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Annual Economic Report 1979-80
Foreword

k The Commission's proposed "Annual Economic Report" for 1979-80
~is submitted to the Community institutions in accordance with the -
Council's 1974 Decision (1) for attainment of a high degree of conver-
gence of economic policies of Member States. The Council is required
in the fourth quarter of each year - on proposal of the Commission
and after consulting Parliament and the Economic¢ and Social Committee =~
‘to adopt an annual report on the economic situation in the Community
and to set economic policy guidelines to be followed by each Member
State. : - ) -

As last year the Commission has also prepared, as a separate
background document to the "Annual Economic Report", an. "Annual Economic -
- Review" which contains -a more detailed factuatl analysis of economic trends
and the outltook for the year ahead. This second document is submitted o
to the Council, Parliament.and Economic and Social Committee for information.
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. Conclusion

(1) Article 4 of Decision 74/120/EEC of 18 Febrhary 1974, amended by
Decision 75/787/EEC of 18 December 1975.
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1. Economic Prospects and Objecfives for 1980 T

This Report is pr1nc1palLy concerned with the pol1c1es required
-~ for the European COmmun1ty to cope - 1n the year ahead with the unfavourable

turn in the~1nternat10ﬂal-econom1c environment.

 Taking into account .the.rise in the price of oil in the past twelve
~.months and the current recession’in the North American economy,as well
as the many unresolved domestic . economic problems in Member States,

expectataons for 1980 have to be relatively modest.

The essenfibl features of the eoonomic forecasts to 1980, as drawn

up by the'Commission are given in Table 1.

“The Community can:aim for a continued moderate GDP volume growth in-
1980 of about 2 1/2 to 3% in the majority of Member States, which, taking -

into account the likely weaker performance of some others, would make-a
Community average of about 2%. This compares u1th an average grouth rate
of a Littte over 3% which was experienced, or is now forecast, for. both .
1978 and 1979. " |

The oil price rise of about 60% in the twelve months to June 1978
means for the Community as a whole an initial deflationary impact of the
- order “of 0.7% of GDP,'mountﬁng perhaps to 1% after a year taking into\accoudt

various secondary effects.

'ﬂThe-sLower GDP groath foreéast for 1980 means thet the growth of
totaL employment being experienced in 1979 is likely to be arrested. With
the continued rise in the population of working age (by 0.5% in 1980), un-
employment s Likely to rise again somewhat in the Community as a whole,
although not in all Member States. The realistic objective for 1980 should
be to maintain a significant momentum of-growth, avoidihg enything‘like the
recession which toe Community experienced in 1974’75,‘which led to a \

doubling of the rate of uhemployment; o

‘The impact on the price Level is very significant,
espetiaLLy when the increase in all energy prices is taken into account:
an increase in consumer prices of 2 to 2 1/2% is the average effect in the

Community, without, however, mekihg any allowance for secondary inflation

‘-I-'
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TABLE 1

The Community economy 1973-80

General

GoP Rise Current Money Unemployed
volume in | account _ government supply in
growth consumer. . balance of financial growth Labour
‘ prices payments . deficits MZ/MS force
'000 million
% . EUA % % %
GDP
1973 6,0 8,4 1,1 -0,7 16,5 2,5
1974 1,6 13,4 -9,5 -1,7 12,8 2,9
1975 ~1,6 12,8 - 0,8- -5,6 - 12,7 4,3
1976 5,0 11,1 -6,2 -3,8 12,5 4,9
1977 2,3 10,5 1,2 -3,3 12,3 5,3
1978 3,1 6,8 14,0 ~4,0 12,7 5,5
1979 (1) 3,1 8,9 -3,3 -4,0 10,9 5,6
"'1980<1>  2 -9 -5 1/4 -3,9 10172 6,2

(1) forecasts of the Commission staff on the basis of présent'or anticipated
policies

N 8 T Ty

iy 2

e b Py g S, B 4 A i U T



User
Rectangle

User
Rectangle

User
Rectangle


effects (through the price-wage spiral) which have toc be limited to the
minimum. The price effects will be working their way through mainly fn
~the second half of 1979. Unavoidably the year-on-year rate of inflation
is. increased in 1979 and 1980 to about 9%, compared to the low point of
just under 7% achieved in 1978. The objective should Limit the temporary
rise in the average inflation rate to no‘mofé than 2% and to reestablish

a decelerating trend in the course of 1980 . The Community-~has-a special
~interest in seeing a rapid reversal of the recent tendency for inflation

rates to begin again to diverge.

The current account of the balance of payments of the Commun1ty

is at present deter1orat1ng, and the outcome for 1979 and 1980 is Llikely
- to be deficits of the order of 3 1/4 to 5 1/4 billion EUA, by comparison
with the substantial surplus of 14 bitlion EUA recorded in 1978. This
movement reflects the influence of both the changing relativeAcycLiéaL
position of the European and United States economies and the increased price
of oil (which increases the'Comenity's oil bill by some 20 billion EUA) .
-The current account of Member States could well continue to deteriorate
until the end of 1979, but a spontaneous recovery should become apparent

1n the course of 1980 as OPEC imports increase and relative cycL1caL trends
- become less divergent. The balance of payments deterioration has for the
~time being to be accepted, subject to the special position of certain
Member.Stétes, and to recognition of the overriding priority to strengthen

_energy policy so as to reduce dependence on imported oil.

The Community is faced with two sets of difficult structurat

-economic_problems. The first is the complex of issued linking productivity

- trends, employment policy and industrial policy. The second concerns energy.
Together the handling of these issues will be quite as fundaméntal to
future performance of the Community economy in terms of price stab1l1ty

and growth as issues of short- term economic strategy.

i

A number of factors suggest that past long-run productivity trends,

for example the 4.3% annual average experienced in the Community in 1960—73,
Wwill not be restored in the foreseeable future. While on balance average
productivity growth is Llikely to be lower, the contribu:ing factors are not

hetpfuL to employment. The quantity of work available is in no way fixed
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and 1ncreas1ng product1v1ty is’ requ1red to dampen the rise of costs and
1nflat1on, and to -make for a favourabte comb1nat1on of growth, employment-

and monetary stab1t1ty.

In industry thére is the need for oontinuing adaptation to new

patterns of demand and new manufactur1ng technotog1es Progress in manufacturing -

1ndustry has to come wtth exposure to compet1t10n, and prof1tab1t1ty to 4
assure investment research and- deveLopment Intervent1on in favour of sectors
with declining demand must be limited to helping assure an orderty and

«sociaLLy acoeptabte restructuring and reduction of capacity.

“while the trend in the number of persons d1rectLy empLoyed in manufact-
uring is unL1keLy in.most countr1es (though there should be except1ons) to ‘
absorb much ‘of the present unempLoyment, a compet1t1ve manufacturing sector
is both fundamental to the Community's prosper1ty and econom1c strength,
and to the prospects more broadly for employment growth, for exampLe through
its impact on related serv1Ce sectors. Moreover certa1n growth sectors
should see a marked 1ncrease in empLoyment, notably in energy-retated

1ndustr1es.

In the tertiary sector there is much greater scope for employment

growth, as w1tnessed by trends everywhere (including the United States
where trends have gone further than in Europe), and by the: cont1nuzng growth
in Latent demand and~suppLy. Growth is persistently sterong for heaLth
education; travel, Le1sure and soc1aL services, atthough there “is also

‘

1ncreas1ng concern over the quaL1ty of public services. . -

Greater indigenous energy product1on and conservatwon is now a vital
macroeconom1c obJect1ve, without which the prospects for non- inflationary
_growth are poor 1ndeed..For the short-run and medium-term 01L ceilings have
‘been set by the Community (500 million tons for consumption in 1979, and
472 million tons of’importsgin{1985); The evidence'suggests that,these’object-
ives can be achieved by'breaking the past association between the growth
of domestic product and oil use, aLthough the feas1bLe extent of this change

in trend is stitl the subJect of cons1derabte uncerta1nty.

‘ To achieve a moderate growth ‘rate in Community GDP in 1980, and to
respond also to these issues of structurat deveLopment there is a vital

role to be played by househotd savwngs and pr1vate 1nvestment including

stockbuilding. While these variables are d1ff1cuLt to predict at all exactty,

they should be expected to behave according to a number .of ‘basic principles.

Sl
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Iﬂ;198ﬂvsooe decline in the househotd Savingsjfatio would be
-dasira§¥e; ‘s¢ 25 1O helposustgin reat deménd'uithout increasing. costs and
| thencespricési For this. toobe prooeble, 1nflat1on expectations need very
. seonto be calmed doun, an¢ this regquires confidence in the objectives

of ecomomic policy.

anestmént, incluging stackbuilding, is typically the ﬁost volatile'
‘component of the business: rycle: n 1975 1nvestment fell 5% in volume terms .
i the Community as a whole, white the running down of stocks alone
%Econtr1buted.zx to the decline of GDP. The,1nd1cators,at present are not -

. unfavouraoie. Investment activity has been stredgthening‘in‘1979; and
forecasts'and surveys suggest continued. buoyancy in 1580 {n the Community
as a uhote. As regards stocks, business surveys show that their Level has'
'contwnued to degline througnout the past 18 months, uh1ch<means thét there
would seem to be a Low probab1l1ty of a runn}ng down of stocks, assumihg
that other economiC'béhavioﬁr remains sound. Both investment and stock- /
buatdvng, however, -are:highly sen51t1ve to the f1nanc1al condition of the
enterpr1se sector -~ both as regards. prof1tab1l1ty and’ ava1lab1t1ty of
credit. These factors in turn are going to depend greatly on whether
_households in the néxt year accept. — through the development of their -
nominal incomes - the tefms of trade Loss imposedlby the oil price

rise; or whether tﬁey seek to shift this loss to the enterprise sector

or to goyernmentﬂs finances through compensatory wage claims. - ¢

2. Principles for Policy at the Community Level

| - .
It is the particulac role of the Community to identify the -common .-

problems that cannot be solved adeguately at the national level, and to

work out the concerted response that tan giVe the better result.

The COmmunity‘has embarked upon a new venture in the European

- Monetary System, which has helped provide over the last half-year asmucﬁ needed

stability in intra-Community exchange-rates, as well as in,Septemberxah

efficient procedure for a limited adjustment to central parities. The

Y
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: exchange rate stability’ prov1ded by the system needs to be extended beyond

the currentty part1c1pat1ng countr1es -for example by developing a concerted

‘poL1cy aLong with- the United States towards the dotlar.

i

. In the period ahead in which the balance of payments effects of

‘the new oil price rise have to be'absorbeq the credit mechanisms of the
Community, . as augmented with the European Monetary System,- provide the

means of assuring solidarity between Member States. o %

Without pretending that'a[Legiance to a system of exChange-rate
stab1L1ty, 1tseLf subject to.-all the tens1ons that d1vergence in econom1c
‘performance can create, ‘is an adequate solution to the Community's economic
4pol1c1es, the European Monetary System prov1des a;framework for the construct-
ion of a set of!short- and medium;term ooltcies, which while inevitabty m
'vmodulated to the particutar,circumstances prevaﬁ[ing,in each/Member State,

present together a coordinated approach to tacktjng these problems.

In the present situation a concerted response is called for

according to which Member States should move together through two successive

- phases of policy. The first and immediate need, given that the oil price
rise be fully communicated to,the'consumer; is to prevent a'secondary'increase
in the rate of inflatfon; This- means-thatAinfthe period from now to ‘about
‘mid=1980 the evolution and the distribution of 1ncomes has to be adjusted
~either through Lower real income claims or '

through a temporary ‘adjustment to the. full working\of'indeXation mechanisms
(the.details of course would vary here by country) This done, the European
»-Monetary System will serve to. re1nforce the defences against monetary

dlvergences.

Thus shoutd be recreated a certain‘room for manceuvre for a second
phase of poticy,\tontrol over monetary aggregates-should be kept steadily
to present strict poLicies,ybut it may become possible and desirable, as
inflation expectations are abated, to‘m0ve ﬁn;the.course of 1980 to more
',supportTVe budgetary policy, if'aLso'investment and consumption were weaker. .
'than expected. The poL1cy-m1x couLd also in such an eventuality, or to
_some extent aLternat1veLy, 1nclude a de- escaLat1on of interest rates.
-The 3udgements on. these issues, and the poss1bLe poticy ad;ustments to follow,

would require a strongly concerted articulation.
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A furthér immed{ate, and .unconditional requirement is the
strengthening of energy policy in the Community. The 1985 oil import
. ceilings agreed,{nnduné at Strashourg have in Séptémber beenﬁspecified‘~\4
~cin more detail; Prégress is now required to ﬁmplement these,dbjGCtiVes i =
by, setting into motion the profound structural!dévetopments in the ..
vproduction and saving ofvenergy by governments, enterprises and househofdé.f
" The price mechanism-must be put powerfully to work.at the Level of-energy -
psers, while Governments should takesthe- Lead w1th investment programmes -

and incentives to the private sector.

- At the Community :level there are-a number--6f further po[icyqr

‘-iﬂstrumgntsravaitabye. In particular the Community's instruments of

, ?$tructural>policy are growing with increasing budgetary intervention
through the Social Fund , EAGGF tGuidance Section),'and‘Regiona[~Fund
‘ and'iﬁ the domains of 1hdustry and energy, as also with incréasing
Loan f1nanc1ng for investment. through- .the European Investment Bank
and the Commission's .Euratom, ECSC and new investment f1nanc1ng facitities:
These various financing activities are entirely directed towards the
v.priorifyxrequirements‘ofﬁthe‘eténomic‘sifuafion: emprymént,'industriali"

and infrastructural investment énd,energy developments. b
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3. Main Lines of Policy

.

Monetary policy nas an important counter=inflationary role to play.

For 1979 it seems likely that monetary policy will succeed in bringing
down the rate of growth of monetary expanéion to about 11 1/2% on average
“in the Community, which is about the same as the rate of growth of nominat

gross domestic product. This reflects a more restrictive general stance

of policy by compar1son w1th 1978 when,in the interests of helping rest1mu;are.

growth, money supply was permitted to grow about 13/ - nearly 2% faster

than nominal gross domestic product.

The target rates of monetary éxpansidn for 1980 should be kept
either lower, or at the most not higher than those set for 1979. Except
for certain cases where a continuing trend decrease in the velocity of
c1rcuLat1on is to be expected, the rate of monetary expansion should be
aimed at slightly less than that of nominal gross domestic product,so as
to signal, and indeed to work towards a deceLération trend in the rate of
inflation in the course of 1980. For the Community as a whole money supply
might (on the basis of Commission estimatés, assuming continuation of
existing policies) be constrained to a growth of 10 1/2% - slightly below
that projected for nominal gross domestic product (11 1/4%).

Nominal interest rates may have to remain high by historical stand~
ards to permit a sufficient non-monetary financing of public deficits.
‘When inflation is seen to be on a decelerating trend again, -it would be
desirable to Lower interest rates so as to stimulate jnvestment and ease
the debt service burden on the pubL1c finances.: An eventual de-escalation
of interest rates would be, typically, the task of concerted policy moves
across the Community; the need for improved coordination in this field

 has been heightened by the operations of the European Monetary System.

ll/ll

g i
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Budgetary pbticy~was éxpansionary in both 1978 . and 1979, the’financjat

o deficit of general government - in the Community ag a. whole having risen

.- successively from 3.3% of GDR in 1977 to 4.0% in 1978 and in 1979.
‘It is now desirable to move into a phase of falling public deficits relative
“t0 GDP, so as to help allow the shift of savings in ﬁrivate investment, and
to reduce the public financeﬁ' contribution to monetary expansion. But

the extent of these reductions should be varied by country according to
several ¢riteria: the Strength‘cr weakness of economic activity, the

size to-which public deficits have grown over  recent years, :the extent..

~to which inflétionary expectations remain live, consistency with monetaryz
poLicy»objeCtiVes and the urgency of the need to.shift resource utilisation
-f}om‘public~to private sectors for reasons of balance of payments coﬁstraints
-~ or to strengthen the directly productive base of the-econOmy.~Thé mix of
“these criteria lead to a range of desirable outcomés, between reductions

ih the government deficit as a share of GDP in some cases (for example

Germany, ‘Iretand, Italy, the Netherlands, the United Kingdom), to their

““.approximate stability in some others. For the Community as .a whole the financial .

deficit of general government is likely to decline from 4.0% of GDP: in 1979 .
to 3.9% in 1980; the borrowing hquirement of central governments. would in
generai"mGVe in a similar direction (although the Community average is -
expected to rehain stable in terms of GDP sharenbecause‘of some exceptional

financial transactions).

This evolution is appropriate on the basis of the uhdertying macro-
economic objectlves and forecasts. However, budgetary policy has to'retain
its automat1c contracyclical function, which means that if the rate of growth
- of economic activity were faster than forecast, the public deficits should
reduce by a greater margin, and if economic activity should be weaker, public
deficits would turn out to be greater. It would not be appropriate as of
now, as a response to the effects of the oil price rise, to return to a phase
of generéL, unconditional reflation through budgetary policy, because of the
constraints a(feady mentioned. However, there are conaitioqs in which a more
active budgetary policy could become appropriate in 1980, notably in circum-
stances where this coutd hetp'estabtish firmer and less inflationary growth
(see further below in relation to income bargaining), and where this was

consistent with the objectives of monetary policy.

Y
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Income bargainingrbehaviour QiLL in theeyear'ahead carry a major

‘ responsibility‘fOr determininglwhether the present economic difficulties
can be absorbed without damaging the prospects‘for‘continuing economic
_progress. Over'the last e%ghteen months;,the evolution of wage incomes has
on average in the Community, though there’are exceptioné, helped the
deceLeration of inflation recorded in 1978 and has since then in most
countriesiahofded aggraVating the ecceLeration of infLation-(which\was

due in suhstantiat measure to a deterioration in the terms of trade thus
not warranting compensatory wage’ctaims). The nominal growth of hourly
‘weges in the Community as a whole Evolved as follows: 12%vin 1977, 11% in

1978 and 10% in the second guarter of 1979 over one year earlier.

Seen in a med1um-term perspect1ve, however, there is st1LL a
way to g0 before the relative shares of wage and salaried income on the
one hand and that of the enterpr1se sector on the other, are restored to
Levels that‘may be considered-normal. for the st1muLat1on of productive and
employment creat1ng investment. In the f1rst ‘instance the soc1aL partners
have to agree'- in .each country in its part1cuLar sett1ng as regards the
nature of wage contracts: and negot1at1ng pract1ses - to Limit to the m1n1mum
the repercusswon of energy price rises nnto 1ncomes. In countries with
 fixed wage contracts, th1s means. not seek1ng to renegot1ate them before
the1r normal expiry. In countr1es with comprehens1ve and rap1d—act1ng wage
indexation mechan1sms it is necessary e1ther to withhold payment of some
part of future 1ndexat1on adjustments. SO as not Lo pass on the recent
energy. pr1ce rwses, or alternatively, to make equnvaLent reductions in
claims for real purchasing power increases. These pr1nc1pLes are being
respected 1n,some~Member States, but problems remain 1n,other countries
with‘wage‘indexation practises; These differences are dangerous, since
theyirisknteedinghto a renewed divergence inbreLative inflation trends

between Member States.

N

In the period ahead real wage»increases should be near to zero in
the Community on average: maintenance of purchasing power but hardly more.
~ As between Member States there will be a range of.justifiable outcomes
around this average, depending upon recent prbductivity performance, the:
financial- pos1t1on of the enterpr1se sector ‘and on the degree of price

etab1L1ty actuaLLy established. » 4 -
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gotherW1se be the case. Fatlure to adjust im this: way to ‘the

1.~

Behavvour atong these lines. walt permit a more cont1nuous

;advance Jn. regl economic growth and better employment prospects ‘than: uoutd

P

ﬂenergy price shock. would-on- past exper1ence Lead to-a much more d1sagreeable x

result. .

The general eémployment strategy has to count™on employment growth’

...in-services of the widest:range, while stillaiming at high productivity .

... employment mawntenance measures) has 1ncreased from an estimated 1 o4 4,
~miltiion ‘person 1n 1976 to 2.1 million in 1977 and further in 1978 for the

'performenpe in manufacturing industry. The role of government must be to
favour-those trends through its-labour market, industrial and regional

.policies, although there ere“censtraintS”(notabty budgetary) on-the extent to-

which governments.should directly 1ntervene in Llabour markets. In the past

. three years the scale of direct employment measures by governments hasf‘

conS1derabLy 1ncreased The number of persons benefvtt1ng from four ma1n

- categories of manpower pol1cy intervention Cemployment creation subs1d1ee, o

work experience. programmes, public sector job creat1on programmes, and’

“'Communwty as a uhote. These measures are of s1gn1f1cant size-in- reLat1on

to the number of reg1stered unemployment.

o With the persistence of -high unemployment in almost all the member
countr1es and the prospect of an acceleration in the growth of the labour

supply in the next five to ten years, proposals to step.up cuts in working

hours or to extend uork-sherwng,have become a majar topic in di'scussions

on labour market policy. There is no way of saying with certainty how great

. .the short- and longer~term employment effect of cuts 5nqworking hours would

be. Cuts in working hours are not avquick-aoting panacea, nor can they be a -

substitute for general grouthvand‘adjustment policies. One shoutd;envﬁeage~**
- without, however, aggrevating the costs of enferprises - some strength-
'ening of the long-term trend. in the reductionrof annual working hours

(the working week or holidays), alongside other forms of work-shering
(schemes for earlier and fteiibte retirement, pert-time working, reduced
over~time) and the development of a wider array of -vocational training

and further tra1n1ng schedute.
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4. Policy in the Member States

In Denmark the"risk eXists of a further‘significant worsening“in the\
11n the terms of trade. Desp1te the recent adJustment of the krrne in the
European Monetary System, economic growth will remain subjected .0 a pressing
external. constraint. In ‘these c1rcumstances, off1c1aL action wi L need to aim
nr1mar1ty at ensuring a Last1ng moderat1on in costs, particularty in order to-
obtain an 1mprovement in the baLance of payments. This means thut the growth

3n 1ncomes an 1980 shouLd be cons1derabty Lower than in precedlng years im-

pLy1ng a smalLer rise than now expected w1th1n the framework of existing agreements.

" Even after the increase ‘in 1nd1rect taxat1on and the reduction 1n public expend1ture

dec1ded last June, the generaL government borrow1ng requ1rement could rise from 1ts

levet of 1% of GDP in 1979 to 2% of forecasted GDP in 1980. It could become

r.necessary to reduce th1s deficit unLess thz rise in mcomec is lowered substant1aLLy.

_To prov1de room for f1nanC1ng the 1ncreased balance of payments deficit and main-

ta1n1ng the kronés position on- foreign exchange markets, monetary poL1cy will have

to continue to be aimed at keepwng 1nterest rates h1gh and maintaining str1ct con=

\

‘trols on lending. = - S S ~ o A
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In the Federal Republ ic of Germany, the E@vérnwent’s stiauiatsryf

progfa@nes that were adopted maxnly in 1978 have set ‘in motion a vxgorsus

'ecuncm1£ upsutng ‘which, to an. 1ncreas1ng degree, is beimg uﬂderpwnned by

the Endﬂgencus expans1onary forces in the economy, notably: Investment

The deveiopment of eupioyment has shoun a more favourable trend than was

expected at the begxnn1ng of the year. These resu{ts can be partly attrabuted

to de{1dedly moderate wage settlements Hh1le the przce cizmate has
deteraorated this is targely due to the rise in’ the price of ozl and to
the increase in value—added tax which tock effect on 1st July 1979 (the
Latter ?ntended as a medium—term change” in tax structure) The iead1ng
economic indicators sugges{‘that, despite a slow down in:the.caurse

of the year, the favourable economic situation will continue into 1980.
This means that some reduction in the fananc131 deficit: of the public -
authorities as a whole from the level of 31 6bP foreseen for 1979, can:
be envisaged next year. Nonetheless, the risk of a marked weakening of
economic activity remains; Aside from uncertainties on the exportTSide,

internal demand, in particular private conSumptioniCQuid siow down

's1gn1f1cantiy. If this uere dist1nctly more proncunced than at present

expected the government could bring forward certain reductaons of persanal

income tax, at present planned for the begann1ng of 1981. In the field of

'monetary and credit policy, the Bundesbank has s1gn3f1cantiy reined back.

the growth of the ‘money supply in 19?9 As a result, the growth rate

of the central bank money stock is at present consistent with the target

set by the Bundesbank at the end of last year. in the coming year too,

the target for the growth of the money supply should be such that the scdpe ,

for domestic price ancreases‘1s kept within narrow iamwts._Such‘a policy

‘stance should make it easier for the social partners to‘cnﬁtiude’muderate
wage seftiements, an indispensable ccndétipn for balanced grouth ovef:

the next year.
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_In France, economic policy remains oriented towards structural
]reform;‘The higher contributions introduced in‘order\to out,sociaL
security on a sounder footing haye been combined with rather striet
central government'budget management. At the Sane time, theé underpinning
of economic activity, for the end of 1979 and the beginning of 1980, has
been assured by measures- to boost investment and to heLp Low-income

groups. This overall stance should be prolonged into 1980 in order to

‘;permit growth to continue ‘at an adequate level and so that external

“trade can be kept close to equ1tibrium (despite theodeterioration in the
terms of trade observed in 1979 and expected for 1980); the State budget
‘on an execution basis should be such that} in 1980, the net borrowing
requirement is kept w1th1n the= 1979 Limits, that is.1,7 % of GDP,;thus”
leading to a stabilisation of the net borrow1ng requirement of public
administrations. With a combination of a moderation of economic growth:

‘ and continuing increasesfin productivity, the increase in employment will
slow down‘in 1980. Moreover;”due to the‘sharp increase;in the number of
“persons entering the labour market for the first time, and in spite of the
‘recent measures in favour of young people, a further increase in unempLoy-
ment is to be expected. This increase.creates the risk of a rise in the
savings ratio which couLd.impLy a marked slowdown in-the evolution of real
private consumbtion. Similarly, the rise in interest rates, necessifated '
by exchange.rate objectives, could if they’Continue put a brake on the

- propensity to invest, which is‘aLready\ouite sluggish. In this hypothesis,
there would be a case for reinforcing'the arrangements, instituted at the
_end of August 1979, -to support economiC'activity, even if this led to
‘growth in the budget deficit. In other respeéts;:in order to reduce infla-
tionary pressures, it would be‘advieabke; not'onty to pursue a policy of
'moderation~onfnohinat incomes but also to restore free competition in

all branches of the economy, incLuding in particular the services sector.
. Restructuring of the economy will also have to be sooght tnrough a
Limitation in the subsidies granted to the nationalised companies. The

. overall aim of monetary policy wiLL'continue to be the stability of the
franc, To this end, the present Letet-of tiquidity of the economy-should

be -held steady or even reduced, ~
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In-IréLand,,grdwth"kiLt reméinumoqerate.in'&ﬁﬁﬂﬁcuing';Ofa‘siawer>expansion»'
yof’démestie,demand~and desaite~an:ant§cipated impﬂayement in the,performancelof'w-ﬂ‘
*agricu%iuhat‘experts;. The initﬁak:impa;t~of dearer imported raw matemials; is’
Liable to beiamplifiedrby the;automatﬁc,effect Qf.uage ihdexatioh‘wh?ch_witi
- have unfavourable consequences“on;jobecreation and lead to a,détérioratiOn in,uq--
~.-employment, givenythe rapid rise sim. the Ltabour force. In addition,/the,worSEnihg
of‘thé—ba{ahee'of paymedxs deficit will prove to be a major constraint-on econamic.
policy. Thus.budgetary policy should manage.domést{c demahd'strictty*andﬁéhqutd @ T
x . be geared ioua@ﬁs a substantiatﬂredUCtion in ‘the netaborrowingfrequirement:nigf»‘w
1-cehtratwgovernment'asré pgrcentage‘of‘GNP,viﬁ,kEeping with the aim, setﬂﬁn'19?8,‘:
. - of. bringing this to 8 per cent in.1980. 1In addition, increases 4n-incomes should
not aim to‘compensaﬁe for»the deterioration in the terms of trade. In this res- -«
‘4pect;wif would be'desirabte for the social paftners té ccnsideria_change in the
: %indexafian clause. If this change:is.not made, the dlevel of settlements following
the termination of the current provisions should be influenced by the fact that an
: inapéfq@rﬁate,cbmpensation forwthé-detérioratioh in the tgrms'of(tradeuuitt have
- giread&fbeen made. - In order to-help the balance of payments and support reserves,:
- monetary policy will have touremainatight;based«in.particular'on theema?ntgnance.‘t~‘

-of a strict ceiling on domestic . credit.

~
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, In Italy, in spite of the continued growth of the economy in 1979, the
current account recorded another substantial surplus. However, there has been

a disturbing acceleration in the rate-of inflation which is in danger of. receivin:
an additional boost from the interaction d% the rise in oil prices and the wage-
indexation system. Still greater efforts would therefore seem ') be neéessary to
combat inflation whilst at the same time.achieving the tran.fe of resources
necessary to support economic growth.. In the public finan:e “4, the guide-
lines of the economic pLan‘for the three-year period 19?9-1'7?, -"ich was pre-
sented last January and which hés not yet been translated i- -  :actical measures,
still appear to be appropriate for attaining these objectiv~s. in this connection,
steps should be taken to ensure that the deficit of the enl: -7 1 public sector (1),
expressed as a percentage of gross domestic product, does nct ««ceed 14 % in

1980, which implies a slight reduction as compared with 197° (14,6 %).‘within
'this broad framework; the share of current expenditure shou ' ‘e cut back, whilst
the implementation of government investment projects should bes accelerated as

-far as poésibte. To meet both these requirements, it would -een necessary to
complete the reform of the pensions system, to curb the growth of spending on
health care and to‘speéd up the administrative procedures or which the imple-
mentation of incréased jnvestment largely depends. In the monetary field, the
‘abundant liquidity which has formed in the economy must be gradually reabsorbed.
To achijeve this aim, the grdwth in total lending should be moderated énd the
policy of consolidating the nationaL,debt should be continued. In view of the
sharp rise in prices and, to a lesser extent, the fall in the surplus on current
“account, interest rates,shouLd be kept at a sufficientty.high level. These policy
guidelines include certain elements Llikely to sLowidown the rate of economic
growth. It would therefore seem to be necessary, in line with the three-year

plan, to encourage the propensity to invest whilst limiting the growth of

~hourly wage-rates to that needed to cover the simultaneous increase in prices.
With this aim in mind it would be useful to slow down the rate at which the sLiding
scale-adjusts wages and salaries to prices, and instead - 1in order to ensuie

that the purchasing power of wage and saLary earners is maintained - to grant

reductions in taxation.

(1)According to the community definition, this deficit covers, in additi.on to

the borrowing requirement of general government, also that of ENEL {electricity
supply monopoly) and those of the independent public trading bodies and also
local authority enterprises. However it excludes transfers to special credit
institutions, repayment of commercial debts incurred in the past and changes

in bank deposits.
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- Im the Netherlands, ecomomic activity has been fairly buoyant in
197%; simce mid-1978 unemploymént has ltevelled aff-at around 4 /2 %
~ of the civilian. labour force and consumer price.inflation has remained
retatively low. With export‘growth~exaected to slacken, the expansion
in Dutch economic activity is Likelty to slow down slightly in 1980.
Given the rapid increase in the volume of exports in 1979 and the
- foreseeable rise in the export price of natural gas, the trend of the
‘balance of payments on current account Looks more favourable and the
recovery is probably set to continue. Consequently, economic policy
makeré‘ room for manoeuvre in the short-tefm is slighttly greater than
forecast. In the framework of the central government draft budget for--
1980 the authorities have therefore taken a series of new measures /
(strengthening of employment, energy saving, stimulation of innovation
and structural change) which - taking account of a certain number of
fiscal measures - will increase the budget deficit by some 1135 mio.
guilders (0,3 % of GDP). It is nevertheless still necessary to pfess'ahead
wifh effort to restrain the medium-term growth of public expenditure - the only
way to Limit the increase in the tax-burden on the economically active ™
section of the population and to secure a lasting improvement in the out-
Look for employment. With respect to central government borrowing require-
ment -in 1980 the target should be not to exeed 3.7 X of GDOP (4.1 £ of
national income; this should make it possible to kgepfthe borrowing
- requirement on a cash basis for general governmeﬁt unchanged. at 4.7 X% of
. GDP (5.2 % of hational income). The main risk is an acceleration of
~4nflation which could endanger the achievements realised recently in the
field of competitiveness. It is in thisicontext‘important to avoid that
~the inerease in energy prices provoke an additional increase  in nominat

incomes.
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/ In Belgium, the recovery of economic activity which begén

in 1978 acceLeEated.ndfabtylin 1979. Despitefthe,efféct of the measures .
to assist empLoyment'(tréining cerses for- young peopLe; early retire-
-ment, etc.)‘unémptoymentiwént on ﬁiéing, but onLy'fbr women. -
The increase in_consumef prices haé gafhered momentum.vThe current'gccount
deficit seemed again to be widening despite réLatjveLy'buoyant éxpoff
pebformance: Growth wiL[,probab[y»sLacken to some extent in 1580, primarily .
as a result of the sLowdo@n in the expénsion of export markets..THis means
that the,emptoyment'situation might well remain precarioug; Furthermore,
"SOme acceleration in consumer priceé seems likely. The most wofryfng
problem for econohic,pbtiqy is still the public finance situétibn.'ln the
short term, the burden of édjustmeht has Seen borhe by monetary poLicy, but
a -reduction in the budget deficit is the only way to bring about a lasting
reduction of the strains on»theffinanciat markef whiLebstemming the fide’
of inflation. In order to aﬁéid an appreciab(e increase in the pressure
“iof taxation and bara-fiscaL charges;,é steppinhg up of the efforts made in -
‘r;cent;years to reduce the growth of central government expenditure is

a priof{ty taSkiand sHouLd be‘ektended t0~govér-atso other public
édministrations, notabty soéiaL security; Without such an extension of
'austerity measures a further rise in the borrowing requirement of geheral
-govefnment will be unavoidable, whereas a reduction of the boFrowing
‘requirement of central government to 7.1 % of GDP at most should be
aimedrat for 1980. With résbeét to incomes it is important to allow for
the fact that the terms of trade deterioration Limits severely the scope

- for grahting real increases (apart from indexation).

i
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In Luxe&bourg, tée economy has been fairly buoyant and unemployment
. has«shown some teﬁdency to fall. The leveL‘of tax reVenuewhas turned out

to be d1st1nctty higher than expected a year ago mainly owing to the
perS1stent buoyancy of the tertiary sector. In 1979, the general government
account wiltl therefore close with net lending of the-order of 1.7 % of
GDP‘and should rehéin in sprplus in 1980. Evenvalpowing for some slow— . .
~dohn~in‘the growth of economic,activity;'it should-ndt decline below .1 % of
GDP. To this. end, the lending-of central government should not be reduted

by more than 0. 5 % of GDP from 1979 to 1980.
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In the United K1ngdom econom1c act1v1ty has been somewhat

unbaLanced in 1979 The strong growth of domest1c demand was Largety
" met from 1mports SO that ‘the current account of the batance of payments
moved into substantial def1c1t, 1n‘sp1te of North Sea oil production
aporoaching'seLf—sufficiéncy levels, Stert1ng rema1ned strong however,
as a resutt of the’ 1nternat1onat _energy s1tuat1on coupLed with tight
‘monetary policies in the U.K.. This hetped to dampen pr1ce inflation but
caused a further deter1orat1on in the UK s compet1t1ve p051t1on. The new
‘Government identified the main weaknesses of the British- economy as be1ng
‘;supply-related and is attack1ng these structural probLems by reduc1ng
publlc sector 1ntervent1on, by improving incentives to the private sector in
‘part1cutar by a sharp change from direct to 1nd1rect taxation, while main-
“taining firm monetary policies. Exchange controls have also been substantially
" relaxed. Tak1ng 1nto account the short—term deflat1onary effects of the
new monetary and budgetary poL1c1es, domest1c demand is expected to weaken
in 1980 and the def1c1t on. the current account of the baLance of payments
" should be much reduced. On present pol1c1es, the public sector borrow1ng
requ1rement, as a percentage of GDP. shouLd not exceed in 1980—81 the figure of -
4 1/2 %, as is now foreseen for 1979/80. Should earn1ngs rise excess1veLy,
tak1ng into account moreover the L1keLy fall in ottput and productivity '
in 1980, the consequences could be very ser1ous for 1nternat1onaL competi~
“tiveness and particularly, for empLoyment prospects. The Government should,
however, not accommodate such developments by adjusting the target rate
for the growth of money supply. EstabL1shment of a stabLe Low rate of price
1nftat1on and 1mproved cond1twons of resource allocation have to be over-

riding objectives.
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5. Conclusion.

Eccnom1c prospects for 1980 have been made ‘more daff1cult because
of the oil price rise and rec9351onary trends elsewhere in the industriaglise«
;.worid. However; the situation of the European’ Community has somepfavourabte-
-features:\a business upsuing has beeh achieved in 19?9,,together with '
~improved exchangé-rate‘stability‘in,the EuropeanﬁMonetary System, and -

‘relatively sound balance ofapayments situations in most MembervStates.

. The new adverse -factors present -the Community. u}th three ma]or=(

_\9roblems. ‘the inflation-growth combination will be worse  for some 'time
4aheaﬁ, there is a danger of a renewed divergence of prace perfarmance

- betuween Hember States, and there much to be done..for: the energy: potacy’

‘-response 40 be adequate in the. carcumstances.
- The following three-pronged Commynity policy respohse is required: -

(i) + - . in.a tjrsfﬂphase'ofqpoiicy incomes have to be.constraibed such
-z  that consumers absord the'incréased—cost’Cf energy and §?£0ndaryv
+ ‘iRCreases in jnjtation,are»aéoided; meanwhile monetary~gotiéyi'”“
--should be. kept strict;‘and.budgetary policy should at this stage .. -
provide onty'yery Limited c0mpensation‘for,the'effects of the oil -
price rise; ' '
!
(i1) - .. as and when certain positive resutts are assured as regards 1ﬂflatlor
 then policy could eventualty in the course of 1980 be ad}usted into
a more actively supportive posture, notably if also 1nvestmgnt_and
consumption were found to be weakening significantiy;

»

CGidd) energy policy must in any case be strengthened in all its aspects,
since without achieving a deep change in past-relationships,betueen 
o0il imports and economic growth, there is little prospect for the

latter to progress.

This poticy appfoach doeé not, ih the judgement of the Commission,
change the objectaves of policy - to give priority to the fight aga1nsg
inflation without stopping growth. ‘Nor should there be fundamental changes
in policies defined in the course of recent months; these policies do,;

however, requare strong and urgent implementation.
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" COUNCIL DECISION

OF NOVEMBER 1979

adopting the annual reporf on the economic situation in the Community
and taying down the economic policy guidelines for 1980

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economic

community,

Having regard to Council Decision 74/120/€EC 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 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),

Haying4regard to the‘opinion of the Economic and Social

Committee (4),

HAS ADOPTED THIS DECISION

Article 1

The Council hereby adopts the annual ‘report on the economic situation
in the Community as contained in Section 1 of the Annex and lays down
the guidelines to be followed by each Member State in its economic

policy for 1980, as contained in Sections 2 - 5 of the Annex.

Article 2

This Decision is addressed to the Member States.

Done at Brussels, November 1979,

For the Council

The'President
(1) 0J No L 63, 5.3.1974, p. 14,
(2) 0J No L 330, 24.12.1975, p. 52
(3> 0J No : : :

(43 QJ;.‘



User
Rectangle




