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REPORT
—————————

ON THE PRESTNT EOONOMIG SITUATﬂOW AND TFW'MEDKUENTERM QUTLOCK

AR LA [

INTR | ‘oggg“ TION |

1, In agcordance with the mandate given hy the Council om 14 March 1977, the
Copmission, with the help of the Econenie Policy Committee, initiated a series
of analyses dealing in particular with employmeni, investment, external payments
and, more generally, the conditions governing growth. For this purpose, the
Commission also drew on the work of the Study Group on Medium-Term quanic
Aspessments. |

The present Commission siaff report, drawn vp alter discussion in the
Ecoﬁomiq Policy Committee, offers a tentative preliminary synthesis of these
analyses, oonoluding with suggestions as to points that should be considered for
action by the Community and the member countries over the next two or three years,
bearing in mind the most recent assessment of the situations |

I. ANALYSIS OF THE SITUATION

2e The community 13 at present in a phase of slow growths the recovery has
not Qad the lasting vigour ‘that might have been hoped for after the 1975
recegsion. Gommunity GDP increased by about 4.5 % in 1976, and for 1977 and 1978
the figure is likely to be in the 3 - 3.5 % range.

The rate of capacity utilization is still low, averaging 80 % in industry,
with appreciable dmfferencer beiween indusiries. The steady rise in the labour
force and the ingufficient rate of growth have 1ifted unemployment to a very
high level (over 5 %), and this could well rise even further over the next few
years if the outlock for growth does not improve.
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Women and young people under the age of 25 are pariicularly affected by
the deterioration of the labour market.

3. Private investment showed only a very slight recovery in 1976, and this
has not been confirmed since. In addition, growth in the volume of public
investment has been very low, and, indeed, has been negative in some countries,
with policy options bteing made more and more often in favour of social transfers
(wnemployment) and economic transfers (aids to industry) . |

4., - Follqwing a deficit of § 8 000 million in 1976, the Community's current
balance of payments could move back towards equilibrium in 1977, wi ith a reduction
in the divergences between countries at the same time. In 1978, this. trend is
likely to continue and could even result in a surplus, vhich would be undesirable
from the point of view of world equilibrium and would reflect the under-utilization

of capacity.

Se Inflationary pressures have weakened, though to0 too limited an extent.
After a standstill period in late 1976 and early 1977, the tendency for inflation
rates to slow down and their divergences to narrow could well revive in the
second half of the year.

II. ACHIEVEMENT OF THE FQURTH PROCRAMME AWD THE PROBLENS INVOLVED

6. In view of the present outlook, serious doubts arise on the successful
achievement of the Fourth Programme not only by 1980, but even beyond. The
geriousness of the problems with which the Community has to contend, particularly
in order to absorb the structural consequences of persistent inflaiion and the '
risevin.fha price of oil, and the difficultics in implementing the necessary
policies seem to have been underestimated. The persistent weakness of invesiment
limits the scopa for future growth and consequently for job creation. The

Community is thus in danger of getting bogged down in a state of steady equilibrium
at a polnt of underemployment, with all the economic and pol;tlcal lEpllcations
entailed and still without solving the problems of inflation, public flnance

and the allocation of resources.
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danger irh«amgt ;n recont develomeng;_

-

7, The extent of the 1eemy ta be made up in relation to the Fou.rth Pragramme
"can be illustrated by a few particul axﬂy telling figures, In order to reach

the growth target, which would enable the wnemployment rate to be brought

down o between 3 and 4 % in 1960, the Community's gross product over tha noxt
three yoars wopld have to increase by about 5.5 % a year. On the ba.sis of '
the present outlook, a growth rate of between 3,5 % and 4 % for the whoie of

jhe period seems more plausible, unless there is a substantial changs in econdu{ic
pelicies pursued and an imprevement in the sociel consensus,

8, As fam as :lnvastmant is Qoncerned, the recent trend and the ontlook ,
aye. worrying. In 1977, the share of invesimont jn GDP will prob&bl:f be \mder 21 B
whereas, according te the Fourth Prograzme, it is supposed to reach about 23 % :
by 1?8(}, To do so, the annual growth rate of investment by volume over the next
ghmg years wonld have to reach at least 7 717

The lapt three-year per:.od i.n which such investment performances w"re
achieved goes back to the ycars 1968, 1969 and 1970, a period in whi ch growth _
averaged 5.5 %, but at that time firms were operating a good deal nearer capacity
than they are today, while taxation and "parafiscall gharges and the wages/profits
ratio ware more favourable to firms. '

9. Bearing in mind the increase in the lsbour force, there is a Adax"xger thét
sluggish growth and the weakness of pro:luctive investment, 1f they persist for
t@o long, will lead to a siecady worsening of the employment mtuatlon, SO tha.t

im 1980 the winemployzent rate could he appreciably higher than today. What is
more, the detericration of productive capacity and the persistent héavy ,:i,nflux
of new job-seekers on the labour merked would even jeopardize the pfospécts )
f‘ox; g return to full employmenty in the first years of the next decade, ‘and woiifd
hampar the necessary stmctural ad justments.

Q/Qpc
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10. Faced with this situation and with the fear of a resurgence of inflétienamy
prespureg, an exacerbation of certain couniries® balance of pzyments problens

and an erosion of confidence caused by the size of public defICluS, there is a
great temptation to accept the unfavourable outlook for growth and tc try to
offset its adyerse effects through specific nmeasures, particularly w1th regard

to @mployment. Serious reservatlong must be formulated wmth regard to such an

. approach, ' .

A slow rate of groﬁth caxmot generate the investment flows neededvfo '
restore and develop productive capacity in the medium term. This is an essential
requirement, particularly in order to cnsure a syfficient level of job creation,
'prevent the dﬁv?lopment of bottlenncku and maintain the Communxty'a ccmpetluive
capaclty.

The ciianges deemed essential or desirable in the in%ernational division>
of labour cen only be carried out smoothly in a context of rapid grcvth, as
expariehﬁe over the last fwenty years has shown. Otherwise} there is a dhnger
of greater resource to protecticnist measures, already insidiously gaining ground,
_and this would endanger the efforts made sinoce the war to promote free trade.

Problems connected with income distribution and the way in which the
detepiopation in the terms of trade is allocated are undoubtedly harder to overw
eome in a climate of mediocre growth. In particular, the wage resfraint achieved
in most member countries could well disappear if unemployment were to persist
while living standards rose'only slightly. '

Specific measurcs aimed at reducing unempleyment (work sharing, artificial
Faductioh of thg labour fource) have relatively limited effects on employment
and may entail considerable costs if they are applied too generally, or in ways.
that cennot subsequently be reviewed. Nonetheiéss, they can help {o palliate
the most serious difficulties pending a return to an adequaté level of growth.

Soee
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Out%%ge‘of a_strategy

11, consequcntly, the Community must coniinue with the option it chose in
adogtxng the Fourth Programme, namely that only sustzcined and stable growth

over a long period is capable of solving the problems facing the Comm zounity,
particularly the elimination of unemployment end the maintenance of competitivew—
negs,,

Tho key feature of the precent situation is insufficient demand, which
entajls the vnder-utilization of factors of production and, in particular,
high cyclical unemployment. This insufficient level of demand originates
primgrily within the Community. The public euthorities are induced to" pursue
regt#ictive policies because of constrainis imposed by the persisience of
inflgt;on, international payments problemq and the limited scope of buugntary
meaguyes.

It is important, therefore, that coordinated action at Comnuni£§ level
be initisted to attenuate these constraints, so as to allow reflat’onary
DeAEUre s %0 be taken. These reflatlonary measurqs should concentrate on invest-
ment, firstly because investment is a means of imrediate support for final
‘demand, but primarily because invesiment must in the long term make it possible

to build up a sufficient stock of capital io ensure full employment for a
labour force which will continue to grow ranldly for a number of years.

' However, with most firms now running well below capacity, this cannot
bs envisaged without more general support for demand, which also implies some
stimulué to consumption. This should £e achieved through a lower savings ratio
or throuéh tax concessions rather than throngh too high a rise in wages:
efforts to control cost must be continued, since they are necessary for con-

trp)ling inflation and improving the situation of firms.
The emphasis of the measures and the proportions jn which the various

instruments are combined must depend on the situation peculiar to each country

and ks part of a joint and concerted Community operation.

oo
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ﬂhatever efforts‘are nade'alony these 1ires, the restoration of ¢u71'
empioyment can only be gradual and should therefore be accompan1ed by the

development of back-up policies for employment.

Tentative suggestions on the strategy which has just been briefly outllnee

are pxgafnued in part three of this uochent.

IIT. POLICY CUTHILINE

Ty

The condltlons for non-inflationary recovery

12, A Btratevv intended to restore sustained and lasting growth can only be
succesgful if the authorities continue to implement resolute and effective -
counter~inflation policies,

13, Tﬁq preeent inflation in the Commmnity owes less to demand-pull thaﬁ to
costmpuﬁh, linked particularly to rigidities in the economic system, the effecis
of indexation schemes, whether de jure op de facto, snd the continuing existence
of prev;qus inflationary effectss Policies which might accelerate cost ang price
1ncreas?s must therefore be avoided; it is for this reason that recovery bace

on a pqelicy of indiscriminate demand stimulation must be ruled out, beler‘tl"e
measures should be used, some of w‘loh will be defined below, bui when tney
are being implemented, the productive copacity actually available invfhe_bene—
fiting seectors must be studied carcfully to avoid the rapid appearance of botile-
necks, The‘veny low rate of current production capacity utilisation actuaily
conceals situations which vary according to industry, sone of‘them being close

to the upper linit.

The‘support of‘consumption cannot be envisaged on the basis of a policy of
excessive wage expansion; use should rather be mecde of tax relief mezsures. In
particular, where the progressivity of income tax hes become distinctly distored
as a resylt of inflation, there would be a case for adjusting the tax scales.
Perscnal) savingmay also be at too high a level, and action here should be -

investiqﬂted.

ofeee
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The growth of liquidity and tha sppropriste matching of public sector .
barrowing revu|rements to the macro~economic financial balances must be severaly
econtrglled, In particular, liquidity creation should be kept within predetermined
_limits‘in oerder to contain inflatiénary e xpectatlons. Targets shoa]d be flxnd and
their publmcat*on considered in order to exercise an effect on the two sides’
of industry.

14. It is not sufflolent that the divisien botween wages and pro;lts necessary
for investnert is a@hleved ‘progressively byt this adjustment must also be carried
put at the lovest possible levnl of intlation, In this connection the ways in

wnich incomes are formed, and in which indexation schemes are applizd, partlcalar~
Ay in connection w;th 1ndlrect axes, the inract of changes in the terms of trode,
sad publlc service charges should all be revicwed. The restraint reguired from the
frmdp ynions is compensated for in the possibility of a more sustained astivity
represented by 8 highg; level of ecmployment and eventually by a mOre'rapid'increasé
5a'real ingomes, In addition, it rust be accowpanigd with varying intensity fron

| country to country, bj a policy for reducing 1ncpﬂe inequalities, which will its~1f

be instrumenial in combating inflation,

Theiuptuzmvin activity is partly reflected by inepeased employment, and
partly by the mobilisation of productivity re8éries; in the present sitnation the
latter is a major factor in curbing inflation.

- Costs and prices cannot be stabilized in countries partiecularly affected
uplesscexchange rates are also stabilized, This,however, would seen %o be faci-"
litated at the moment by the current structure of relutive costs following the
devaluatipons of r@cppt years, Couniries concerred must ensure »hat +bere are
no new price rises to, jeopardize their compevltlweneos. This actzon should leaq

t0 a convergence in cost and price trends in the Coamunlty to a satlggactory level,

Finally, the reduction of inflationary pressures can be achieved lastingly only
if the structural actions laid down in the Fourth Fedium~-Term Econanic quicy‘Pro—
gramme are efféctively implementeds We refer here in particular to the competition
pelicy intended to strengthen the control of concentration and to eliminate artificial
advantages. Community initiatives along these linessghould be introduced rapidly.

Soor
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Intern 't lona 1 arments problems
piek] D

15, ”he qutloo“ for growth in the Communlty has been damaged by +the emergeéée
or persis te“ce of serjous international payments problems which affect the’ gcononxes
‘anq coaduct of ¢conomic policiea of lMember States in vanying degrees, :

The mzin problems are :

- the persistent OPZC current surplus and the imbalance in the digtributioq Ef
the counterpart deficits and capital flows ‘ ' '

~ the raintenance of wide divergences in Member States' external positions.

‘ 161 The current OliC surplus is tending to force savinrs'ahd invesfment out

of equilibrium in the world econo wy as a whole; this is inhibiting world: grov ¢h
‘begause it is stifling real demand and tending $o distort productive systems.

Ip addition, the imbalance in thé distribution of oil deficits engourages the
countries wlth the most precarious external positions to Pursue cautious donesuio

demand management policies in order 4o 1mprove th elr balance of pa. 'ments.

17+ - The size of the OPEC surplus or its coqntenpart in the form of a net 011
deficit in the Copmunity should not be considered as a term which is "given"
and cannot be changed, and the member countries must make every effort to reducc

it as quickly as possible.

Firsfly, the efforts to reduce dependence on externsl sources of energy,

which were begua during the oil crisis, must be pursued and intensified,

The second report on the achievemsnt of the Community's energy policy-
objeciives for 1985 irdicates that 2 reasona®le level of dependence on o*l
imports will po* be achleved unless there is vigilent maintenance of energy

saving ljeasures and vigorous development of alternative sources.,

./...
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" pegolition in most ‘of the member countries than has so far been the case.
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Thls objective must become a matter of priority in all the MNember otu,qu'
Use ¢r heavy fuel in electrical power stations must be restricted, in par tieular

by implementlng an eppropriaie energy pricing policy, encouraging the consiruc-

'tion of new pover stations which burn solid fuels, and uging coal in qxisting
power gtatxons.

The. ecarnring out of nuclear povcr prograrmes must be pursued w1tq “re +er

-

T Energy production from pources within the Communit’ myst be focilitated, a

genyine stratesy on coal supplies mist be established, intpa~Connunity enersy

Lo

trading myst be increased, end.the Community mugt improve itq relations w1*b toth

‘suppliers gnd other consumers,

In all these arcas, the Community should lend its ful} sqnncr‘ to the
Yepher States, o % that the many dlf;lC“)tl““ involved can be rapidly su:moquted.

Becondly, every effort must be mede to overcome the obstacles whib‘ nighs
'Qﬂrb the expansion of OPSC countries' imporis, while preparing tho ecenon ies of

o - . - S

member countrics to face the consequences of the indus 1allsat1qw of Ofuuo

In any case; whatever the efforts made, the OPIC surplus will remainlarge
for several years to come and canmnot be elininated as quickly as had originzlly
heen anticipzted, Do
l&. In the Fourth Medium-Term Zeonomic Poliey Programme the eK*Grnalequll ibriun
hweou1ve (1) =2t was to achieve a surplus of sore Q.55 to 1< of GIP in order to
promote the maintenante or the acceleration of tronglers, particularly 4o ceveloping
pountries, This guideline, which corrcsponds to eguilibrium or to a slignt deficit
en current acocunt should reamin a pediun-term objicotive, but, at emphasized in
the Frogramme "is conditional since it prcsupposes a faiprly strong deterioralion
in thq balance of payments position in some couniries outside the Community". Another

oonditlop get out explicitly and not schieved was that "the QPEC countries should

record a ocurrent account cquilibrium with the indusirailised c¢antr1¢s by lrfO"

w s
(1) Goqu, services and factor incomes

fooo
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The Prggramme addeu thmt "if £h 1s does not come about, the Co manity would

3

nge to tolerwte an even blgher deL1 it so as to malntaln the priority given: to

growth and‘fullwemplpyment".

Slnce the condltlons lald down lave not yet teen fulfllled,'the'Comnuﬁity
%bould not a@tewnt at prcuent to acnhicve equilibrium much less a surplus on
purrent acgount, especially as it is still far from its objectives on crowth
Fnd employment, ather it should follow the gnidelines laid dovm by the Fourth
?mogrémme ang aocept that the nrocess of bringing its talance of parmenis back

‘lnte equllibrln¢ will extend over a longer period, which negns accepvl g'a
vdqflqit for in ony case the next two or three years. o

19;;v If the Corpunity were, in faect, to seek the achievement of 2 surplus ot

gli éo#ts, this would mean in effect that Comnmunity probdlems vere bein g solved
‘pr*marlly by forolng other ;ndustrl lised countries, the Bast Turonecan count riqs
and the non-oil developing countries heavily into debi.This sqlution raises a nurlber
of difficult;es; particularly {the concentration of debt among predetermined .srouns
of cou‘trles, which have reached, in some respeects, the limit of tzeir solvency.
It is pr@bable thot this distribation of deficits and the corresponding indebtednes
vill not be accepied and that it will give rise to defensive reactions in ihe form
of beggar-my-neighbour devaluations with the attendant danger of firther twicts to
the inflationary spiral and recourse 1o proteciionist measures. Murthermore, ziven
the foreseeable trend of United States oil imporis, that country could well run up
a heavv external Qe;1C1t between now and 1950, Any attenpt by the UsA to cut b 3G
or eliminate 2ltogether this potential ceficit could have important consech‘nCos.

particularly in th ~area of exchange rates, growth and inflatioq.

In thig conte xt, it should be noted that too lurge 2 degree of 1rtity in
the United States' policy on oil impor’s consititutes a threat, because of the wvery

high pressure it would put on o0il resources and prices.

ofcoe
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"209 The commqnity's acceptance of an cvtbrnwl ceficit pr@supnoses that eneh a

. defiecit is financcd by adequate and stzble means which will allev1a»e the dif-
fioulties involved for the deficit countries. lore dba lanoed use 6f the varlols forns
of financing should be sought, with the emphasis shifting from nr;v@te funainp 16
financing by the INF and the Communitr. For the latter case, ex cisting instrhﬂenta
'should be strengthened and new kinds of facilities jintroduced, These means of
financing should ensure that the inevituble external deficits can coexist with ‘,
ex@h&n@ rate 'devclapmen s reflecting cdivergences in costs and prices. :

‘The Community's increased external deficit must not lead to 8 slowing'déwn
in ald to the poorest developing contries; on the contrary, this aid muat e
na@ntained qndnindeqd increased.

21, Wlﬂmtlng 8 gieﬁlolt will also help to ward off the. danger of a spreao,

‘af protoctionism, wﬁlch the Community must oppose energeticallys There must be
joint action to support the resistance of each country to ihterna; pressufes and
| to disaqaaa qther areas from following this COuroe. 1f, in s sone cases, defensivh
maaauven agazn&t dunping or pther unfair nr?ct;ces became inevatable, a temporaxv
and rpvnraibla Community solution should be preferred to the disorderly aaoptlon
ntAnational measures which could well he more lesting in charzecter,

22, The maintenance of an external deficit over the next few years and"‘the
grqdhal return, in g longer-tern perspective, to eguilibrium or a surplus on i
current accouni for the Commmnity as a whole must be accompanied by the reétauﬂ

" rotion of equilibrium within the Community. To this extent, the Fourth Programme's
recomnendation that cyclical trends be kept out of phase is still necessery end
‘oﬂpanaion effcrta must be grectest in the countries whose balqnces pf paymentﬁ
are currently ﬂatiafac~qu-

2}. Neverthelesw, given the 1nterdeﬂondance of Huropean economles, the support

action reeomnendcd rust be general and coordinated. It is the scale and nature

of the measures whncn must verys It must be realized that while the Federzal

Republic of Cormany has an important role to play in this plan, and also as
regards pwivate congumption, it cannot act alone. The German econory is parti-

oularly dependent on its exports, which, in 197G, represented 26.5% of GIP and

} ov%r'ﬁcﬁ of the added value of the agriculiural and 1rmustrial sectora.

o/oqo
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Furthermqre, eXPprts are of partloular inportance for the ecpansion 01 1nvestmewt,
" because tnev are concentrated on a nunmber of large industries Wllchaplqy a naJQr

rola 1n th;s connectlon.

Re&bverjvthrough:ipve§tm?nt

- Rhe A sustained and lasting improvement in investment by firmms requires the'
fulfilment pf certain conditions as regards the clln te of confldence, prof;ts
and demand.

25, ‘or the propensxty t0 1zvcst to reasc, the present climate of doubt &
-and unoertaintv must improve. It must be possible forplans to be made in'move

stable qondltions and against nore stable horigzons : sta bllltv as regardg external
pplic;es with & firm regnct;oq of protectionisn and grecter ef’ortu to co‘trol |
erratim exghange r@tq movewenuu, g ifirm statement of rovernmen+'s 1onger~term

intentiqns on key p011¢ies sugn as energy and the environment; monetary and o ‘
‘ budgetary poliqleu yiich comply with the obiective of rrouth w4th0uu inflatidn.' ;

'Impmoving the social consensus must also contribute to the Qlimaté'Ofwi‘:‘b

confidence; thls consensus must be sournht by vutiing into practice a 'whble SériééA
of re01procai sacrifices cﬂ.nd quid pro gquo arrangements wiich will prov1de a basis
for stablq attltuweb ana benav;our and a steady and ¢oreseeab1e p&ttern of developw
ments, '

3

‘ The climate of confidence will, finally be improved by 1mplementing at ‘
Cowmun;t level measures aimed at establisliyg sustained ang 1gst1ng gmowtn through ;

coorulnatlon of economic policies along the lines set out in this cocunent. ‘ | !

26, The trend of prof1tab111+J and incdebvledness in 1ndustry over recent Jears f
has certain implications likely {to iupede the growth of investment. Th¢re ruct :
firstly be continuing moderatioq in the rise in woge cogtse It would aléo‘be"

desirable to lool: ai measures to improvc +the concitions for’external*and’ihtefﬁal‘

'fingnciﬁg of firuse. ‘
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In order to achicve consistency within the Communily, there should b»
closer examination of & series of measures being looked at or planned in some

menber countries, such as

~ easing taxation of long-term capital gains, double taxation of dividends,

improving depreciation allouances, etc.
-~ including the effects of inflation in the calculation and taxation of profits

- promoting the uce of floating-rate loans or shortening the maturity of loans,

27. No proper recovery in investment will be achieved without an improvement
in the present state of demand and in the outlock for demand and without a
higher degrce of capacity utilization. As has already hbeen stressed, the

result is that cautious demend support aciion is proving necessaryion the
consumption side, especially in certain countries, bui interveniion by the
authorities who can help to siirulate invesinent through the budget, is also

needed.

28. Budgetary action may help to boost investment in three main wayss
-~ promotion of private invesiment,

- capital transfers to public or seni-public enierprises and to firms in vhich

the government has a holding,

- direct investment by the authorities.

L] . .

A1l this action must b2 viewed on a medium~term basis, taking account of
pectoral and regional requirements and the rajor consideravions represented
by changes in industrial siructures so as to create lasting jobs, regional

equilibrium, energy saving and the improvemeni of the environment,
The promotion of private investment is a possibility in the  present

context, but there may be doubts as to its effectivencss, its scale and how it is

{to be applied.

of oo
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Thinking along these lincs is being pursved in several Member States, but
& Community view is needed so as to ensure consistency among the options made
qulawoid fistortions of competition. The Economic Policy Committee will pursue
&tg‘qtudxgu.in this area, in particular with regard to the consultations’ held
‘on‘thh draft Netherlands law on invesiment 2id.

29. quérpmqnt backing for public enterprises and firmg in which the government
hag a holding has the advantage of allowing relatively rapid, controllable effects.
Further, the element of rigk inherent in investiment linked t0 certain structural
changqa ia someiimes so large that government a;d or guarantee is necessary if

nqw projeots are to be carried out.

Hera tpo, efforts are viewed on a medium—term basis and must be
concentrated om sectors with a particular leewsy to make up in the various ..
momber countries. Account must be taken, however, of the fact that room for.
manoeuvre var;es‘from country to countfy. Finally, efforts should be concen-
trated en produet;ve investment which meets demand, and distortions of competltlon
within the Community should be avpided.

30, Carrying out new infrastructure work in the form of school~building,

new hOprtals, etc, requires a very long period of preparation. The authorltles
should therefore concentrate on 1mp1ement1ng projects ready in the plpellne
which may have been held over duc to the long period of restrajint in public
investment, In this area too, the situation varies considerably from one Member
Sfate to enother. Of these measures, some will have direct impact on the budgnt
hoth as regards their ‘direct financing and their subsequent management. In other
cases, partial pr total covering of operating costs by the users may be env1raged.
It is to this latier type of operation that priority should be given. In this
context,Athere is the problem of greater autonomy regarding public enterprises’
charges and the flscal capacity of local author1t1es in flnan01ng local infra-
atruoture.

S
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The management of public budsot

31. The measures discussed earlier, as regards both investrsnt and consumption,
will have some impact on public finance, and some temporary deterioration of the
public finance situation must be accepted. In point of fact, it sheould be:
emphasizad'that the redressing of government financial baiances has been very
rapid, indeed too rapid in most of the member countries. It is not a question

of abandoning the medium-term goal of putting public finance on a sound fodt;ng,
but gimply sticking to the guidelines put forward in the Fourth Programme,

ﬁhipp said that a return to budget equilibrium must be parallel to improving
thé employment situation and redressing the externmal balance. Tco rapid a return,
in the present circumstances, would have deflationary consequences. As soon as
the effects of reflationary measures begin to make themselves felt, a reduction
;n the deficit would be appropriate., This would be largely automatic, with the
swelling of revenue, The high level of cavingsby firms and households should

make financing possible from leng-term savings, without posing any risk of
Qisequilibrium on the financial marketis, even if in some cases improvemenis must
be made to methods of collection and distribution. In any case, Irelepd, Italy
‘and the United Kingdom must observe the cocnditions set as part of the f1nanc1a1

assistance granted by the Coxmunity and the IMF.

32.  Government action should be integrated into the medium~term plaming of
public finance. In certain cases, the will to act has been frustrated by the
lack of properly-prepared plans. Article 6 of the Council Directive of 18 |
February 1974 on stability, growth and full employment (1) must therefore be
effectively implemented.

[ R

Specific emplovwon~ measures

-'T""‘T i

33. The problem of unemployment will burden the cconomies of the Gommuhity

th gsaveral years to come. Tachnical‘progreés will probably continue at A rapid

rate, vhich means that, as in the last twenty years, net job creaxlon will accrue

only at the ‘end of a complex process of destruction and creation, A lastlng

(1) "Each Member State shall draw up public investment programmes govering a
five-year periocd. Implementation of the programmes shall be in accordanance

with the requirements of current eccnomic activity, within the framework
of public expenditure™.

ofese
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, éoluiion to the employment’ probiem can be found only in sustained growth,
~ Specifiec emplcymnt measures cannot prov:de a total solutlpn, but they will
belp to alleviate difficnlties during a tranalta.onal period, A nwnbap of m“mg
ean be amriaagﬁq in thia area, aimed at s :

w improving the matcmng of the supply of laboun %o the demand,
= helping to create additional Jobs,
- distributins existing jobs in the best posmble my.

W mumntatlon of these measures must alweys be wiewed in the light
ct other geonomic policy requirements. For example, largemscalc job creatdion
in the publie ssctor poses finencing and therefore distribution problemss am' ,
artificial change in the capita,l/labour ratio raises difficulties in respect of
- sompetitivensssy reducing the working week has varying effects deperding on o
reciprocal arrangements accepted as regards incomes, . L T

Ra;;em;mg measures of this type can, however, also lead to considamblg
ogomm cqsta, for example through the excessive protection (dimctly or. a.nm ‘
d.j,mcﬂy) gf jebs which are no longer economically justified, -

In yeoent months, the member countries have variougly been introducing .
some of these measures, without a sufficient effort having been made at Comrupity
lewel to appraise the problem or find less costly methods.

J4.  Sectoral pnd occupational mobility, and, more generally, the matching qfr.
pupply and demend for lJabour will fall short of what is peeded. Even before

the erisis, many jobs could be filled only by very heavy immigration, at a time
uhan unemployment wvas already beginning to rise. There are st;Lll many un:t’illed
maac:.eﬁ,
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Geographidal mobility should be encouraged, for example by removal
premiums and by help with housing problems. But it would be a mistake to ignore
certain real obstacles, partxcularly of a sociological nature. A pollcy aimed
at correoting regional imbalances is still the best response to the very un°quél |
tﬁrritor;a; dlptr;butzon of unempxcyment. As regards sectoral and ocqupatxonal ’
mobility, action must be taken in meny directions 3 better vocatxonal tralnlng
and retraining during working life,"expansion°0f’employment services in order
%o hetter satipfy the requirements of jobfseekefs qnduempl¢yers, ipprovement '
éf working oonditi@ns, and the up-grading of manual work., ’

Bome of thesa measures involve significanti burdens for compan1es and .
the necessary efforts must be undertaken at Community level to svvid the declxne
in the copgpetitiveness of any individual country or of thevcommunlty ag a whole.

35. .Job creation is partly a function of the relative cost of capital end
labour, Wage restraint is therefore an essential prerequisitej other factors, -
which pay have affected this relationship 1o the detriment of labou; and toytpe
benefit of capital =~ for example policies of subsidizing investment or the system
of financing social charges -~ are also highly relcvant.‘More'detéileﬁ studies aré'
yrgently needgd on the influence of these different factors. These studies should
also review the effectiveness of employment premiums and consider the case for
linking inwestment premiume to the number of new jobs actually created.,
. N

Another 1mqutant question is that -of the future jopwcreatiqn‘capacity of
the tertiary secto& and in particular of the public secior. Particular attention
ghould be'?a;d to whether it is\possibla for the public sector to offer'tréining
gourses to young people.with a view to their subsequent integration into the
private sector. ' | ‘ -

36, Work-sharipg  measures (reduction of working hoyrs, lowering of the

retiring age, raising of the school leaving age) must be ;egarded'with'great

caution : arrangements of this kind gould well spread very rapjdly. They are

expensivé and, where they are irreversible, make lasting inroads into productive

potential. In some cases they can even be counter—produciive. In any case,

qpese measures phogld be applied only on a case~by-case basis and only where

the problems of financing 4nd redistritution that they pose for society es a whole
are borne clearly @n mind.

of oo
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A reduction in working hours could also be envisaged for certain unpleasant
trades or occupations. More generally, the long~term tendency observed for g.].l
workers might be anticipated. Some measures can be envisaged for overtime pay,
particularly during the recovery. Different systems could be adopted such as
compulsory compensation Wy days off or higher costs for companies, Care nust,
however, be taken to preservs the flexibility necessary for firms to operate
properly.
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