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Foreword

The Commission's proposed Annual Economic Report for 1982-83 is
submitted to the Community institutions in accordance with the Council's
1974 Decision (1) for attainment of a high degree of convergence of econo-~
mic 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 econcmic

policy guidelines to be followed by each Member State.

As in previous years the Commission has also prepared, as a
separate background document to the Annual Economic Report, an Annual Eco-
nomic Review which contains a more detailed factual analysis of economic
trends and the outlook for the year ahead. This second document is sub-
mitted to the Council, Parliament and Economic and Social Committee for

information.

(1) Article 4 of Decision 74/120/EEC of 18 February 1974, amended by Deci-
sion 75/787/EEC of 18 December 1975.



PART I. The Community Economy

1. Shert-term Trends and prospects

1.1 1982: Disinflation and stagnation

The recovery which was forecast for the second half of 1987 iost
spring has not materialised. The positive factors in the tast half of 19381,
which appesud to be pointing to an upswing, were reversed in the first
hatf of 1982, The likely outcome for 1982 is now approximate stagration
with a rise in the volume of output in the Community of only 0,3 %. This
compares with a forecast of 2 % growth contained in last year's Annual
Report (see Table 1) as well as in most national and international

forecasts.

However, more recent Communications of the Commission to the Coun-
cil and European Council have repeatedly warned that various factors and in
partﬁcutqr the extremely high level and volatility of world interest rates,
heaviﬁyiinfLuenced by those of the United States, risked creating an econo-
mic‘enVironment in whibh the expected cycLicaL recovery in Eurcpe could be
 aboFtedﬁ fhiéyseems noﬁ to have occurred in the first half of 1982, both in
Europe and other regions of the world — especially those which were in
’h1ghLy @xcosed 1nternat1onal indebtedness s1tuat1ons. Real short—-term
1nterest rates remained in the United States and Euro-dollar markets at
near to 5 % for much of the twelve months to the sarang of 1982 in spite of
the continuing recession in the OECD area as a whole. This and the genaral
climate of uncertainty and pessimism may have dampened the normal dynamics
v of the bus1n°ss cycle. So many enterprises have been caught in unexpectadly
gifficult fxnanc1al situations, that they ncw need a lot of convincing that
Yc:ef 1n;erest rates are a durable prospect, before taking positive invest-

ment; stock=building and employment decisions on that basis.
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Inflation has decelerated somewhat faster than expected. Despite
the continued depreciation of the ECU against the dollar during the first
half of 1982, the Community's import prices are likely to have decelerated
by more than forecast a year ago; their rise in 1982 is now estimated at
9,2 % (14,7 % in 1981). Dollar commodity prices, including oil prices, have
reacted even more strongly over the lLast twelve months to the combined
influence of exchange-rate movements, high real interest rates and weak
demand conditions. The Community has thus profited from an appreciation in
its terms of trade in 1982 (1,5 %), after the large deteriorations
registered in 1980 and 1981.

Unit labour costs in the Community are Likely to have decelerated
quite significantly in 1982, increasing by 8,5 % (in national currencies)
as against 10,0 ¥ in 1981. Together with the slowdown in import prices, and
despite a rise in indirect taxes per unit of output, this may have allowed
a slight restoration of profit margins together with some reduction of
inflation. At the level of consumer prices, the rate of inflation in 1982
is Likely to be 10,5 % as against 11,8 % in 1981.
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Some limited progress is being made in 1982 in the struggle against
inflation, but unemployment has continued to increase sharply, and there is
no sign that this rate of increase will slow down this year. On average for
1982 the number of unemployed could reach 11 million (9,4 % of the labour
force) and will be higher than that by the end of the year. These develop-
ments result both from a fall in employment (probably by about 1,1 %) and a

continued rise in the labour force (nearly 1 %).

The Community's current account deficit is likely to fall slightly
from USD 20,8 thousand million (0,8 % of GDP) in 1981 to just over USD
15 thousand million in 1982, Thus the overall deficit is now quite small,

but there are serious inbalances in individual countries.

As regards policy indicators it now seems likely that money supply
in the Community as a whole will have grown by about 10,8 % through 1982, a
rate rather higher than the 10 ¥ forecast in last year's Annual Report.
The likely 1982 rate of increase would thus be almost the same as the 1981

rate after three previous years of deceleration.

As regards budget deficits, below=trend growth in most Member Sta-
tes in 1982 led to a shortfall in tax revenues and an increase in
unemp loyment benefits. In addition, debt service costs have been
increasing rapidly. Offsetting measures have been taken in most Member Sta-
tes; for the Community as a whole the budget deficit as a percentage of GDP
is likely to remain close to 5 % in 1982, as in 1981. The divergence among
Member States in respect of budget deficits, after increasing sharply in

1981, will probably have been reduced somewhat in 1982.

Within the European Monetary System there have been two
realignments, in February and June of 1982, since the last Annual Report
was published. As a result of them, variability of exchange rates among the
countries participating in the exchange rate mechanism of the EMS will have
increased in 1982 (see Table 2).
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Nonetheless, the realignments and the internal policy measures
which were planned to accompany them, again "confirmed the ability of the
system to make orderly adjustments in accordance with fundamental economic
criteria, while preventing erratic or irrational exchange rate movements"

(Annual Economic Report, 1981-82, p.10).

These realignments reflected the insufficient fundamental con-
vergence noted in the last Annual Report. The policy measures taken or
announced by Belgium, France and Italy in conjunction with the EMS realign—
ments in 1982 should, if carried through, improve this situation. Indeed,
one of the most positive developments in the Community's system of coor-
dination in the past year has been the tendency for participants in the EMS
to prepare more adequate accompanying measures to secure successful

exchange rate adjustments.

1.2 Prospects for 1983

The forecast for 1983 suggests that the trend of output growth in

the Community is Likely to remain very weak.

Output in 1983 is expected to grow by 1,1 % in the Community, which
supposes some upturn in the second half of 1983, The annual report last
year expected domestic demand to rise in 1982 after the sharp increase in
exports of 1981. Exports in fact held up well through 1981 but with
increasing financial constraints on OPEC and the LDCs and further stagna-
tion on OECD countries in 1982, world trade in volume terms declined., This
decline was followed by a renewed weakening in domestic demand in the Com-

munity.

The Low growth forecast for 1983 is based on the anticipation that
both private consumption and investment will pick up the course of 1983
under the influence of lower inflation and falling interest rates. Invest-
ment is forecast to grow by 0,6 4 in 1983, This growth rate assumes some
reduction in European interest rates and an improvement in the profitabi-
Lity of the business sector. Demand is also Likely to be supported by
limited restocking activity after destocking of the second half of 1982.



With some GDP growth in the U.S.A. (2,0 % in 1983), in spite of
continuing low import volumes in OPEC and LDCs, world trade should recover
somewhat in 1983 (2.2 %) but it is unlikely that the feoreign sector will
make an important contribution to growth in the Community. However the
terms of trade are Likely to swing further to the advantage of the Com~
munity, with the current account being roughly in balance. At the national
Level however a very differentiated picture appears with current account
surpluses in Germany and the Netherlands, and deficits in France, Italy and

several smaller countries.

Inflation is expected to fall faster in 1983 than was anticipated
earlier this year. The private consumption deflator is forecast to rise by
only 8,8 ¥ in 1983. This reflects some moderation in import prices and
Lower internal cost developments in some countries, notably Germany, the
United Kingdom and the Netherlands. In France too inflation is Llikely to be

Lower in 1983 than had been previocusly forecast.

The lower than expected GDP growth in 1983 will tend to raise
budget deficits. With measures being taken by several member states to
Limit the rise, the outcome may on average be near stability as a percen-
tage of GDP.

Unemp Loyment is Likely to rise through into the second half of 1983
to reach well over 12 millions. This results from a further slight fall in
employment and a continuation in the increase in the labour supply which

has characterised recent years.

These sharply revised estimates and forecasts for 1982 and 1983
means that the European economy is now (in autumn 1982) seen as having
entered a second downward phase in a double-dip recession. The beginnings
of a recovery phase which were in evidence towards the end of last year
have now clearly been extinguished. The recession will in a few months time
be moving into its fourth year. The proximate causes of this extremely gra-
ve result may be traced to the superimposition of the 1981-82 interest rate
oropolem on top of the 1979-80 oil shack. But to this must be added a deeper
assessment of the structural vulnerability of the European and world eco-
nomy that has evidently been building up over the past years, and which

forms the background to the outlook for the 'eighties.



2. Assessment of the outlook for the 'eighties

The possibility that the European economy is entering a long period
of slow growth, or even depression, may be founded on two broad lines ¢f
concern. One focusses on the occurrence of external accidents or system
shocks, such as oil shocks, major disturbances in world financial market,
or geopolitical conflicts. A second focusses on the accumulated back-log of
adjustments and on our growing incapacity to respond quickly to the recent
changes in the economic environment. The increased structural rigidities in
our economies and social behaviour have changed profoundly the long=term

dynamics of the business cycle.

Both types of risks are present in the actual situation. In a
highly interdependent world the impact of unexpected disturbances are com—
municated extremely rapidly, and transltated into negative multiplier
effects on national economies (this is particularly true of the Community
economies, being more dependent on external trade and more open than the
other major industrialised countries). It is the role of economic policy
coordination in the industrialised world to minimise these risks in the
management of national policies, but recent experience is not so reassuring

in this regard.

The shocks and accidents are by their very nature unpredictable,
but this is not a reason for neglecting opportunities to take out compre-
hensive long~run 'insurance policies' even and foremost at a European

Level.

The build up of energy independence - be it through nuclear
programmes or price policy for energy products = to avoid the chances of a
third oil shock is a first and most important example. Action along these
Lines proved in the event insufficient after the first oil shock, and the
recent deferral of major energy projects in some parts of the
industrialised world invites the question whether the same mistake is being

repeated.

Current diffi uilties ir international debt situations show hou
great the need is for adequate .udential arrangements in the wcrld
banking system, bearing in mind .n1e spectacular growth of soverzign risks.

For Europe there are special concerns that arise from its location as host
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to much of the world's xeno-currency market, which it cannot fully control
due to the very substantial fraction of the money and bonds banked or

traded in Europe being denominated in non-European currencies.

There are several possible roads into Long-run stagnation that do
not rely on ‘accidents'. Attention has been concentrated on the ebb and
flow of tides of technological innovation and product development. At the
worldWwide Level new waves of products and processes seem indeed to be
constantly forthcoming. However Europe is lagging behind in several fields,
due in part to the insufficient unity of the large European market, as well
as the maintenance of protective devices and subsidies at the national

Level.

The risk of stagnation has in recent years been characterised by
growing rigidities and greater difficulties in adapting sufficiently
systems of aids to the economy and of social protection, and in halting the
weakening of investment and profitability. Many countries have lost control
of their financial policy, allowing public expenditure to rise and without

adequate mastery of taxation, deficits and monetary expansion.

while there is recognition of the need to face these structural
malaises, there is no undisputed preference for a particular strategy. At

present one can discern three mainstream positions in public debate:

- first, the view that provided rigorous financial and adjustment policies
are persevered with, a spontaneous improvement in real economic perfor-
mance will be forthcoming, although the time-lags are uncertain and pro-

bably quite long;

- secondly, the view that, while rigorous financial and adjustment poli-
cies are necessary to avoid reexciting inflationary expectations, they
risk being insufficient to induce a spontaneous recovery, and that
therefore some policy actions should support economic activity in the

macroeconomic and structural domains;



1.~

= and thirdly, the view that the economy has entered a period of prolonged
guasi-stagnation in output, that an essential policy task is now to
adapt to this reality in order to reduce disruptions and inequalities

deriving from it.

None of these approaches = reliance on spontaneous recovery, the
support of activity by macroeconomic and structural measures, and managed
stow growth — will alone be sufficient to overcome the preent difficulties.
The policy framework that is suggested below is based on the jdea that to
bring about a lLasting improvement of the economic situation in the Com-
munity, what is required is a diversified set of actions, that vary not
only according to differences in country situations, but also draw on atl

the three approaches.

3. An outline of economic policy for the European Community

3.1 Medium—term policies to restructure the European economy and

counter the unemployment problem.

The folloWwing sections = on public finance, investment, Labour
costs and employment - concern the main components of a strategy to reallo-
cate resources and finance to the ends of higher employment and
production. The objective is to increase investment, and consequently to
assure a transfer of finance and resources in favour of real activity. This
requires a significant adaptation in public finances and cost trends, par-
ticularly wages. In this case, therefore, appropriate mechanisms should be
devised to ensure a real and effective transfer of resources from consump-

tion to investment.

3.1.1 Budgetary discipline and economic convergence.

With public expenditure now amounting on average in the Community
to almost 50 % of gross national product, (with extremes of 60 % reached in
the Benelux, Denmark and Ireland) and public borrowing amounting also to
half or more of credit expansion in the economy, governments have become
responsible for a massive part of the economy's development. For these
reasons public finance policies in much of the Community must Lie at the
heart of the process of improved convergence — even if this concept embra-

ces many other aspects of econcmic performance.
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In a significant number of Member States it has become evident that
budgetary policies have escaped effective control, as many spending

programmes acquired powerful growth tendencies.

This summer the Commission addressed to the Council a detailed Com=
munication on the means by which a better control of budget policy priori-
ties may be pursued: reduced current expenditures with a higher priority to
expenditure aiding economic development, adjustment of tax structures with
a view to favouring employment, more extensive user charges, reduced
sorrowing, the aiming at equilibrium on current transactions, and several

types of improvement in managerial and political control.

There is Little disagreement over the direction of these policy
recommendations, but they need to be implemented with a maximum of politi-
cal consensus. Delicate issues are those of choosing the timing, speed and
amplitude of policy corrections. One would wish to implement internal
adjustment programmes in an international setting of rising economic acti-
vity. Some countries are clearly on unsustainable trajectories in terms of
the present scale of their foreign borrowing, to a degree that many of them
need now to adjust rapidly at the same time together with the economic

upswing not yet assured.

The recommendation of rapid and substantial action must surely be
addressed in the first place to countries which are now building up
excessive external official debt, and in which large balances of payments
deficits accompany lLarge public sector deficits. These economies, and espe-
cially the relatively small ones because of their economic openness, will
derive relatively quickly some of the major benefits of making a clear
break in past trends in achieving budget deficit cuts, notably in terms of

improvements in the balance of payments and in economic expectations.
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3.1.2 Investment, technology and industrial performance

Recent orientations from the European Council on the promotion ¢f
investment (1) show that the authorities in the Community favour an
employment strategy that takes the high road of advanced technology, and
productivity growth, rather than the Low road of decreasing productivity
growth. Some of the means that will determine the success of this strategy

are in the direct hands of government.

Analysis of public finance in recent years tend to show a weakening
of public investment in total public expenditure. There are repeated exam=-
ples of public expenditure cutting exercises that seem to have resulted in
heavier cuts in public investment than in many current expenditure program=
mes with stronger in-built dynamics, and often larger interest groups in
support. These tendencies should be reversed. Within total public invegt=
ment a different balance should be achieved: for example in certain
countries the effort made for 20 years in favour of infrastructure in some
sectors (schools, universities, motorways) may permit some reduction in the
public resources allocated to them. It is not obvious how these sconomies
balance out against the cost of programmes that warrant increased spending.
either those which contribute directly to economic activity (research and
development, vocational training, new forms of communication, public
transport), or indirectly (housing, urban renewal in old city centres
etc.). Economies in some branches of public capital spending should =acse

the financing of new priorities that undoubtedly exist.

The fostering of increased private investment must rely in the
first place on macroeconomic and general trading conditions. Evidence of
this is seen in trends towards more capital-deepening investment anc less
capacity—extension investment. High interest rates, due to develosmeirts in
(1) c.f. = Communication of the Commission to the Council on the Problem of

Investment {(lOM(82)365 final of 8.6.82)

- Communication of the Ccmmission to the European Council
(CoM(82)390 tTinal of % .6.82)

= Communicaticn of the "~ 'mission to the Council on Initiatives
for Promoting Investme. . (COM(82) 641 final of 8.10.32).

=~ Conclusions of the Eurcgean Councils of 29-30.3.82
(point 4 to &) and of 28-29.6.82 (page &) .
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the United States and increasing budgetary expenditure, Low self=financing
ratios and profitability as the counterpart to excessive costs are fun-
damental deterrants to investment. Stability in economic conditions are
also fundamental, as regards the rate of inflation, exchange rates and

interest rates and the international trading environment.

Nothwithstanding the lLimits to the support to investment that can
be afforded by government, important measures should nonetheless be taken
by national and Community authorities. As regards the Community in par-
ticular, there are responsiblities in world trading policy and the internal
market whose completion should be accelerated. These responsibilities
extend also to industrial policy notably for certain advanced technologies,
and lLoan financing of investment projects in selected domains such as
energy, industrial modernisation and regional developments; the

strengthening of these policies should be actively pursued.

In external trade policy there is an evident danger of conflict
between increasing protectionist pressures and the objective of achieving
an advanced and competitive industrial structure.'AnaLysis of trade sta-
tistics shows that it is above all in the internal European market that the
Community has lost ground in its market shares for technologically
advanced products. In seeking to maximise the openness of the world trading
system, all trading regions will have to share in import liberalisation and
adjustment processes. The old industrialised countries should require that
their principal trading partners, notably Japan as well as some newly

industrialised countries accept import regimes as open their own.

3.1.3 Employment and social policies and labour cost adjustment

Europe's most pervasive economic problem is now the high Level of
unemp loyment. Since an increasing majority of the population of working age
(increasing fast at a rate of 1 % per year) want to work, the problem is
fundamentally one of insufficient employment creation. While this problem
has worsened in most industrialised countries in the course of the last
year, it is on the other hand a fact that employment has not increased at
all in the Community during the last decade, while it advanced by more than
20 % in North America Ceven 30 % in Canada), by 15 to 20 % in certain Scan-

dinavian and other European countries, and by about 10 % in Japan.
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It is striking to observe that employment creation in, for examp le, the
United States and Japan = countries whose economic weight is comparable to
that of the Community ~ has been on a scale sufficient to more than solve

Europe's present unemp Loyment problem.

Admittedly these performances have been in fundamentally different
settings: thus the Japanese economy has combined a high growth rate of
emp loyment, productivity, investment and real incomes; whereas in the
United States the good employment performance has been achieved in the
midst of a relatively slow growth of investment, productivity and real
incomes. This points to the practicability of a range of employment stra-
tegies. Europe's own productivity growth performance has heen between that

of the United States and Japan.

It is also the case that the Community, in relation to the United
States and Japan, has distinct characteristics: it is much more open to
international trade and its social structure is significantly different.
Nonetheless, and even if it is difficult draw from such comparisons models
of general application, the performance of the Japanese and American econo~
mies in employment creation justifies reflection on its underlying causes,
especially since it has been combined in these two countries with com-
parative success in controlling inflation and the external balance. It is
in particular apparent that the Japanese and United States examples have in
common a positive employment creation record, a more positive record of
enterprise profitability, of labour cost adaptability to economic circum—
stances, and - for reasons linked to social structure - of less onerous
Labour regulations that place constraints on the use of production capa-
city. By comparison, enterprise profitability has fallen to much lower
Levels over the past decade in Europe (especially in the United Kingdom and
Belgium, but elsewhere too in lesser degree). The adaptability of labour
costs to macroeconomic conditions and those of the enterprise is less in

Europe.

In the wake of the second oil crisis, and drawing on the lessons of
the general trend of real wages from 1974 to 1976 and more particularly
of the manner in which indexation mechanisms had directly transmitted the
effects of the first oil shock into wage increases, the Commission advo-

cated in 1981 certain principles to guide income indexation practices in
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the Community. Thus indexation should exclude factors outside corporate
control such as terms of trade losses due to raw material prices, the
inflationary impact for exchange rate depreciation and changes in indirect
taxes; other Limitations should be put on the speed, automaticity or
fullness of wage—price indexation. In the recent past, there has been a
certain convergence of practices in line with these principles. Thus in
Belgium and Italy changes in certain regimes of full 1indexation have been
jmplemented or announced. In other countries, for example Denmark and
France, there is increasing acceptance of the need for labour cost adjust-

ments, and for a revision in indexation habits.

But much remains to be done to ensure in Europe a pattern of wage-
profit relations capable of setting unemployment on a downward trend
through the development of economic activity and the creation of new
wealth. As in the case of budgetary policy corrections, there are unde-
niable difficulties in determining the best trajectory. Labour cost adjust—
ment is a necessary but not sufficient condition of improving employment.
Moreover a wage adjustment, especially if it is not appropriately phased in
its timing, can carry a real risk of deflation; macroeconomic policy should
enable this risk to be averted in ways indicated below (p.20 seq). This may
have to depend on effective concertation between government and the social

partners, implying a much stronger need for a social consensus.

Other ways of helping the reallocation of resources towards
employment and investment expansion may be found in arranging a greater
flexibility of lLabour costs as a function of profits, allied in some cir-
cumstances to greater access to equity shares, or various cooperative
systems. In addition there may be links to schemes, which aim at a worker
participation in corporate planning. Although the general approach wiltl
surely have to be decentralised and varied, account must also be taken of
the twin objectives of social justice and participation in the process of

restructuring the economy.

There are important and lasting issues of social policy which are

now raised as a result of high unemployment.
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They fall broadly into two categories:

- the need to adapt social benefits and regulations that were set in a
macroeconomic environment of high growth and Low unemployment, to the
conditions of Low growth, high unemployment and imperative budget
constraints. This raises two distinct types of problem: that of keeping
an appropriate financial equilibrium in the socialsecurity accounts, and
that of correcting (or averting) excessive levels of both benefits and

levies which may prejudice supply potential.

- measures designed to minimise the social hardship and damage inflicted by
the high unemp loyment level, or to distribute the hardship in an

equitable way.

Confronted with the present difficulties that result from the slow-
down in government revenues and at the same time the strongly increasing
trend in social transfers paid to the unemployed, it has become inevitable
that the techniques and magnitude of these transfers and benefits = notably
unemp Loyment and redundancy benefits - be reexamined in Member States in
relation to priority needs. This process has moreover already begun in

Belgium, Denmark, France, Germany and the Netherlands.

Such a reexamination should take into account both the trend of
incomes in general and the fact that unemployment strikes social categories
very unequally — hitting in particular less qualified Labour which is soie-
times concentrated in certain sectors or regions or certain underpriveleged
social groups. The authorities have to be guided by the need to preserve in
a period of recession the fundamentals of social justice, and to assure
that, as a priority, income maintenance and other social programues really

reach families with the lowest incomes.

Since the total cost of social transfers will inevitably remain
high for several years, the authorities should also be cautious in com~
mitting themselves to 'ong~term expenditure, particularly on pensions,
and ensure that they match the likely trend in the receipts which are

designed to finance tliem.
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As regards the distribution of unemployment, there have been impor-
tant efforts in the last year to give priority to schemes to reduce the
particularily high level of youth unemployment. The Council has accepted
the principle of the social guarantee, whereby all school~leavers should be
assured of either continuing education, or professional training or work
experience. Programmes in implementation of this principle are being built
up, notably in France, Denmark and the United Kingdom, whereas Germany has
Long had well developed policies of this kind. But the next stage in the
problem is that of ensuring real employment opportunities. This will
require a continuing flow of initiatives to make the recruitment of young
people an economic proposition for employers. Measures to reorganise and
reduce working time could make a contribution to the creation of employment
opportunities in so far as they help to reduce the present rigidities in
the Llabour market and structures of production and do not increase labour
costs. In order to take due account of institutional,social or wage-
determination differences between countries, as well as the special nature
of various activities, these measures should be negotiated at an
appropriate level between the two sides of industry. They should also aim
at achieving a greater degree of flexibility and mobility so as to maintain
or improve the competitiveness of enterprises. A wide range of reduced and
flexible working hours in both the public and private sectors (part-time
work, "job-sharing”, training-leave, lengthening and staggering of holi-
days, short-time working) should be made attractive through a better utili-
sation of productive capacities and the reduction of legal and
institutional obstacles. Flexible and voluntary ret{rement arrangements for

elder people may help youth recruitement.
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3.2 Short-term issues of coordination and financial policy mix

3.2.1 Evolution in systems of policy management and coordination

The problems of managing structural change in economic performance
are extremely difficult. To describe the objective is relatively easy. But
there are major uncertainties surrounding the time-lags involved in key
economic adjustments, such as those following budgetary reforms, changes in

monetary policy or in the distribution of income.

These difficulties affect all countries. On the one hand countries
having managed to maintain a good price record or recover a much better one
- such as Germany and the UK - are at present uncertain when an improvement
in the real economy will materialise. On the other hand, countries in
serious financial disequilibrium - such as Belgium, Denmark and Ireland -
find it difficult to judge the best mix and trajectory for their inevitable

policy corrections.

A symptom of these difficulties has been seen over the last years
in the progressive abandonment of target-setting for the individual objec-
tives of economic policy: output, price stabilisation, employment. The
instruments of policy control were seen to be insufficient for the credible
fixing of multiple objectives. Moreover the setting of unrealistically
optimistic objectives could have harmful effects on the whole of the eco-

nomy .

Meanwhile the importance of ‘intermediate' policy objectives, such
as budgetary, monetary and exchange rate targets, increased. With this has
come increased awareness of the importance of expectations of private eco-
nomic agents. The credibility of governments' commitments to their finan-
cial targets has become an integral part of the task of policy management.
Financial objectives whose credibility are suspect are sanctioned heavily

in the market, notably through interest rates.
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The relationship which has become most uncertain is the split of
the nominal growth of gross domestic product (GDP) between output and
inflation. The relationship between the growth of the financial aggregates
and nominal GDP has proved relatively robust. But there is little consensus
over how far an act of financial policy restriction or expansion will

affect real output versus prices.

In the light of recent experience it may be that the balance bet~-
ween '"final' and 'intermediate' objectives should be adjusted in the direc~
tion of a closer monitoring of aggregate nominal GDP trends, as has been
the case in a certain number of Member States for some time. This would
avoid the pitfalls of overspecific targetting of inflation and output
separately, where the policy instruments under the direct control of
government were insufficient to assure success. It would provide a point of
reference for the consistent setting and monitoring of monetary and budge-
tary policies, and aid in the discussion, between and with the social part-
ners, of the trend of incomes compatible with economic and emp Loyment
objectives. Financial, i.e. budgetary and monetary, policy would have to
assure a certain trajectory for nominal GDP and external eguilibrium, while
income developments (under free collective bargaining or incomes
‘policies') and supply side policies would be responsible for determining

the rate of employment and productivity growth.

Existing coordination procedures should be combined with the review
of economic performance in relation to the final objectives (for nominal
GDP) set to guide financial policies. In the case of economies with a good
price stabilisation performance and weak real activity the management of
financial policy adjustments could be less bedevilled by the "expectations
trap", i.e. the danger that the need to support the credibility of finan-
cial policies leads to an over-rigid commitment to 'intermediate' financial
targets. But adjustments of policy in the Light of performance would still
have to take into account the full range of constraints. The major
constraints and indication of disequilibria in the Community in 1982 are

summarised below in Table 4.
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3.2.2 The policy mix in the immediate situation

It has been forecast in 1981 that the business cycle would soon be
on the upswing; this forecast was based on a series of developments and
signs observed during the preceding twelve months. But the recovery process
stopped at an early stage. The European economy will thus probably, in
1983, be entering into its fourth consecutive year of quasi-stagnation. The

_ risk of a Lasting deflationary situation cannot be excluded.

Policy making must take account of this new environment, which
makes even more urgent the implementation in certain Member States of fun-
damental adjustment policies with respect to public finances, cost develop-
ments or the external balance; these being essential for the recreation of

subsequent possibilities for satisfactory growth.

This same risk-requires on the other hand that- countries whose
situation is sound ensure the maintainance of a level of activity com~
patible with general economic stability and balance, but sufficient to
avoid the pitfall of a deflationary spiral.

There follows from this analysis a general orientation for the two

broad categories of policies to be effected in the Community:

- the rapid achievement of economic adjustments, which are necessary,
although in different degrees, in the countries whose public deficits,

balance of payments deficits or inflation are excessive;

- the maintenance of a sufficient level of economic activity in countries
whose situations are better, but which, because of the prevailing.
environment internationally or in the Community, are unable to exploit

all their potential for growth.

In general, policy in both situations should be implemented in ways
such that the techniques used to reduce inflation and reestablish com-
petivitity result not in a reduction of aggregate performance, but in a

reallocation of resources in favour of productive activity.
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In all cases it must remain clear that the basic guidelines for
structural adjustment and stabilisation still hold good, and their imple~
mentation must be accelerated and intensified. In particular countries in
exposed financial situations must rapidly and convincingly show that they
are taking the necessary steps to bring their public and external borrowing
onto sustainable trajectories. The continued recession increases the

dangers of inaction.

For countries in stronger financial situations the immediate
constraints are obviously less, but the task of achieving more output and
not more inflation through an easing of financial policy remains extremely
delicate. The first reasonable step in current circumstances is to lLet
money supply growth move to the top of its target range. This has been dcne
by the Bundesbank, and short-term interest rates have been reduced from
10 1/2 % at the beginning of 1982 to 8 % in mid-September. This is helpful
for real activity, and will in due course doubly help reduce the budget
deficit, directly through official debt service costs and indirectly when
activity strengthens and tax receipts increase faster. It is also helpful
in the EMS exchange rate setting, in which other participating countries
may relax their interest rates more or less in step with those of the

Bundesbank. The UK is also reducing its interest rates steadily.

One should expect the process of interest rate reduction to con=
tinue in circumstances of recession and decelerating inflation, although an
indicative Limit could normally be seen in a real rate of interest close to
the economy's underlying rate of growth - at Least for long—term rates.
Below this Limit there would be risks of discouraging the formation of
savings required to finance a stronger investment performance. 1If the
Likely rate of inflation and real activity continue to be revised down-
wards, there would be a stronger case still for the easing of financiai
policies. In the outlook for 1983, it now seems quite pcssible that Germany

and the UK will be in such a situation and possibly the Netherlands also.

If the economic siturtion worsened, countries such as Germany and
the United Kingdom should avoid action to offset the increases in budjet-
deficits that would result “.om the L .s of activity. Inter.st ra%: raoduecs
tions should still in the p-esent ph: - be the main agent of countar

cyclical policy. But as and when the ¢ e for interest rate reductions is
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exhausted, and if nominal GDP is still decelerating from a low rate, budget
policy initiatives to support economic activity could in these circumstan-
ces be wholly compatible with monetary policy objectives. Such budgetary
action could typically include tax—cuts or changes in tax and expenditure

structures designed to have maximum supply-side and employment benefits.

In other countries, until and unless interest rates have been
brought down in conditions of sound policy management close to these lower
limits, there is unlikely to be a case for budget policy relaxation. These
interest rate conditions are themselves related to the scale of current
public borrowing, the outstanding public debt and other disequilibria (see
Table 4). Thus countries with chronic budget deficits should not expect to
undertake any fiscal policy relaxation: the probability of "perverse' (i.e.
negative} effects on real activity would be high. The same would appear to
be true of an economy such as France, in which there is a balance of
payments disequilibrium, even though public borrowing has been relatively
low. In these countries which face severe financial constraints, and those
whose inflation performance has not yet solidly improved, their stabilisa=-
tion efforts could be supported by more clearly marking out a decelerating,
normative trajectory for nominal GDP. In this way they would be signalling
a ceiling to the flow of money transactions they were prepared to finance,
and define the framework for pay negotiations between social partners.
France for example has now set an ambitiously low working hypothesis for

nominal GDP to underlie its 1983 budget.

The role of pay negotiations will also be crucial in pulling the
economy out of recession. A deceleration in nominal pay and inflation would
itself be a major motor force of economic recovery to the extent that it
permitted further nominal interest rate reductions, improved profitability
and better general conditions for investment. In the present situation of
stagflation and weak profitability and investment, economic recovery will
in many countries require a period in which pay must be directed towards
both nominal deceleration of wages and their real adjustment. The point of
satisfactory disinflation may be reached sooner in some countries, for
example Germany. Meanwhile the risks of undue transitional deflation of
real demand, understandably feared in the process of disinflation and
Llabour cost adjustment, cannot be ruled out. In this case, financial policy
instruments should be used to offset the negative effects and ensure that

the trend of nominal GDP conforms to its desired trajectory.
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4. Summary and conclusions for policy in the period ahead

The European business recovery has not materialised in the course
oF 1982 so far, and recent indicators show signs of a relapse of business
confidence, particuarily in Germany and the United Kingdom. About half of
the Community economy remains afflicted by serious disequilibrium problems
as regards inflation, the balance of payments and public finance; almost

a.l Memher States are experiencing gravely high levels of unemployment.

The prospects for next year are governed by conflicting influences.
There has been an easing of world variables such as the price of oil and
rate of interest, but it must be avoided that these trends are reversed in
the early stages of an upswing. The prospects are however far from being
reassuring, and the risk of a deflationary spiral must not he excluded, AlL

must be done tc dissipate rapidly the present pessimism.

These problems must be countered by attacking the structural
weaknesses of the European economy, and are reflected especially in a low
propensity of the private sector to invest and increase employment. These
weaknesses are also manifest in much of the Community in an inbalanced
distribution of resources between the government and productive sectors, of
income between wages and profits, and of expenditure between consumption

and investment.

Reversal of these imbalances would seem to be inescapable com-
ponents of a strategy to return to an economy with higher employment,
investment and productivity; indeed these ends have to be the counterpart
and justification of severe income and public finance adjustments. Policy
and concertation between the social partners have to be concerned with

assuring that the complete process materialises.

Management of the process of simultaneous cyclical and structural
racovery is extremely difficult. Nothing can relieve each country from its
own efforts, but taking into account the interdependence of economies and
tne present international situation, a second objective must be pursued
with determination: improvement of economic policy coordination among the

industrialised countries in order to increase the chances of success.
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Internationally the Community should continue in its efforts of
persuasion that policy in the main international reserve currency centres
should be actively concerned to avoid excessive fluctuations of interest
and exchange rates. To this end it is necessary to maintain efforts to
organise a real international monetary cooperation between the principal
monetary authorities. The stability of the world financial system requires
that the international currencies be managed with this evidently in mind,
and that agreements are now promptly reached between the industrialised
countries on strengthening the financial capacity of the IiMF and the World
Bank.

For the present, interest rates are being reduced, and care should
be taken to consolidate this trend in the United States and Europe. Mone-
tary policy in Europe has in general avoided extremely sharp movements in
financial conditions. With evidence of further deceleration in inflation
and weak economic activity especially in Germany, the United>Kingdom and
the Netherlands, these countries can afford to lead continuing interest
rate reductions in Europe. Other countries in the Community face substan~
tial balance of payments constraints and most have commitments within the
EMS. In these countries there may be scope for parallel interest rate
reductions. However in some of the most inflationary countries where the
real rate of interest is very low or negative, the objective must be to

reduce inflation faster than nominal interest rates.

As regards budgetary policy, countries experiencing both continuing
recession and a satisfactory reduction in inflation and which face slight
disequilibria or constraints, should avoid a blocking of automatic
stabilisers'. In several other countries large public sector deficits iule
out any possibility of their admitting cyclical budgetary action for the
foreseeable future, and, on the contrary, impose a rapid reduction of
budget and external deficits. Tax—cutting stimulation of the economy should
only be envisaged once the process of interest rate reduction has reached
jts limits, and in countries whose public finances are in a sound con-

dition.



27.- bis

In the functioning of the European Monetary System a positive
feature in the last year has been the undertaking of more thorough budget
and income adjustment measures to accompany exchange rate realignments.
These tendencies should be further strengthened in the period ahead, so as
gradually to restore a better convergence in fundamental economic perfor=

mance.

However, even a successful management of a cyclical recovery in the
year ahead will not solve the problem of unemployment. This requires deep
changes to diminish in many countries excessive public expenditure, to
increase profitable investment, and increase massively the propensity to
employ. On this Latter point the role of a greater moderation and flexibi-
Lity in real labour costs should be stressed. To the extent that this
policy may risk contributing to a transitional deflation of demand, the
weakness should be compensated through monetary and where possible budge-
tary measures to support demand, for example, according to circumstances,

through a reduction in interest rates or taxation.

The aim of the foregoing strategy is basically to reestablish a
better employment situation. It is evident that its success depends on
achieving a consensus on the overall policy priorities. It is vital that
the strategy covers, notably, the need not to relax in the struggle against
inflation and to take into account the development of import price
increases in deciding wage adjustments. Moreover it is clear that every
effort should be made to encourage employment creation, in economically
sound conditions and notably in a systematic favouring of investment,
through removing obstacles to the setting up of new enterprises and through
reinforcing flexibility in the organisation of working time. It is equally
necessary to have constantly in view the fact that the impact of
unemp Loyment differs among social groups: in this respect efforts should be
made (for example in the field of incomes or of the reorganisation of
working time) to ensure that the consequences of the present situation do

not have an excessive impact on certain social groups.

The present low Level of European exchange rates against the
dollar, which seems to be persisting despite changing interest rate dif~
ferentials, may be taken as a favourable starting point for a lasting
adjustment of income, investment and emp loyment fundamentals in Europe. The
recent changes in world interest rates should also now facilitate a reva-
Luation of the Yen. The accompanying internal adjustment of incomes and
public finances are as important in Europe's economic relation vis=a=vis
the rest of the world, as they are for individual countries whose exchange

rates are realigned within the EMS.
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PART II. The economies of Member States

In Belgium, the stance of economic policy following the realignment
of the franc has made it possible to start correcting the balance of payments
and the government deficit, and improving the competitive position of Belgian
firms. These measures have necessarily tempered growth and employment in
1982, and the recovery of these variables in 1983 will still depend to a
large extent on the international situation, in view of the inevitable domestic
constraints. The rise in consumer prices, temporarily fuelled by the depre~
ciation of the effective exchange rate, should slow down considerably, and the
balance of payments deficit on current account may be expected to contract

once more.

The rehabilitation policy introduced in 1982, in conformity notably
with the recommendations of the Council and the Commission, will need to be
followed by an effort in 1983, probably sustained until the mid-1980s, to

establish more favourable and stable conditions for growth.

Progress has been achieved towards greater competitivity, and the
consumption demand of households has been kept within the limits required
for an improvement in the balance of payments on current account; but to
consolidate these achievements, the expansion of incomes must remain moderate
for some time to come; the measures regarding the indexation of wages and
other incomes applied in 1982 could be prolonged in an approprioate format
in 1983, to contribute to this aim. DPefining the guidelines for the draft
1983 budget early in August, the government announced its intention of
consulting both sides of industry about the practical arrangements for a

formula to keep the rise in wage costs to no more than 7 % in 1983.

As to budgetary policy, the government announced its intention of
keeping the rate of expansion of expenditure to 7.5 % in 1983 : this means
a real decline in aggregate, and a slight nominal increase in expenditure
other than that relating to unemployment and the public debt. It further
intends to reduce the central government borrowing requirement to 10.5 %

of gross domestic product.
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These adjustments are the very least that will be required both
for 1983 and with a view to restoring the economy to health in the medium
term; any departure from these objectives during the year will have to be

rapidly corrected.

The success of the government's measures is necessarily for the
recovery of private investment, which is essential to the restructuring of
economic activity, and to a lasting improvement in employment; the 1982
tax measures should also contribute to this. The new industrial policy
stance, involving stricter conditions for aid and greater selectivity, should

itself contribute to a greater rationalisation of firms in difficulties and

stimulate the founding of new firms.

The margin of manoeuvre for monetary policy will remain
narrow, for the current balance of payments deficit and the Treasury's
sizable financing needs will Limit the scope for an autonomous reduction

in interest rates.

In the medium term, the moderation of costs and industrial restruc-
turing are still essential conditions for a lasting improvement in employment.
Similarly, it is important,as planned by the authorities, to halve the general
government borrowing requirement as a percentage of gross domestic product by
1985, so a3 to break the vicious circle of deficit and interest payments that
weighs so heavy on public budgets and the current balance of payments, and

thus hampers economic expansion.
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In Denmark, economic activity in 1982 was more dynamic than in
the other Community countries, with a growth rate for gross domestic
product of about 2 %Z. As in 1981, growth was stimulated by improved
competitiveness due in particular to the depreciation of the effective
exchange rate of the krone. The employment trend was supported by
measures taken in June by the Government to sustain investment, develop

vocational training and create new jobs.

After improving considerably in 1981, the balance of payments on
current account deteriorated once again in 1982, as the substantial
increase in the cost of servicing the external debt more than offset the
continuing improvement in the balance on goods and services. At the same
time, the public finance situation has groun steadily worse. The net
central government borrowing requirement for 1982 is put at DKR 57 000
million, or about 12 % of GDP, much larger than the deficit provided for
in the draft budget and in the guidelines adopted by the Council in December
1981, in spite of the increase in taxation in mid-1982. The main reasons
for this are the specific measures in favour of employment,
but especially the ever—growing cost of servicing the public debt and the
rapidly expanding trend of certain components of socijal security expenditure.
The present trend departs in several important ways from the strategic path
mapped out at the beginning of 1980, which aimed, among other things, at a

steady improvement in the balance-of-payments deficit.

One of the important objectives for economic policy in 1983 will
thus be resolutely to undertake the re-establishment of macro-economic

equilibrium.

To this end, a very strict budgetary policy will be required in
1983. Early in October the new Government anncunced a programme designed,

among other things, to hold back the expansion of social transfer payments

to Limit public sector pay, to
raise certain public service charges and to Jintroduce taxes on pension
funds and insurance companies. These measures should lead to a reduction
of about DKR 1711 000million in the deficit provided for in the initial
budget for 1983 which would have reached almost 15.5 % of gross national

product.
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The net central government borrowing requirement should thus be
limited to some 13 % of gross domestic product in 1983. This should be
the first stage in a steady decline in the budget deficit after the very
rapid expansion over recent years and will require a sustained effort
in the coming years. It is also important that the central government
initiative should be supported by similar action at local authority
level. Strict management of public finance should contribute to a
decline in interest rates and to creating financial conditions conducive

to a durable recovery of investment.

To ensure a more moderate trend of prices and incomes, a wage
freeze has been introduced, in force until March 1983. Bills now approved by
Parliament provide that this freeze should be followed by the suspension of
cost of Lliving adjustment and a freeze on certain non-wage incomes over
the next two years. If the results of negotiations between the two sides
of industry next spring lead to sufficiently moderate wage developments,
there will be some reduction in taxes on personal income. AlL in all,
these measures will contribute to strengthening Danish competitiveness,

on which the development of exports and economic activity in general depend.
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In the Federal Republic of Germany activity declined in 1982

particularly in the second half of the year. Unemployment rose sharply,
both because of a fall in the numbers employed and because of demographic
developments which are now bringing a large number of young people onto
the labour market. However, inflationary trends eased, and the external
position improved markedly, with the current account expected to be in

equilibrium for the year as a whole.

The present outlook is at best for a very modest rate of growth in
1983 (about 1 %) which should gather strength as the year proceeds as a

result of a slight recovery of exports and fixed investments1)

These
aggregates will benefit from the favourable impact of falling inflation and
interest rates, together with the various measures introduced by the

Government in 1982 to stimulate capital spending.

The monetary authorities room for manoeuvre increased substantially
in 1982, partly because of an improving balance of payments and falling
inflation and partly because of the decline in interest rates on dollar
denominated assets. Accordingly, German interest rates eased and the
Central Bank Money stock was allowed to grow at a rate close to the upper
Limit of the target range. However, as a result of the Lack of economic
growth, the developments of public expenditure and borrowing were less
favourable than the authorities had hoped, and the Government was obliged to
introduce supplementary budgets in the course of the year, to permit a

higher Level of borrowing by the Federation.

On the basis of present policies the underlying trends of cutput
and employment are unsatisfactory in the period ahead; low rates of

expansion could well persist into the medium term.

The Federal Republic's expected economic growth rates for 1982
and 1983 will be - in contrast to the sixties and seventies - lower than the
Community average and supported to a Lesser extent than in the past by
export demand. A more buoyant economic recovery must therefore depend upon
o

(1) According to the Latest assessments a zero rate of growth in 1983, compared
with 1982, cannot be ruled out. '
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a significant strengthening of internal demand, especially in an

environment of more rigorous economic policies in Germany's trading partners.
Moreover, now that most of the adverse effects of the second oil price

shock on inflation and the balance of payments have been overcome in

Germany much quicker than elsewhere, the mix of policy should contribute to-

wards an improvement in investment and avoid deflationary effects which could
arise from an.exessively rapid reduction of the budget deficit or adjustments

to the Level of real wages.

Given the importance of both demand and profit expectations and
financial conditions for encouraging investment, fiscal policy should
principally concentrate, in the immediate future, on restructuring public
expenditures in favour of capital formation, research and development and
professional train®ng, rather than on a reduction in the deficit in a year
of Low or zero growth and, ensure a progressive reduction in the Llonger
term. Therefore,the net borrowing of general government could (should
be held stable in 1983 at some 47% expressed as a percentage of gross

domestic product.

In view of the favourable outlook for inflation, monetary policy
should be conducted in a manner such that economic expansion is
facilitated notably by letting Central Bank Money increase at a
sufficiently high rate. The room for manoeuvre generated by the
improvements on the external side and the decline in the rate of inflation
should be used to encourage, as a matter of priority, further falls in

interest rates.

Even with a rate of growth close to one which is presently
forecast for 1983, it would not be possible, in the near future, to
avoid a further deterioration on the labour market. On the whole,
Germany's competitive position, its productivity record and the profitability
of its firms, do not suggest that a major reduction in real wages in general
is a necessary prerequisite for stronger growth. Greater attention should
nevertheless be given to the appropriate structure of wage differentials,
ensuring that they contribute to the mobility of Labour, so fostering

the necessary readjustments in the economy.
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Greece is still confronted with the problem of the resumption of economic
growth in an external context which has become, and is likely to remain, even more
difficult than before. The short-term outlook for 1983 is a Llittle better in
that respect, and should, if the forecasts prove accurate, help the recovery
to get under way. But the problem of adjusting the economy to its environment
is mainly a structural matter : no durable improvement in production
is possible without a lona drawn-out sys;
tematic effort to increase the scope for domestic supply, which involves restor-

ing high investment ratios. Such an effort must be combined with vigourous
measures to combat inflation, which presently distorts the allocation of production

factors and SO inevitably hampers desirable structural change.

Present policy has attempted to lay foundations for action on these
two fronts, to be specified comprehensively in the five-year plan at present
in preparation. By combining a large increase in the lowest incomes early in
1982 with price controls on necessities and a major selective increase in
taxation, this policy has aimed to stimulate a cautious recovery in consumer
demand while slowing down the rise in prices. An indication system of adapting
incomes and pensions has been introduced, and its effects should lead to
spontaneous moderation of the nominal trend of incomes, as long as there is no
immediate pressure to restore the differentials that have been eroded. Another
aim of the policy is to reduce aggregate domestic credit as a proportion of
gros§ domestic product, by vigorously restraining the expanding trend of the
public sector deficit. Lastly, the policy aims at encouraging the recovery of
jnvestment through a selective credit policy that has succeeded in keeping real
interest rates at a very low lLevel, and by completing the system of a very

varied range of sectoral and regional aids.

These efforts are presently being made. However exports have
stagnated so far and
investment has given no signs of picking up. In the circumstances, the
growth rate might approach 1 % in 1982. Moreover, it has proved
impossible to compress liquidity because the public sector deficti could hitherto not
be restrained as far as was hoped. As to the drachma, it has depreciated further,
as the authorities were seeking to offset the effect of inflation differentials

on Greece's competitiveness.
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In spite of these relatively poor results, present tight policy should
not be relaxed; for it is essential to control inflation if the financial

conditions are to be established to allow the major investment drive required

to transform economic structures.

Economic policy will thus have to make use of all the means available
to ensure that nominal trends begin to slow down in 1983. In particular,

efforts to restrain the rise in incomes will have to be continued, in applying the
index=linking mechanism the disadvantages of excessively narrowing the overall

range of wages and salaries should be avoided.

Price controls must also continue so as to prevent excessive increases.

The Liquidity ratio in the economy will have to be considerably reduced

by bringing the net public sector borrowing requirement down to below

10 % of gross domestic product via cuts in current expenditure and increases
in public service charges, by tightening credit controls and by encouraging
stable savings. To achieve the last aim, interest rates can no Longer be

kept at an artificially Llow real level : more account will have to be taken
of market conditions when they are fixed.
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In France,the recovery engendered by the upturn in demand in 1981 has re-
sulted in a sharp deterioration of the trade balance.The external position as
well as the financial equilibrium and competitive position of companies
have been disturbed. The expansion of domestic credit resulting from a growing
public deficit and financial problems among firms, has fuelled infla-
tion when it was declining elsewhere. The exchange rate for the French

franc was adapted in October 1981 and in June 1982.

The realignment within the European Monetary System in June 1982 was
accompanied by a rigorous recovery programme. It was immediately followed
by temporary unilateral measures to block, defer or limit rises in prices and
incomes, in an attempt to break the vicious circle of inflation, and by the
announcement of a vigorous effort to control the expanding trend of the
public deficit. At the same time, the money supply growth targets
for 1982 and 1983 have been revised downwards to take account of the expected
contraction in nominal trends. This change of course should help to bring
inflation down faster, to well under 10 % in 1983, and at the same time
lead to some improvement in the current balance of payments. But this will
entail a considerably lower rate of growth of domestic demand, no higher
than 1 % a year in 1982 and again in 1983. Specific budgetary and financial
measures will, moreover, aim at shifting the balance of demand from consump-

tion to investment.

This programme can succeed only with the active support of both sides
of industry, for the main condition of success for the present adjustment
policy is also the principal factor of uncertainty : a reduction in the rate
of expansion of costs. It is important that the compulsory measures in
force until 31 October 1982 be followed by a prices and
incomes policy which, while graduaily restoring as much freedom of decision
as possible, can neutralize the determining factor in the inflationary
spiral : the de facto index=Llinking of remunerations - and more generatly

incomes — to past price rises.
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The policy adopted for financing the economy, moreover, will have to strike
the appropriate balance between the restrictive stance required by the objective
of reducing inflationary pressures and ensuring exchange rate stability, and the
need for financing business on conditions that will not hinder their investment
effort. The control of the expansion of domestic credit is therefore essen—
tial. This assumes that:
~ the arowth of the general government borrowing requirement is halted, at Lleast
in relative terms, and tﬁat the target announced for the borrowing requirement, sta-
bilization in 1983 at the 1982 level of 3 % of gross domestic product, will be
achieved, and, consequently,

- that the Social Security system, which is moving towards large deficits, will
be balanced, as the Government has announced, both by making economies and by in-
creasing contributions.

In this way, it will be possible to create the margin of manoeuvre needed to
finance priority research projects, reinforce industrial structure and promote
employment, and ensure that, as inflation declines, real interest rates will be
Low enough to minimize the financial burden on business. The complete success

of the new incentives to long-term savings, particularly in venture capital, are

an important element in this strategy.

The eventual restoration of sustained growth will not depend only on the
success of disinflation policy and on improvement in the international environ-
ment. It will also require a structural policy to ensure that the economy
adapts efficiently to that environment. Among other things, industrial action
by the authorities will have to guide the economy towards more competitive
structures by modernizing the weaker sectors and encouraging the development
of advanced technology industries, most of which are now in the public sector.
It is also necessary that possible measures for work sharing are entirely
compatible with the needs of enhancing productivity, and that they avoid any

direct or indirect increase on firms' costs.



The growth of economic activity in Ireland in 1982 has been modest
compared with rates achieved in the recent past. The rate of price inflation
was far out of (ine with the Community average although it seems to
moderate recently. Both the balance of payments and the public
sector accounts continued in serious deficit however, while foreign
borrowing, a related problem, has surged ahead to new high levels. These
trends appear particularly worrying when viewed in the light of the rapidly

rising unemployment rate which may exceed 12 % in 1982.

The outlook for 1983 is uncertain. Without new corrective measures,
and notwithstanding a growth rate in GDP of about 2 %, the Exchequer Borro-
wing Requirement could well approach this year's level of about 15 % of GDP
while the rate of inflation, although falling would still be running at the
rate of 13 %. Under these conditions, the current policy stance must not only

be maintained but must be vigorously pursued.

The problems in the Irish economy originate to a large degree in
the failure to adjust after the two oil shocks. The openness of the Irish
economy and its heavy dependence on external energy resources made adjustment
imperative. Impressive rates of export growth, often achieved in difficult
trading circumstances, could not offset the steady forward march of imports,
which reflected the failure of domestic consumption to take account of the
deterioration in the terms of trade. The real value of
earnings was maintained in the face of rising import
costs and tax increases, thus contributing to a very rapid rate of price in-
flation well above the levels experienced in Ireland's other EMS partners.
This reduced the economy's ability to compete. Only by reversing these trends
can competitiveness be strengthened, the rate of growth in output be increased

and progress in reducing the level of unemployment be made.

In the Last few years, public expenditure policies have tended to
accomodate these developments by allowing a rapid advance in public sector
pay lLevels, maintaining and improving the real value of social transfers and
continuing the ambitious scale of the Public Capital Programme. Althouygn

public borrowing for capital investment purposes had been accepted practice

/.
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in Ireland,the growth of current expenditure resulted in large deficits on the
current budget 22 well.There is a wide consensus that the current deficit must
be eliminated since it adds to public debt, much of it foreign denominated,
without generating a stream of income with which to meet the heavy servicing
charges. To do this will require substantial real cuts in current expendi-~
ture programmes since large annual tax increases such as those imposed in

recent years, are unlikely to be prudent economically.

Moreover, the obligatory nature of all debt charges reduces the
Government's room for manoeuvre. Thus, while recognising the need for fur-
ther public capital investment in Ireland, the situation demands that each
project's potential benefits to the economy must be severely scrutinised

with a view to obtaining a better return from scarce resources.

To reverse the divergent performance of the Irish economy stern

action to reduce the public sector deficit is necessary. The conseqguent

reduction in deficit financing through monetary means would assist in reducing
inflation,bearing in mind that further tightening of the current Central

Bank credit guidelines may not be appropriate in present circumstances. The
package of expenditure cuts announced in early August is a welcome first

step in the direction of bringing the public sector deficit under control.
These efforts however, will need to be carried through and amplified in

1983 if the public accounts are to be restored to a sound basis. In thisreSpeCS
a Current Budget Deficit of 5% of gross domestic product and an Exchequer Borro-
wing Requirement of 12% of gross domestic product would be appropriate targets for
1983. At the same time, it is essential that, in particular, workers in

the sheltered sectors of the economy take a more realistic view of the

economic possibilities and moderate wage increase demands.

These measures will not automatically remove all the economy's diffi-
cutties, but, after a period, by strengthening competitiveness and restoring
the Exchequer's scope for growth promoting policies, they will enable the
problems of job creation and deficiencies on the supply side to be tackled
effectively and the good progress made in industrialisation to be consoli-
dated and built upon. In this connection, the setting up by the authorities
of a medium term framework to tackle the problems of high unemployment and
Large external deficits while restoring balance to the public finances and

bringing inflation under control is an indispensable element.
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Italy has made progress towards adjusting its economy to external constraints.
It has managed to do this by accepting a contraction in domestic demand - achieved
in 1981 - and with the help of dynamic exports. These good results have been due,
among other things, to a more stringent monetary policy. Nevertheless the rate of
inflation (17,5% in 1982) is still far out of line with the Community average (10 %
the same year) and other large industrialised countries. The balance of payments

has remained in deficit despite the recession.

Progress to date is not, however, sufficient to justify anything more than a
limited expansion in domestic demand, and in particular consumption, in the short
term. The restoration of a growth trend commensurate with medium-term potential
depends not only on an improvement in the international environment, but also on
the progress made in reducing the government deficit, the control of costs and the
adaptation of productive structures. Monetary policy can only be relaxed to the
extent that progress is made in reducing the rate of inflation and the external
disequilibrium. In the circumstances, growth will not reach 1% in 1982, and will
hardly exceed that figure in 1983. On the other hand, the balance of payments
deficit on current account will continue to contract and disinflation will make

slow but steady progress.

An important set of financial decisions was taken at the end of July 1982.
A rapid acceptance by Parliament of all the measures proposed by the government
would be an important step towards a return to balanced growth. The main measures
involved a large increase in public revenue. They included increases in public
service charges, increased rates for VAT and most excise duties, a higher rate
of corporate taxation, a tax amnesty with immediate payments in discharge of
liability, and increases in certain social security contributions. The extra
burden of compulsory levies might be somewhat attenuated by new measures for
personal income tax reductions subject to wage agreements that comply with
Government guidelines. The Finance Act should also extend the insured person's
contribution to the cost of health service. It is foreseen that the
overall effect of these measures, combined with others still to be specified,
should be to reduce the Treasury's net borrowing requirement from about 15 % of
gross domestic product in 1982 to about 12 % in 1983. Such an effort is indis-
pensable to ensure that total domestic credit does not expand beyond reasonable
limits, and that the liquidity ratio declines without imposing excessively high

interest rates on the private sector.

o/
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It is now up to the two sides of industry, during the present round of
negotiations for the renewal of working conditions to commit themselves to
voluntary restraints on the nominal trend of incomes. Only if this top
priority aim can be achijeved can the differential between inflation in
Italy and that in its main trade partners be reduced; without such a reduc-
ticon the economy would suffer for a long time from the adverse effects of a
loss in competitiveness. At all events, in order to extract the economy from the
inflationary spiral, it is important to gain definitive acceptance for the
idea that an actual practice wages should be linked to expected future
developments rather than following past price movements. As a first step
towards gradual disinflation, a target rate for the rise in prices and
unit labour costs of about 13 % should be set for 1983, some 4 points lower
than in 1982.

A strategy of gradual disinflation is the major condition for a more
satisfactory development of the economy in the medium term. A persistently
high inflation rate creates financial pressures and leads to uncertainty
about profitability, thus distorting the allocation of the factors of produc-
tion. It could, in particular, depress investment and research, on which
depend the development of advanced technology sectors and the general
dissemination of technological progress throughout the economy. Production
structures will in fact have to be adapted in this way to compensate for the
decline which threatens certain basic industries and in some consumer goods
industries whose competitiviness would be rapidly eroded if present output

conditions were to last.
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Economic activity in Luxembourg improved only very slightly in
1982. The devaluation of the Luxembourg franc in February 1982 did not
significantly stimulate exports because of the particular structure of
Luxembourg's external trade. Prices, which were already rising fairly
rapidly early in the year, have since gained momentum; at the same time,
a slower rise in wages following the measures concerning the indexation
arrangements ted to a decline in private consumption. The public finance

deficit remained moderate.

Economic activity could recover slightly in 1983 under the
influence of expanding exports, but the effects on employment will be
modest. The rate of consumer price increase will decline substantially
now that the effects of the devaluation are gradually being dissipated,

and owing to the slowdown in the rise of costs in 1982.

In principle, the indexation mechanism is to be restored in January
1983. It would nevertheless be desirable, to maintain competitiveness and
consolidate disinflation, if the government and the two sides of industry
could come to an agreement on neutralizing - at least partially or tempo-
rarily - the retationship between wages and other incomes on the one hand,
and the price trend on the other. This would help to hold down costs, and
thus make an essential contribution to the economic restructuring on which
the eventual improvement of the employment situation depends. The measures
taken in 1982 to increase geographical and sectoral mobility in the Llabour
force should be reinforced so as to reduce the cost to the budget of the

action to alleviate unemployment.

Fiscal policy as a whole should remain cautious to prevent any
accentuation of the expanding tendency of the deficit that has emerged over
the past few years, and to provide some margin for manoeuvre for specific
measures in favour of employment should they prove necessary. This
requirement could be met by keeping the central government borrowing require-

ment for 1983 to no more than 1,2 % of gross domestic product.
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In the Netherlands, after several years of sluggish activity,
the outlook is limited for growth in 1983, with little Likelihood of an
improvement in the employment situation. Whilst this forecast is
similar to that for a number of other Member States, the situation in
the Netherlands appears much more favourable from the point of view of
economic balance. Disinflation will continue, with the rate of increase
of consumer prices falling to 3,5 % by the end of 19832
balance of payments surplus, already very large in 1982, could once again

be substantial, perhaps 5 % of gross domestic product.

The outlook beyond 1983 does, however, give some cause for concern :
employment opportunities will be insufficient to absorb the strong growth
of the labour force, and in foreign trade the favourable effects on the
balance of payements of the export of natural gas will gradually run out

of momentum.

Although the economy will be less unbalanced than that of the
other Member States, government finance will still require strict control;
for unless further measures are taken, the disparity will widen betueen
revenue, affected by the low growth predicted for 1983, and expenditure,
rising fast in aggregate as a result of the social legislation adopted
during the period of full economic expansion. Despite the major efforts
that have already been made to reduce the deficit, the borrowing requirement
of central government and local authorities could well amount to more than
10 % of national income in 1982. The governement that comes to office
after the elections of 8 September 1982 will therefore have to take further
measures to Limit it, while avoiding a new increase in the tax burden,
already one of the heaviest in the Community. Savings on expenditure should
be geared essentially to bringing down the rapid growth of social transfer
payments, notably by reducing the number of beneficiaries for certain
schemes, and to Limiting the increase in civil service pay. On balance,
it would be desirable that net general government borrowing should not
exceed appreciably, in 1983, the 1982 level (8,4 % of gross domestic
product).
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Stabilising the deficit and reducing it in the medium term
should also facilitate the recovery of investment.
It is an essential condition to enable the monetary authorities to continue
to reduce interest rates, after the substantial fall that occurred in 1982.
This in turn is a key element in a medium-term strategy, whose aim must be
to offset, by radical restructuring, based on a major investment drive, and
by the development of advanced technological industries, the adverse effects

of the de-industrialization process that has been going on for over ten years

NoW.

This strategy also involves continued efforts to keep wage costs down on
the whole in the private sector; it should however be pursued cautiously in 1983,
to as avoid that the Netherlands economy, already suffering from the conse-
quences of the world economic slowdown, would be affected in the near future

by an excessively weak overall demand.
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In the United Kingdom there was a smatl increase in GDP 1in 1982

in contrast to the falls in activity in the previous two years. A further
marked fall in the rate of inflation has taken place with the annual increase
in consumer prices approaching 7 % by the end of the year. Unemployment

has however continued to grow while the surplus on the balance of payments
position has declined considerably. Nevertheless a substantial surplus is

still likely to be recorded for the year as a whole.

Despite some strengthening in the recovery in the coming year, the
rate of growth is Likely to remain very modest in 1983, perhaps 1 1/2 % and
unemployment is expected to continue rising albeit at a slower pace. Lower
wage sett lements could lead to a further substantial reduction in the rate
of inflation (towards 5 % at the end of 1983).

The UK, Like all other Community countries, faces severe imbalances
in the Labour market. In many other respects however the UK economy's relative
position has improved considerably, reflecting the combined effects of the
development of oil resources and adherence to tight financial policies.

The rate of inflation is now well below the Community average and declining,
the public sector deficit both in absolute terms and as a percentage of GDP
has fallen markedly whilst the balance of payments position, although it has
weakened somewhat, is still very favourable. The depth of the recession has
encouraged companies to shed a considerable amount of Labour which has been
reflected in very large productivity gains. These in turn led to very Llow
increases in unit Labour costs in the UK reversing some of the loss in

competitiveness associated with the appreciation of sterling in 1979 and 1980.

For the financial year 1982-83, there should apparently be no difficulty
in keeping public sector borrowing below the Levels set out in the most recent
Medjum Term Financial Strategy (MTFS) (3 1/2 % of GDP). The monetary growth target
range was adjusted upwards compared to the original intentions,and this range now
applies to a number of measures of money supply. Overall the present stance
of fiscal and monetary policy must be considered a cautious one, which
should be conducive to a further decline in inflationary pressures and to

falls in interest rates.
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The outlook for growth and employment in 1983 is still unsatisfactory
and in considering plans for economic policy for 1983-84 it is desirable
to ensure that gains made in the public sector financial position, in
reducing inflation and in raising productivity levels are translated into a
more satisfactory overall economic performance. Given the speed at which
the rate of inflation is improving, and noting that the underlying rate is
already well below that for the Community as a whole, then the thrust of
monetary and fiscal policy, whilst being directed towards ensuring a further

reduction in inflation, should be designed to contribute to the recovery in
activity.
On the monetary side the main emphasis should therefore be on a

steady expansion of the monetary aggregates consistent with a pick-up

in activity. There is a case for ensuring that the growth of the monetary

aggregates in 1983-84 remains at the top end of the published target range

of 7-11 %. A degree of lending to the private sector sufficient to benefit
significantly investment and stockbuilding, consistent with downward moving
Longer-term interest rates, can be achieved within this framework given the

foreseeable trends in public finance.

Although the authorities have made it clear in the most recent MIFS
that they wish to see a further reduction in the size of the public sector
deficit, the present outlook for public sector borrowing in 1983-84 is now
favourable so that there should be room for manoeuvre in fiscal policy in
order to ensure that the financial framework, now that inflatjon is receding,
js sufficiently wide to aid an upturn in activity. On the basis of the
present outlook, a target for the public sector borrowing requirement for
1983-84, somewhat above the illustrative published figure of UKL 8,5 billion
(2 3/4 % of GDP) would seem appropriate. The way in which the room for
manoeuvre is exploited would depend partly on the evolution of the UK's
external position, and should take account of the need to improve the
employment and supply potential of the economy, for example through a
reduction in the national insurance surcharge or increased public sector
spending on construction activities. However, in the near future, an
extension of the specific policies already in place to deal with

unemployment could be required.
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Table 5
Belgium @ main economic aggregates, 1961-83
GDP ise in sation Curren General Money ' Unem ;oyfﬂ
vatue ¥ "deflator of paymeats M2
growth - - -
T 7 S A A
1961-1970 8,5 4,8 3,5 3,2 7,8 +0,2 =1,3 8,6 2,2
1971-1980 10,4 3,2 7,0 7,0 11,9  +0,4 4,6 10,3 5,8
1980 - 6,9 2,5 4,3 6,5 8,9 4,6 9,4 2,7 9,4
1981 3,6 -1,7 5,4 9,1 Ty5 ~5,4 =13,4 6,6 11,7
1982 6,8 0,5 T3 9,0 7,1 -0,4 =12,8 6,5 13,9
1983V 7,9 0,5 T 8,5 7,0 =3,2-12,1 T,0 14,8
'1 EL'h Y _o[lhcf;d ual services on. the basis of p or anticipated polici _
3 énfi :?%Yer previous period, annual rate. B
?

PRI M LN Lt B i e £ R et e o TELL e e nd

T PRI SN e NUR L TR e A S ST s R L eenly



4¥.

Y S ¥ YR

y Table 6
Denmark : main economic aggregates, 196183
? ~ GDP Risein C ti Current General Money ‘Une_m loyed
P e e TR SR egE R TR
growth - ¥ deflator of payments M2
3 ” W % A % GDP 7”%GD>P — % —— %
1961-1970 11,2 4,9 6,0 5,2 10,5 =2,2 0,7 10,2 1,1
1971-1980 12,2 2,3 9,7 10,2 11,1 -2,9 0,0 11,8 3,8
1080 811 -0,2 874 11,5 9,0 "3v8 =5+9 10,9 6,1
i 1981 9,3 -0,2 9,5 10,7 9,8 «3,2 ~Ty1 9,6 8,1
{
19821 12,7 2,0 10,6 9,9 10,6 -4,1 -9,5 12,0 9,1
19831 8,6 1,6 6,9 7,0 6,9 =-4,0 5,6 11,0 9,2
é %chal;ge Y e prcvio(\’; the ;d ‘ annual r:f:/icn on the basis of present or anticipated policies.
:, nd of year. Unti 1979 ) _M2 ) B
3
;




Table 7

F.R. of Germany : main economic aggregates, 1961-1983
GDP Rise in Compensation Current General Money ‘ Unemployed
6bP voGuDi ‘ 3 consumer per account  government lup‘gl in a}:;ur
value o Heflator o o o oo ek ”
growth ‘ :

< % % %2 i{j %GoP % GDP % i

19611970 8,4 4,7 3,5 2,9 86 40,7 0,5 10,4 a8
1971-1980 8,2 2,9 5,2 5,2 8,6 +0,6 -2,2 9,8 2,8
1980 6,8 2,0 4,7 5,3 6,5 -1,8 -3,5 6,2 3,4
1981 4,2 0,1 4,1 6,0 5,3 -1,1 -4,0 5,0 4,8
19821 4,4  -0,5 4,9 5,0 4,6 0,0 -3,9 7,0 6,9
1983V 4,7 1,0 3,7 3,6 4,6 0,2 ~4,1 5,0 8,3

1
2
3

Preliminary estimate of the Commission services on the basis of p

or

% change over previous period, annual rate,
Fad of year.
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Table 8
Greece : msin econowmic aggregates, 1961-83
GDP GDP GDP Rise in Compensation Current General Money drgx?aig“'f;
volume price consur\;xé:; o p: o aooou:e! gover:x:;:; s.xg)£¥ fores
value g deflator g’ PY of ;faby:mm e vy
growth
s " N Py a ° o, °° %
% % % S S 3 SN it %
1961-1970 11,0 7,6 3,1 2,5 9,8 -3,1 e 17,6 .-
1971-1980 19,1 4,7 13,8 13,6 18,3 =2,7 .. 23,8 .-
1QR% 19,7 1,7 17,9 23,7 16,2 -0,9 .o 24,7 2,8
1981 18,9 -0,7 19,7 24,4 21,8 -2,2 =101 34,3 3,1
'\982(1) 22,5 0,7 21,7 23,0 27,4 -2, -9,2 29,1 3,8
19831 23,0 1,9 20,7 21,0 21,0 -2,3 -8,6 23,0 4,0

! Preliminary estimate of the Commission services on the basis of present or anticipated policies.
1 ¢ change over previous period, annual rate.
3 End of year.
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Table 9
France : main economic aggregates, 1961-83 .
ise i i i nemployed
G.DP vo%fx)n}: ) p??se cossl\:;lg Compensaupoez: f:b:@E:: gov%f%?iz S::;)Ey v in ﬂ}g:l‘:;
Va[ue growth de fLator prices employee ofopaymenz al ]
growth ‘
%, % % %1 %l %GCDP  %GDP % e
1961-1970 10,2 5,6 4,4 4,3 9,4 0,2 0,4 12,7 0,9
1971-1980 13,4 3,6 9,5 9,5 13,8 -0,4 -0,1 14,8 3,8
1980 12,9 1,3 11,5 13,2 14,6 -1,4 - 9,7 6,4
1981 12,0 0,3 11,7 12,5 14,8 -2,0 -1,5 11,5 7,3
1982V 13,7 1,1 12,4 1,0 12,2 -2,6 =3,0 12,5 8,3
19831 11,0 1,0 9,7 8,9 9,5 -1,9 =3,0 12,0 9,3

!

3

o,

nd of year.

é change over previous period, annual rate.

Preliminary estimate of the Commission services on the basis of present or anticipated policies.
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Table 10
Ireland : main economic aggregates, 1961-1983
GDP GDP . GDF Rise in Compensation Current General Moncy 'Une_m loyed
volue  mm price  emmTUUlm G ewme ogmpo e
growth | deflator T of payments M23
% % % %2 i/i_g _ %GDP % GDP % %
1961-1970 9,9 4,2 5,5 4,6 9,9 -2,3 -2,7 10,4 4,5
1971-1980 18,3 4,1 13,6 13,8 18,0 -4,6 -8.,1 18,5 7,4
1980 17,0 2,6 14,0 18,3 19,7 -8,4 -12,8 16,9 8,3
1981 19,0 1,1 17,8 20,4 19,0 -13,2 -15,4 17,4 10,3
1982V 21,6 2,0 19,2 18,5 14,1  =9,0 =14,7 16,8 12,1
1983V 15,4 2,6 12,7 13,0 11,1 -7,6 =14,k 16,5 14,0
}  Prcliminary of the Commission services on the basis of p or anticipated p _

d of year.

H éncha?ge over previous period, annual rate.




Table 11
Italy : main economic aggregates, 1961-83
GDP Rise in Compensation Curreat General Money ' Unemployed
GDP vo(lie}: rice consumer per socount  government supply in a&c;::
value . growth zeﬂator prices employee o[o;‘b;m balance D’MZ";
growth . ‘
T " ” % %! %GDP  %GDP % %
1961-1970 10,5 5,7 4,5 5,8 10,7 1,8 -2,3 13,3 5,2
1971-1980 18,3 3,17 14,7 14,6 18,4 -0,2 -8,0 19,5 6,0
1980 25,1 4,0 20,4 20,4 22,0 =-2,5 -8,4 12,0 8,0
1981 17,4 -0,2 17,6 19,0 22,0 -2,3 -11,9 16,0 8,9
19821 18,4 0,8 17,5 16,6 18,2 -1,3 -11,6 15,8 9,9
19831 16,9 1,0 15,7 15,0 17,7 -0,5 -11,0 16,2 10,5

1
2
3

Preliminary estimate of the Commission services on the basis of present or anticipated policies.
% change over previous period, annual rate.

End of year.




*  Table 12
Luxembourg : main economic aggregates, 1961-83
. L |
o ; o Unemployed
GDP vﬁxrxzxp ) GDP cofsl\::nle: Compensau:e: E«e“t‘;\‘l:z goveGne:r:::z h:up';:i; in labour
value rowth gg:‘f:tor pries  emplojes _of balance balapce  grow fo
growth
T ” y o2 o2 o GDP °, GDP % s
© () ° A 5 E..—,,__ . __
1961-1970 76 3,6 3,9 2,5 6,7 + 7,1 +L,6 3 0,1
1971-1980 %5 3,0 6,3 6,7 10,5 +18,5 +2,0 : 0,3
1980 Ty5 0,7 6,8 T, 7 8,2 +22,8 -1,8 : 0,7
1981 2,5 -2,4 5,0 8,1 7,7 20,3 -0,8 : 1,0
1982V 8,4 =-0,3 8,7 11,0 6,2 19,7 =0,9 : 1,2
19831 8,8 1,0 7,7 9,0 9,0 18,8 -1,0 : 1,3

! Preliminary estimate of the Commission services on the basis of present or anticipated policies.
2 % change over previous period, annual rate.
3 End of year.



Table 13
Netherlands : main economic aggregates, 1961-83
L. . ‘Uncm loyed
op  gor  GOP L fmp Comeain  low eemmm mw mRe
value . growth ‘, Z:.lft:tor prices employee oro;.b;m balance F:nl!
growth | : y
% % % % % %GDP  %CDP % , A
1961-1970 10,6 5,2 5.2 4,1 10,6 0,0 =0,9 9,1 0,9
1971-1980 10,7 2,8 Ty6 T+7 10,7 +1,3 =1,4 10,8 3,4
1980 579 076 5v3 ‘696 5:6 -1,4 -3y4 3y6 4,7
1981 4,4 -1,1 5,6 6,5 3,3 2,3 -4,5 5,2 Ts5
19821 56 0,5 61 6,3 5,6 4,0 =5,7 1,6 10,4
1983“) 3,3 -0,3 3,6 4,5 3,3 5,0 =5,5 7,0 13,1

! Preliminary estimate of the Commission services on the basis of p or anticip polici
; Y cha?ge over previous period, anaual rate.
of year.

[ R



Table 14
United Kingdom : main economic aggregates, 1961-1983

GDP GDP GDP Rise in Compensation Current General Money ‘ Unem 1%7::
VaLue : \gﬁ; price com;rlilg cmplogg oft:;“i;tt "m&ﬁz ;?v‘/’tlz " force
growth | . deflator of payments

Y % % . %t %!  %GDP % GDP % %
1961-1970 7,2 2,8 4,2 4,0 7,9 -0,0 0,7 5,9 1,9
1971-1980 16,0 1,9 13,9 13,3 16,2 -0,7 -3,2 14,5 4,4
1980 17,2 -1,4 18,9 15,5 20,9 1,2 -3,5 18,6 6,9
1981 9,9 -1,9 12,1 10,9 13,6 2,4  =-2,1 14,6 10,6
19821 9,1 0,6 8,4 8,8 9,4 0,8 =-0,9 10,2 12,2
19831 8,2 1,7 6,4 6,9 8,4 -0,2 =0,5 10,1 12,5

; Preliminary estimate of the Commission services on the basis of p or anticip p _

% change over previous period, annual rate.
Sterling M3 -~ - - -

In 1979 and 1980 the statistics concerning the money supply are distorted by the existence
of the 'corset' controls and by their suppress1on in mid-1980. If these distorsions are
corrected the growth rate would be about 14,6 % in 1979 and in 1980 .

Note : Figures up. to 1980 are on an ESA basis unless otherwise stated.




Proposal for a
COUNCIL DECISION

adopting the annual report on the economic situation in the Community and

Laying down economic policy guidelines for 19683
THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economic Community,
Having regard to Countil Decision 74/120/EEC of 18 February 1974 on the
attainment of a high degree convergence of the economic policies of the
Member States of the European Economic Community (1), as amended by Deci-
sjon 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 regard 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, contained in sections 1 and 2 of the part I of the annexed
draft Report, and lays down the guidelines to be followed by the Member
States in economic policy for 1983, as contained in sections 3 and 4‘g§f
part I and part II of the annexed draft Report. .

Article

This Decision is adressed to the Member States.

Done at Brussels, 1982
For the Council
The President
(1) 0J No L 63,5.3.1974,p.16 . .
(2> 04 No L 330, 24.12.1975,p.52 ‘;c. !** o N

(3) 0d No A






