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Economit trends and prospects

Following a period with ccmparatheLy favourable growth performance
(3.4 % on average for the years 1976 to 1979)a slowdown of economic act1v1ty

is now underway 1n the Commun1ty.‘ As a consequence ma1nLy of the deftat1onary

- +mpact- of the 1979/80 01L prwce 1ncrease (estimated at 150% from end 1978
- to 1st July 1980) real gross. domest1c product of the Community is expected .

to decline from the first to the second haLf of 1980, but may for the year

“‘as a whole show an increase of about 1 5%.

: rThe cdrrent[y\atailable data suggest that the;expansionary‘forces
may regain a certain strength in'the course df"1981. Private cohsumction, whfch:
is Likely to stagnate in most. of'1980 should recOver~dnder the impactfof the acce~
Leration of real di sposable incomes resuLtmg fr0m a slowdown of price increases |
reaLtwe to nomma[ incomes. Moreover, the process of 1nventory adjustments , which
exerts a h'tghLy defLat ionary impact 'm 1980, should come to an end and be succeeded
in the: second half of 1981 by a more normaL rate of inventory format1on.

_Exports, notably to the OPEC countrwes.shoutd remain a factor of-buoyancy

both in 1980 and 1981. ~On the whole, the growth of gross domestic product

s expected to exceed 2% in the second haLf of 1981 but the average 1ncrease
over 1980 may amount to only 0.5 to 1%. These forecasts are, however, the

aggregate result of relatwvety d1vergent grOwth performances within the

‘Commun1ty, w1th United K1ngdom expected to see a dec{1ne of GDP both in

1980 and: 1981, whereas other Member States will experience more buoyant

conditions.

G1ven that the sLowdown of economic growth co1nc1des w1th a reLat1veLy

Large, in part demographfcally determined, jncrease in the Labour force, an

\'_extens1on of unemptoyment is unavo1dabLe despite the fact that shortage of

- sk1tled Labour remains in many branches.

/\)

The price increases for raw materials and fuels are now being

‘refletted strongly on the retail price level; in some Member States, this has

. sparked off a new wave of c0mpensatcr§ income adjustments,'whereas others '
have succeeded to some extent 1n stemming the secondary effects. “For

 the CDmmunwty as a whoLe, the deftator of prwvate consumption 15 expected

to rise by more ‘than 12 % in 1980 (partly refLectwng, however, increases in

1nd1nect taxes). In. the course of next year, the rate of prfce increases
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‘ ‘; fshoutd get back into swngle fagures but may for the year -on average €ever
LR 51980) rema1n above ?0%. The d1fference between the lowest and the h1ghest
n*“”**f “fnflation rates shoutd be reduced somewhat. compared. to the 15 percentage .

: “ﬁﬁlﬂﬁs expected’for/1980, but: the - undertying rate of 1nflat1on*ueutd rema:n
©‘S-points higher {n. Italy and the United Kwngdom then the. Community . average,
and 3 1/2 po1nts h1gher 1n Ireland '

ST T hvgh degree "of d1vergence would seem: l1kely to preva1L in the ge
; .Q’ffmebd‘of general: government borrowing requ1rements, expected to- -amount- to.

e &eﬁxme to -12%: ameP in: Ireland and Italy ‘and around 8% in. Betguum, u1th the ™ ;if
h mﬂyaverage exceedmg GXo o e L L g R e B L

41?““’2f1 o -.For the’ Cammunwfy as a- uhole, the def1c1t on the current external
accoun@t % expected to exceed 28 mrd ECU in 1980 and to decrease to sone
22 wd ‘ECY in 1981 (mcludmg an estimated mpact of the oil price: mcreases
: ’“decaded in June 1980). Two countries . (France and United K1ngdom) are .

g “expEGted to see a sharp 1mprovement in the1r current externat batances,
Awhereas, on present policies, the other countries would seem hkely to
«-exeer1ence only Little change or (1n the ‘case of the Netherlands) a ,
“deteriaration. The “current. external def1c1t of Germany is expected tc e
amount to about half the totat deficit for ‘the cOmmunwty both in-1980 and

T 1981- its fwnanc1ng is not expected to present major problems, whereas the .
deficits envisaged for Denmark: 4% of 6op),Ireland (7 %) and LW
aegggum (sx ) are a ‘source of preoccupat1on.,uraa : '
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" Policy issues for the Community "~ - . . -

i ; Once agawn the Commun1ty 1s confronted w1th the econom1c
'consequences of a maJor 1ncrease in the pr1ce of owt, creat1ng new balance of
payments dvsequ1L1br1a, acceLerat1on of inflation, add1t1onat structuraL
problems and real income loss for. alL c1t1zens. Moreover, a surpLus is .
_expected to remain for several years on ‘the current account of the batance of
payment of ‘the owl-export1ng countr1es 1ncreas1ng thereby cons1derabty the
tasks to be sqlved by the 1nternat1onal monetary and bank1ng system..

: . /%4 _ _ S s .

, In the opinion of the Commission, the Community is not necessarily

.condemned to an extended per1od of economic stagnation. However, a balanced
economic growth and a strengthennng of emptoyment opportun1t1es cannot be
. obta1ned at the present rates of - 1nfLat1on. A reduction in the rate of 1ncrease
in pr1ces and-wages is: therefore a main cond1t1on for a Last1ng 1mprovement
'of economwc prosepcts. Given, moreover, the gravity of supply constraints in the
field of energy, the pers1stent shortage of skitled Labour 1n key. growth
“sectors and the obsolescenée of parts. of the capital stock, a temporary sLow-
_down of the rate of expans1on of econom1c activity seems unavo1dabte. Enter—
,pr1ses and consumes need some time to adJust to a new set of relat1ve costs
gand prices and attempts-to force through a stronger r1se in demand would carry
.a. heavy risk of acceleration of- 1nflat1on, addvtwonalconstra1nts on- supply of

" oil and other raw materials and external f1nanc1at d1ff1cuLt1es.

The Comm1ss1on 1ns1sts, 1n part1cular, upon the 1mportance of the for~-
mulatmn and 1mpLementat10n of a vigorous energy pohcy as a support. of growth Such
T a pol1cy, aimed notabLyat energy saV1ng and 1ncrease of domestwc energy pro-'

M duct1on, should be accompanled by -a, strengthenwng of the structural base of
hthe economy through' an increase in the 1nvestment propens1ty and suppLy

or1ented poL1C1es.

The Community is now faced w1th the danger that strongLy dwvergent
’pr1ce and wage movements may reduce its cohes1on in a pervod Wwith maJor
chaLLenges. The rates of price 1ncreases in member countries, which in Apr1l 1979
ranged from 3. 3 to 13.9% over a yearearlier, 1n April 1980 ranged from 6 to
22%. Rat1os of pubL1c sector def1c1ts to GDP are, in some countr1es, two to
three times Larger than the Commun1ty average. In some countr1es increases in
relative unit Labourcostshave resuLted in a deter1orat1on of the external accourt
in addition to- thé 1mpact from the oil pr1ce increase. The. dwvers1ty af price

de veuopments, budget batances and external balances 1s sucn that the generat

: pot1cy gu1det1nes for the Community must be 1nterpreted for each 1nd1» dual

~II-/IIB
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ANember’State-infthe‘tight\o%3its speciatfsituation ahdhpossibilities.o

in the opinion of the Comm1ss1on the need for a raptd reductton
of the degree of d1vergency Just1f1es a certa1n rankwng of priorities in ;/”‘ ,
Member States' econom1c poL1cy. In countr1es uhere generat econom1c conditions: -
-as descrwbed above diverge s1gn1f1cantly from the Community average, h1ghest |
pr1or1ty must be given to measures of adJustment. Such measures should reduce o
‘ aggregate -demand through reduction in government borrou1ng requ1rements, but .
should also remove factors of inflation: ‘and external’ d1sequ1t1br1um operating.
on the supply swde, such as product1v1ty and cost conditions. Guack resutts 3:,p’i»
‘are. dwff1cutt to obta1n in this field but all poss1b1l1t1es to dampen the pr1ce/
wage sp1ra[ shoutd be expto1ted. A higher degree of convergence of price/
. Wage: movements in the Communwty woutd in part1cutar be facilitated if the ru(es o
of operatvon of the strong formal or 1nformal 1ndexatvon mechanwsms, whwch
ex1st in some Member States, were modwfved 1n such a way as to exclude the
effect of external price shocks or other temporary factors Like increases
in indirect taxat1on W1thout reducing the level of protectlon of -the Lower.
f1ncome,groups. Such measures,of economic ad;ustment would partly 7mprovesthe o .
“overall - ‘external position of the Commdnity,~and partly be reflected in the eiternal
accounts of other member countries, where fundamental conditions are more stabte. s
The Latter countrves should be ready to accommodate the consequences, on the1r
baLance of payments, of adjustment pot1c1es correspond1ng to the general obJect1ve

of - reducmng dwvergence w1th1n the Commun1ty.‘ S e e

oy , A dect1ne, recently started, of ‘short=term 1nterest rates- would

- favour the possikle recovery, wh1c., on- the basis of avavtable ev1dence could
start towards the end of 1980. Such a decl1ne should be- cons1stent w1th the '
money supply targets of. Member States..As 1nterest rates reftect expected )
rather than actuat rates of 1nfatTon, 1n add1t1on to 1oternat1onal 1nterest~ _'
rate differentials, a declwne in. short~term rates coutd be the. f1rst sign
of a: change SHE pr1ce expectattons and would at, the same twme asswst the sLow-
down of. price 1ncreases through a reduct1on of the f1nanc1al burdens on the
ehterprwse sector. Long-term rates. on the whale are Likely . to decline more

"QtONLV than short-term rates aLthougH a major . reduct1on of. 1nftationary

expectatwons could lead to a swwft change also in th1s f1eLd
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‘ thle the bas1c pol1cy stance 1n most Member Stafes appear s‘
| ‘appropr1ate in view of the c1rcumstances, a certa1n flex1b1l1ty may be .
requ1red in the face of the uncertawnt1es concern1ng cyclical developments
‘over the- com1ng\year. A major recession could do cons1derable damage to the

~economy in terms both of real performance and of accelerat1on-of cost pressures.

In case ‘the slowdown of econom1c growth over the com1ng months should prove more

pronounced than h1therto foreseen, governments should. therefore be prepared

5at least to accommodate the budgetary consequence of a loss of tax rece1pts.r

¢
e N

- To conclude there 15, thus, no cred1ble alternative to -

Sma1nta1n1ng the present pol1cy stance for the Commun1ty as a whole. A certa1n
flexibility in demand management would, however, be called for if the- slowdown
of act1v1ty 1n 1980 and 1981 proved to be much more pronounced than now - '

4env1saged Member States with h1gh budget def1c1ts and/or external f1nanc1al

problems shoutd in any.case pursue efforts to reduce 1mbalances w1thout delay. s

More emphas1s should be given in all countr1es to. supply policies and, notably, an

\fpolwcies to econom1se energy and reduce dependence upon’ imported owl.

Close surveillance and coord1nat1on of economic pol1cy w1th1n
. the»Commun1ty - notably of monetary pol1cy in the framework of the EMS - rema1ns

ﬁ a key element in stab1l1sat1on efforts and ¢ould contr1bute 1mportantly to a

slowdown of the rate of 1nflat1on and to a reduction of the degree of 1nflat1on

d1vergence, necessary conditions for a strengthenlng of longer-run prospects

for growth and employment.
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