grants and,
where appropriate, a redemption guarantee from
the State.

August

Retail prices were fixed for milk and butter.

September

The draft law on the 1972 budget was tabled.
With expenditure planned to rise by 8.6%
under the ordinary budget and fall by 2.1%
under the extraordinary budget, the increase in
total expenditure is estimated at 7.5%.
Infrastructure investment is likely to expand
further as special funds come into play. With
the growth in real gross national product in
terms of value estimated at 5%, the totdl
increase in revenue is expected to be 7.29%;
the budget provides for the grant of various tax
reliefs and the maintenance at 2% of the reduced
VAT rate for essentials. An estimated
Lfrs. 850 million will have to be borrowed,
compared with Lfrs. 900 million in 1971,



ECONOMIC INDICATORS
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Luxembourg

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to the questions in the EEC business survey, carried out in Grand Duchy of Luxembourg by STATEC.

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

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

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

TABLE 1 : Selected monthly indicators

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

Industrial production 1969 | 123.6 |(123.2 |(1256.3 |124.8 |122.7 (1271 (1259 |[127.6 |130.5 |129.6 |133.6 |132.0
(1963 = 100)
1970 | 129.0 | 132.2 |135.8 |133.1 |133.2 |130.7 |128.8 |128.6 |122.,5 |116.0 |121.0 |122.7

1971 | 116.0 | 124.3 | 124.9 |129.6 | 130.0 |127.8

Unfilled vacancies 1969 | 822 735 860 803 812 796 856 721 739 763 803 844
1970 | 850 871 765 850 887 866 886 837 750 740 643 629
1971 | 566 646 477 423

Construction : permits for | 1969 | 16 23 11 20 11 58 26 27 15 35 27 20
residential construction

1970

1971
Consumer prices 1969 | 116.96 | 117.08 | 117.80 | 117.57 | 118.08 | 117.94 | 118.26 | 118.11 | 118.81 | 118.39 | 118.77 | 120.03

(1963 = 100)
1970 | 121.21 | 121.98 | 122.21 | 122.74 | 123.38 | 123.72 | 124.20 | 123.84 | 124.35 | 124.74 | 124.95 | 125.23

1971 | 126.06 | 126.91 | 128.04 | 128.15 | 129.09 | 129.37 | 129.48 | 129.62
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Luxembourg

NOTES TO GRAPHS AND TABLES

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

Graph 1

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

Graph 2

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

Graph 3

Consumer prices; source: STATEC,

Table

Industrial production, excluding construction, food, bevetages and tobacco: adjusted for seasonal variations.
Unfilled vacancies: seasonally adjusted end-of-month figures.

Construction: seasonally adjusted number of residential buildings authorized.

Consumer prices: not adjusted for seasonal variations.
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