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FOREWORD

Under Article 4 of its Decision 74/120/EEC of 18 February 1974 on the attainment
of a high degree of convergence of the economic policies of the Member States

- of the European Economic Community as amended by %ts Decision 75/787/EEC of

-18 December 1975, the Council, acting on a proposal from the Commission and after
consulting Parliament and the Economic and Social Committee, is required, during
the fourth quarter, to adopt an annual report on the economic situation in the
Community and to set the economic policy guidétines to be followed by each Member
State in the following year. Once the report has been adopted by the Council,

the respective governments must bring it to the attention of their national

~parliaments so that it may be taken into account in budget debates.

This year the Commission is also submitting, as background material
to the Annual Report, an AnnuaL.Economic Review which contains a factual anatysis
of economic developments. This latter document is intended for simultaneous
diétribution to the institutions concerned with the Annual Report, and subseguently
for publication on the Commission's responsibility (not in the O0fficial Journal).
The Annual Report adopteéd by the Council on broposaL of the Commission would
thus clearly consist of the policy matters on which it is appropriate for the
Council to deliberate, and would be separated‘from the background material which
is needed, but’is not necessarily, in the Commissjon's view, a matter for Council
decision. This innovation in the prodedures is considered desirable by the Cohmission
because on the one hand it is necessary for the Community's decision-making
mechanisms to operaté as swiftly ‘and economically as possible, while on the other
hand there is an increasing need to provide the institutions and public opinion

with systematic and objective analysis on the Community economy.

.This report was completed on 18th October 1978.
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T.Community objectives

Tné theme of this report is that, while the economic perfqrmance of
the Community is-1in seQeraL respects tmproving,‘the time has come for a stronger
devetopment of the Commun1ty s central economic mechan1sms and procedures.
This is aimed at enabling the Commun1ty to do still better in 1ts economic perform-
ance in the period ahead. The ob3ect1ve is to prov1de a more effect1ve common
.framework in both the economic and .monetary doma1ns for nat:onat efforts to secure
the shared objectives of high employment and L1v1ng standards,and monetary
stability. Put another way round, the ob;ectwve is to reverse through_act1on'at
the Community level the undermining of the effectiveness of pureL} national economic
policy that has resulted from the increased integration Of the eccnomies of Member
States in the European and 1nternat1onat econowy. '

While intent onbbuilding up its economic and monetary system from within,
the Commun1ty is also seeking to strengthen the basis for its COOperatwon with
thwrd countr1es..Thus is 1LLustrated by the positive collaboration that was in
fact achjeved in the summer of 1978 between the Communwty and the other participants
in the Bonn western economic summit;,és also by Community's intention that the
European Monetary System be open for associated participation by non-member states
having pafrticularly close economic links with the Community. Moreover a major
purpose of strengthening the Community's economic and monetary policy system is,throu
achieving a sounder basis for internal growth, to restore conditions favourable
to a rapid growth of an openywortd trading system and, thus also to a chtinuous
evolutidn of economic structures. This adjustment process must aim at an'eff1cﬁent
division of Labour between 1ndustrxaL1sed countries and the fuLLest opportun:ty

for the growth of devetop1ng countries. Thus a strengthened economxc and monetary

policy is aimed at supporting the positive adJustment obJectwves of the Community's
trade and sectoral policies.




The Economic Outlook

The task of adjusting the Community econbmy to the difficult economic
conditions prevailing since the oil crisis in 1973 is{broadty portrayed in the

following data - although, of course, there have been major differences in the

.experiences of individual Member States. The data for 1978 contain an etemgnt

of estimation and forecasting by the Commission, and for 1979 they aretCommission

forecasts on the basis of policies described in this report:

The Community economy 1973-1979

GDP rrise current . .generatl money gnempLoyed
volume in ) account government supply in
growth consumer balance of financial growth Labour
prices ' payments, . deficits, (m2), , force,
' ‘ billions _
% yo E-U.A- % % %
GDP :
1973 5.7 8.3 1.6 -0.9 16.5 2.5
1974 1.7 12.8 -9.2 -1.7 12.8 2.9
1975 o=-1.7 12.8 1.2 -5.2 12.7 4.4
1976 4.9 10.0 -6.3 -3.7 11.1 5.0
1977 2.3 2.1 1.7 -3.2 12.5 5.5
1978 (2.6) (6.9 (8.3) (~4.1) .. (5.7)
1679 (3.1/2> > 8.1/ (=4.172) (5.6

The years immediately after 1973 saw, to some extent, a volatile stop-go in the
Community economy, which has to be avoided in the future. The period ahead is

seen as being one of gradual rather than dramatic economic recovery. The growth

rate is now strengthening, and valuable improvements have been made in price

performance and in the external payments situations. The dispersion of jnflation
rates has been reduced as well as-the average, and the current account payments
situations have become much more balanced (the deficits of France, Italy and the
United Kingdom have been reduced or réversed, and Belgium ‘and The Netherlands
have moved into balance of slight deficit - although the surplus of the Federal
Republic of Germany has not declined). Unemployment appears to have peaked in

the Community as a whole, and progress is beginning to be made in some Member
States for its reduction.




3.

Concerted action

‘= purely national action, in economies with large external trade'sectors,‘wiLL'to a

The stronger economic outlook for 1979, with a pbospect’of real growth

of nearLy 3 1/2 per cent, is partty due to: the concerted action dec1ded by the
(1,

Council on 24 July 1978, in implementation of the conclusions of the European : v
Council of 6—7’JuLy 1978 meeting in Bremen, and of the western econom1c summit
of 16-17 July meeting in Bonn — at which the Community was represented by the »

President of the Council and the President of the Commission.

The meeting at Bremen and Bonn dec1ded on a broad range of pot1c1es
beyond budgetary and monetary policy, and notabty at Bremen on specific measures
to promote employment, to strengthen the COmmun1ty s energy s1tuat1on,'to facilitate
structural change §n industry and the Mediterranean region, to strengthen the open

world trading system and to aid the developing countries. The Bonnn~heeting.reached

~further agreement at the broader international level on Lérgety the.same'policy issues. o

The a1m of concerted act1on in the field of macroeconomic policy at
the COmmun1ty Level is to ach1eve a higher economic performance than would other- -

wise be possible, by making the use of macroeconomic policy instruments more effective.
More precisely, the economic rationale of,concerted'action’is thét:
. 'high degree be dissipated through the Leakage:offdemand'abroad;:thué the muLtipLier

~eifect of stimulatory action‘on the'domestic°economy‘witl be lower thah in a less
open economy; o ' '

.= this makes it less attractive to use possible room for manoeuvre in demand manage-

- ment policy, 'since, for example, the fiscat‘pay—back of budgetary measures is - . @ o0
~diminished in ampL1tude and the necessary conf:dence -of consumers and investors
. weakened;

- this kind of preoccupation has been reinforced by doubts in industrial and fvnanc1a£
‘circles as to whether expans1onary action would have the desired effect on the
real -economy as oppose¢ to an adverse effect on 1nftat10n“and fore1gn‘exchange"'.
market expectations; and by concern in many Member States that the public finances
have grown excessively in relations to the GNP;

the antidote to these problems must, at least in part, be to pool nationa(
initiatives into a;bfoader and coherent Community action, and so to restore

the prospect of favourable multiplier effects, a more rapid fiscal pay-back to

-.f..

(1 0.4. No L 220727, 11.8.1978.
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demand managemenht moves, and create a higher probability of inducing the positive
reaL'responsé from the private economy, rather than an aggravation on monetary
instability. - '

'Beyénd these general principles, however, the present Community

~actijon is more ambitious and concrete in further respects.

]

There is the particular case of Member States whose economies are
in the greatest need of monetary'stabilisation ana development. A deliberate
concerted action by thé remaindér of the Community economy to strengthen demand
improves the setting for domestic stabilisation policies. In all stabilisation
programmes there is the problem of strengthening the monetary and public finances
situation without creating recession. The preparation of such stablisation ‘
programmes alongside a congerted recovery programme for the majority of the
Community increases the chanﬁes of success and diminishes the risks inherent
in stabilisation policy. Ireland and Italy are both cases in.point. This is why,
éé noted aLready‘in the teéms of the concerted action Decision of 24th July,
in the cases of Ireland and Italy the Community strategy includes a priority
in the allocation of its financial resources in favour of investment and

employment in these countries.

“There is also the need to systematise and strengthen for the future
the most positive features of 1978's concerted action experience and to identify
the precjse meané of increasing ifs potential. The coordination process must be
anchored in a more explicit setting of final objectives of economic and financial
policy and monitoring of performance. The setting of final objectives has to
be worked thfough at the technical Llevel more éhoroughLy in terms of the collective
analysis of forecasts and instrumental objectives. The synchronisation of
national budgetary and monetary policy timetables has to be further improved
in some countries. The link at the Community level in the decision-making process
between the technical and pqlitical levels has improved in the course of the
work that Led to the 19?8 concerted action'decision,'and.this progress needs
to be built on for the fufure, Moreover the European Monetary System will itself
(as indicated further below) strengthen the need for progress in the area of

harmonisation of budgetary and monetary policy.

el ae




4. European Monetary System .

-

Monetary stab1t1ty is .a prworwty ob;ect1ve in itself. But it 1s
also the route through which to restore effectiveness to the 1nstruments of
macroeconomic policy. Noth1ng,1s more damaging to the effectivenss of- demandk
management po[icy and groﬁth than to have to try’'to operate on a disturbed

basis of domestic or external monetary instability.

Member States with revaluing and devaluihg currencies;’especiatly
where there héve been overshooting orvexaggerated hovements, have the common
‘experience of reoent years of being unable to obtain full satisfaction from
demand'managementbpolicy in the‘preyaiLing conditions of domestic and/or
external monetary instability. Countries with revatuing currencies'have found
business investors unresponsive to'e*pansionary policy moves where great un-
certainty has surrounded their internationat competitive situation and the
prospectes for demand abroad. Countries with devaLu1ng currencies have experienced
how strongly and quwckty exchange~rate deprec1at10n can aggravate domestic

- inflation and also create a climate of uncertainty and 1nstab1l1ty detr1mentat

‘to the objective of inducing a strong flow of new,jcompetitive>inVestment.

These are the econom1c reasons wh1ch have Led the Commun1ty towards '

estabtwshwng a European Monetary System:

Discussions will befproceeding Gn the Council, the Committee of

 Governors of Central Banks and other~Community‘bodies) on the design of the.
European Manetary System at the time:that this report is before the COmmun1ty
exnst1tutwons. The European Council-intends ‘at its meeting on 4=5 December 1978

.to take decisions on a scheme following the terms of reference adopted by the
European Counch at Bremen on 6~7 July.

It would therefore be premature for thvs report to go- into-any detail on
the European Monetary System, beyond noting ‘the ma1n characteristics of proposats

under discussion, and its implications for general economic poL1cy in the period
ahead.

According to the Annex to the conclusions of the Bremeh European
Council, the European Monetary System would consist of an exchange*rate manage~
ment mechanism at Lleast as strict as the *snake',changes in central rates would
be subject to mutual consent; the European Currency Unit (ECU), having the
same definition as the present European Uhﬁt/of Account; would be at the

--/-;-
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centre of the system; 2 largz volune of reserves

v

—h
~t
o oy
i

ne put at the disposal ¢ system; within two
ts

the existing arrangemen and institutions would be consolidated in a European
Mionetary Fund; the successful functioning of the system will reguire atl
participating countries to pursue policies conducive to greater internal and

externatistabiLity.

Alongside work on the monetary mechanisms the European Council
requested that there be undertaken concurrent studies of the action needed to
te taken to strenghten the economies of the Less prosperous member countries in

the context of the monetary system envisaged.

The economic policy implications of the European Monetary System
envisaged can be indicated in broad terms, zlthough not yet in the precise form

that will become appropriate at a later stage.

. The system will provide a more clear-cut frame of reference for
cdomestic monetary stabilisation policy, although the choice of instruments of
stebilisation policy will no doubt continue to differ as between Member States.
However, the System will in any case need, in spite of the difficulties it involves
& more rigorous coordination of monetary policies in the Community framework, as

well as ¢f budgetary policies. -

~de

The availability of Llarger volumes of credit implies thst there would
be a larger recourse thin the Community to the collective negetiation ©f sconcmic
policy conditions accompanying credits of relatively long maturity.

Tne successful fuactioning of the System will also rﬁquire that the
t Community as a‘whote strikes the rﬁght balance in policies for sfﬂbzt1satwun and
growth, i.e., to zim 2t convergence on a Low rate of dnflation and erunger growth.
Te this end alt Member States must accept cb':sa tions to manage their economic
'poLicies accordingly.

In these respects the functioning of the European Monetary System

ill be strongly linked to the further development of the 'concerted action?

b8

approach to ec0ﬁom1f policy in the Communwty.

Above all, for the system to be credible and durable further progress
will have to be made in reducing the average and the dispersion of inflation rates;
the progress achieved in external paymentsrsitUations 4ill have to ke consoLidated;‘a
steady expansion of real demand and output will have to be maintained, with specia

responsibilities assumed by the most strongly placed Member States.

volea




5. Guidelines for 1979

" The guidelines thét follow carry forward and extend the concerted
act1on becision of 24th July. The present time is therefore a swgn1f1cant ohe
for economic policy not onty because of the preparat1on of the European Monetary

System, but also because it is a period of implementation of the Dec131on of July.

In particular the budgetary measures decided by the FederaL Republic
of Germany of 28th July are now passing through the Llegistature. France has sin;e
implemented a larger budget defiCit in 1978, and the United Kingdom‘s7expansionary
1978/79 budget has now been enacted. Be(gium and The Netherlands;have been adopting
important new budget ppticy,pfogrammes in}which the future growth of public

| expenditure is being constrained more tightly, permitting nonetheless a positive

| short~run policy stimulus to the concerted actvon programme. Luxembourg is
proceeding with its stimulative measures. Denmark, while retaining a moderatety
expansionary policy, has taken stepé to strengthen its public finance s1tuat10n~
énd its stabiLisation policies more broadly. Ireland and Italy are both in the
course of breparing major changes 1in buddetery policy following the 'Green Papers'
of earLier.this year in IEeLand aﬂd=the 'Pandolfi,Ptan' in Italy; both are aimed
at constraining or cutting curkent public expenditures,‘reaLLocating rééburces
to-development oriented investment expenditure, while cutting the public deficiti
as a share of GDP. ) '

Overall this set of policy adjustments amounts to a substantial net
stimulus for the Community economy: The differences in the measures as between
Member States are deliberately aimed at achaevwng a more convergent and stable
structure of balance of payments posvtaons. They also reflect the need to correct
public f1nance trends in a number of countries where the growth of public

v expend1ture has become excess1ve, or 1nbaLanced as between current and investment
expend1ture.

-As regards monetary poiicyrthe preeent strategyvtand withbutvprejudice'*

to changes that may be required by the European Monetary System) js.one in whvch

all Member States pursue specific quant1f1ed obJectxves, be it money suppiy or
"credit norms in -the case of the four larger econ0m1es, and/or the d:scpr1ne of

a- fixed exchange-rate reLat1onsh1p in the case of the other five Member States._

These objectives first of all aim at maintaining or 1mprov1ng monetary stab1l1ty,
however, .at the ‘same time the management ‘of .monetary pot1cy must aLLow and hetp
! the Community economy to return progresswvely towards its potent1aL performance.

.




Strong efforts are still required.in several Member States to bring
trends in costs and prices into a range of performance compatible

with.a durabte functioning of a European Monetary System. The modatities of »
poiicy can and do vary widely between Member States. However, in their Qiffereht
ways, Denmark, France, Ire{ahq,~1taty and the United Kingdom all face a

crucial period ahead in their need to achieve a further reduction in the rate

~of dinflation. | | |

The normal occasion for considering adjustment of the following guidelines

would arise in the framework of the first- exam1nat1on of the economic situation
&P

i1 tne Community in 1979, notably dur1ng the first quarter of that year
That occasion will be of more than usual importance because it is at the turn of

the present year that, on the one hand, economic prospects in the Light ef the
recent concerted action w1tl be cLearer, and, on the other hand, dec1s1ons will have

been taken on the European Monetary System.

', Accordjng to Art1cte 2 of the Council ﬁecision of 18 February 1974.
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'income tax. On 31st AUQUSt 1978 it decided to propose émendments to the

'¢19?9, and ra1sed VAT rates from 18 per .cent to 20 774 per cent on 1st October

spontanecus central government deficit will be reduced in 1979, and thus the

Eali
O

Grouth praspects fcr Benmark in 1979 are St?ll moaerate because

-the exuernat constra1nt on economic pol1cy Leaves onty a narrow maFg?n - ¢
of manoeuvre. The Danish Government has confined itself, within the frame- 7
work of concerted action, to granting some temporary reductions in personal b

system of index-linking for personal 1ncome tax scaies, appt1cab{e from

‘976, .as wQLL as budget savings partly effected through postponement of

certsin public infrastructure projects. These provisions should mean that the

1979 ﬁenerat government deficit will increase by only 1/2 per cent of GDP in
relation to 1978. Domestic costs will for the six months to the end of Febrnary
e subject to severe control; only wage increases provided for under existing ‘}

~age agreements may be passed on 1in price increases. In order that the effects a

O
-t

these measures are felt beyond this perijod, the authorities should ensure
that incomes policy is/strictLy applied, so that the expected results of the
budge tary measures are not endangered and that progress is made towards an

improved internal and external equilibrium pos1t1on,
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After a weak performance in the first quarter, economic’ activity

in the FederaL Republic of Germany has gained mcmentum over the past few months.

It should be further stimulated after 1 January 197% by the measures the Federal
Government ‘has adopted as pént of Community concerted zcticm. In particular, tax
reducticns are planned on Low and medium incomes and additionzl public expenditure
to stimulate investment and strengthen disposable <dncome through increased

family allowances. To reduce the burden on the budget resulting from these

measures, the VAT rate will be increased on 1 July '1979. In accordance with the

Council Decision of 24 July 1978, these measures witl involve a net amount

ot about 1 per cent of GDP; as a result the generaL government deficit wiil

reach about 4 1/2 per cent of GDP.

The measures should contribute in particular to reinforcing private consumption,
and in general improving the short~term situatioh. Thev should perm it annual average
grewth of about 3 1/2 per cent in 1979, compared with 2 3/4 per cent in 1978.

The stimulatory effects of the programme will continue to be felt after 1979,
partwruLarty on business investment. In view of the introduction of a new European
monetary system in 1979, it is of paramount impertance that the German economy
should keep up sustained and balanced growth. In the area of monetary policy,

it woutd be desirable for the Bundesbank to bear in mind the need to support

nolicy for growth and stability when fixing its monetary objective for 1979.
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In France the authorthes hdve iﬁtrodueed a number of measures

’whxch,due notabLy to a faster growth of snvestment; ‘sught to'*esuit
,1n a moderate acceleration of growth in :9?9 Th15 should avoid a furt*er

szgn1f1cant increase 1n unemployment, without handerwng restoration

of balance on current external transactwons - which should be consolidat ed.

hcwevaz, the deceleration of 1nfiat}oa‘w7LL_remaun the prz@rvty<object1ve,

50 3% hotabty'té.cbntribute to the imp{ementation'and the Smaothﬁworking

of the proposed'Eurcpeah monetary'syétem; The’draff Céntbat government
budget, in accordance with the guidét%nes Laid down by the Councitl

in if; Decision of 24th July 1978, maéntains the action inircd?ced in
197?1and reinforéediin 1978 to support national economic expansion,
notably through measures in the field of social transfer payments;

and there are also employment measures aiming at favouring stable empLoy-
ment in sectors with prom1s:ng future prospects. The f1nances of the
large nationaiized f1rms ‘should be further st:engthened The net
borrowing of generaL governments shoutd thus be situated at a level -

of about 2 per cent of gross domestic product, as in 1978. in the o

framework of the fight agaanst inflation the centrat gavernment budget

‘deficit 'should be fwnanced ma1nty by non-monetary means. Monetary pol1cy

should for 1ts part, aim at a small reductwon in the Levet of L1qu1d1ty

~in the economy. Fwnalty, the efforts to avoid an excessxve growth of earnangs
should be maintained and re1nforced. e
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- ~ ~ The prospects for Ireland in 1979 are still favourable, and

the rate of growth of the economy could remain higher than the Community
average. I1f economic policy is to lay the foundation for lasting and balanced
growth in the longer term, it should endeavour to reduce the central
government borrowing requirement. To this end, the projects described in the
'"Green Paper! intended to reduce the net borrowing requirement of central
government in 1979 to 10.5 per cent of GDP, by moderating current expenditureb‘
and reducing subsidies, should be accompanied by increased taxation.

At the same time, economic‘deveLopment and employment could be supported
by a transfer of resources from the Community to finance infrastructure
investment. Incomes policy should try to moderate wage increases so as to
reduce inflationary pressures and thus establish favourable conditions for

participation in the new European mbnetary system. This implies that incomes

~policy should not aim at compensation for the effects of heavier taxation,

but should-also try to avoid too steep an increase‘ih wage drift which was the

case in 1978. Monetary policy management will be facilitated by the expected

reguction in the central government net borrowing requirement. However, to limit

domestic credit expansion and as reflected in recent measures, it is

desirable to control more strictly the expansion of credit to private individuals.




b

“In 1978, Italy made considerabté_progress'tdwards conprotling

inflation, improving the external surplus and preparing for more rapid

‘growth. It is therefore important'that economic policy in 1979 should endeavour’

- to consolidate the successes already achieved, to step up the fight against .

inflation and the effort to stabilize pubtic finances, while ensuring the
transfers of resources requ1red to support econom1c grouth This is the

intention of the 'Pandotf1 PLan’ the translation of which, into appropr1ate
legislative terms, is nod advisabte.-These efforts will be facilitated by
Community action which could help the Italién authorities improve economic ,
structures. As far as budgetary policy is concerned the enLarged public sector:
budget deficit (E.C. definition) in 19?8‘shouLd‘be about 15 1/2 per cent of
gross domestic product. This latter ratio represents a ceiling, it being desirabte
to achievea lowerlevel already 1n 1979. In the course of 1979, the structure of

pubec expend1ture shoutd in any case be improved, through restrwct1ng the growth

of consumption expenditure, compensated in part by an increase in 1nvestment

The ratio should also be reduced 1n the two fottow1ng years. The reduct1on should
be achieved mainly by limiting the increase in current expenditure, in partxcular
through measures to reduce the growth of social transfer'payments>and expenditure
on health. Better management of public-owned companies and companies in which
there is State‘participation could also enable a reduction in State aid. Tighter

budgetary management would facilitate the task of the monetary authorities

. @nd would help stabilise or even reduce the ratio of domestic credit expansion

to gross domestic‘product The creation of monetary base should be strictly ,
controLLed, through the workings of the interest rate ‘mechanism, so as to- avoad S
destab1L131ng capvtaL flows. The success of. this policy will depend to a large

extent on how rigorously the incomes policy is applied, aLongswde the measures. ‘ ’

to promote 1nvestment. In this context, it is essential to control increases

in costs by preventvng any rise in reaL hourly wages.
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Economic growth in The Netherlands in 1979 should gain

momentum, thanks to the favourable effects of cancerted action, and in
particular to vigorous support of domestic demand. If the medium—term
prospects for employment are to brighten, competitivity will have to be
strengthened through further reducing the rate.of inflation, and improve-
ments in the functioning of the labour market. This should stem the loss
of jobs at present arising from high real labour costs, and encourage
investment. The Dutch authorities have therefore stepped up their efforts
to moderate the increase in’wage costs, mainly by limiting the rise in
compu(sory,[evies while reducﬁng at the same time the rate of growth

of public expenditure so as to keep the structural government borrowing
requirement over the next few'years between 4 per cent and S per cent of
national income. Demand support, as part of concerted revival actioh,
will nevertheless have to continue next year; a temporary increase in the
general government borrowing requirement from 5 per cent in 1978 to
nearly 6 per cent in 1979 (provided for in the draft central government
budget for 1979) is therefore consistent with the economic policy
objectives set for the Community as a whole. A certain amount of monetary

financing will inevitably be required to cover so large a budget deficit,

but this is consistent with maintaining the liquidity ratio in the economy °

at its 1978 level.
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. Econohic‘growth could also gain some momentum in BeLgium
‘thanks to the prospect for exports which should deéelop notably in
the framework of the concerted action. The effects of this improvement
onrthe labour market will be reinforced'by specific measures such as

ear(y retirement, training courses for young(peopte and the creation of

temporary posts in the public éeCtor.‘Pursuant'to the Community guidelines,

the general government borrowing'requirement'couLd rise from about 5 per
cent of GDP in 1978 to slightly over 5.5 per cent in 1979. Although
jt 'does not seem advisable to reduce this percentage in the short term,

since such a reduction would have unfavourable consequences on activity,

in the longer term it will probably have to be reduced to estabtish:a more

favourable balance between natjonal resources and collective uses.
With'this in mind, efforts to moderate the growth of current expendifure
should be continued and intensified. Monetary policy shoutd,céntinde

to help contain inflation to a modest rate;'the Eeropean monetary
system, for which preparations are in progress, will probably be a great
help ih achieving these aims. ” |

The Council's budget gu{detines for‘Luxembourg»reCOmmend a

budgetary stimutus'of over .1 per cent'of‘GDP' in its draft budget for

1979, the Luxembourg Government accord1ngLy announced or 1mpLemented a’
number of measures intended to stimulate business 1nvestment and exports.
The draft budget also prov1ded for a rapid 1ncrease in pubLac investment,

and of re1nforcement of the programme of spec1f1c individual measures in

. favour of emptoyment and encourage private consumptwon (seLect1ve

reductions in direct takation, 1mprovement of certa1n social benef1ts)
The borrowing requirement of generaL government wwtt thus probably ,
1ncrease somewhat, whwch however, could be covered by loans and for the

remawnder by recourse to ‘the budgetary reserve conshtuted 1h the years of

. strong economic act1v1ty.

o




‘7ffGovernment to propase,A nkthe context of the concertéd action programme,3°°
a st1mulatave budget for the fiscal year 19?8/79 The planned Level ’

j of the Pubtxc Sector Bovrowwng Requirement (PSBR) ‘was raised to SRER
”1 8 172 b1ll1on poﬁnds (5 1/4 perﬁheﬁt of GDP) just below the Level  ,f ~3”
commun1cated to the Internat1onat Monetary Fund, as conf1rmed in S

: the stand~by cred1t reneual of May 1978. The most urgent ob;ectvve S
‘) of po£1cy must now bé to keep the rate ef inftat1on ‘well below 10 per L

;fcent To th1s end there must be a marked decelerat1on in the rate of
T? growth of earn1ngs uhich, in the year to July 1978, rose a good deal

s

A}VTaster than the Government's gu1delines of 10 per cent. For the f1scat
fl!year 1978/?9 the gr0uth of sterl1ng M3 neeés to be contained within
_the range of 8—12 per»cent. For 1979180 a lower target ‘range for
”monetary grouth shautd be cansidere&' A more expan310nary stance of
fiscal poL1cy shoutd cnly be conswdered 1n the event that the growth

of earn1ngs 1s moderated, domestvc demand 1s subdued and the balance g

of payments 1s strong.;’~“
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PROPOSAL FOR A COUNCIL DECISION
. of 1978

adopting the annual report on the economic situation in the Community

and laying down the economic policy guidelines for 1979
THE COUNCIL OF THE EU?OPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economic Community,
Having regard to Council Decision 74/120/EEC of 18 February 1974 on the
attainment of a high degree of convergence of: the economic policies of
the Member States of the European Economic Community (1), as amended by
Council Decision 75/787/EEC (2), and in particular Article 4 thereof,
Having regard to the proposal from the Commission,

Having regard to the opinion of the European Parliament (3),

'HaVing kegard to theOOpinioh of the Economic and Social Committee (4),

Whereas, in adopting Decision 78/658/EEC (5), the Council approved the
analysis of the economic situation set out in the Commission communication

of 24 July 1978 concerning in particular the preparation of the public budgets
for 1979; whereas, in accordance with that Decision, the Member States shall
pursue economic policies in conformity with the guidelines on the preparation

of the public budgets for 1979, which are specified in the Annex to the said’
Decision, ’ '

HAS ADOPTED THIS DECISION:

Article 1

The Council hereby adopts the annual. report on the economic situation in

the Community as contained in Sections 1 to 4 of the Annex and lays
down the guidelines to be followed by each Member State in its economic
policy for 1979, as contained in Section 5 - of the Annex:

Article 2

This Decision is addressed to the Member States

Done at Brussels, 1978

(1) 0J No L63, 5.3.1974, p. 16.

(2) 0J No L330, 24.12.1975, p. 52.
(3)
(4)

(5) 04 No L220, 11.8.1978, p;"27.
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