COMMISSION
OF THE
EUROPEAN COMMUNITIES

General

for Econormic and Financial Affairs Repoﬂ of the Group of expewts

“on secforal analyses

SECTORAL CHANGE

IN THE EUROPEAN ECONOMICS,
FROM 1960 TO THE RECESSION

Brussels, January 1978


Phil
Text Box


COMMISSION
OF THE
EUROPEAN COMMUNITIES
REPORT OF THE GROUP OF EXPERTS

ON SECTORAL ANALYSES

Directorate—~CGeneral
for Economic and Pinancial Affairs

SECTORAL CHANGE IN THE EUROPEAN
ECONOMICS, FROM 1960 TO THE RECESSION

This report has been prepared by a group of independent
experts set up by the Commission.\Nevertheless, the opinions
expressed therein are the responsibility of the Group alone
and not of the Commission or its staff,



COMPOSITION OF THE GROUP "SECTORAL ANALYSES"

Chairman

R. MALDAGUE Commissaire au Plan,
Bureau du Plan, Bruxelles

Members of the Group

A.G. ARMSTRONG Professor, Department of Ecenomics,
University of Bristol

C. D'ADDA Professore ordinario di Economia Politica,
Universitd di Bologna

M. DOLLE Chef de division "Etudes des Entreprises"
I.N.S.E,E,, Paris

J.A. HARTOG Prefessor, Nederlands Econometrisch
Instituut, Erasmus Universiteit, Rotterdam

A, TANTAZZI Professore, Universitd di Bologna

H. VAN SEBROECK Conseiller au Plan, Bureau du Plan,
Bruxelles

E. WARTENBERG Chargé de mission, Institut national de la
Statistique et des Biudes économiques, INSEE,
Paris

Secretariat

G. SPERANZA, Ph. GOYBET, S. ABOU of the General Direction for Economic and

Pinancial Affairse.



FOREWORD

In 1976, when a group of independent economic experts was entrusted with the
task of studying the main characteristiocs of sectoral developments in the
economies of the Member States since the setting up of the Commen Market, the
Commission showed its concern as to the development of methods of economic
analyses which should allow a better understanding of the sectoral consequences
of the recession. Since, during the course of the Year 1977, the situation
deteriorated in many sectors, the urgency ef this task has become even mere

apparent,

Furthermore, the Commission wanted to bridge the gap between the general macro-
economic approach of the problems and the specialised studies made in individual
sectors whilst the coherence between the aims of macroeconomic objectives and the

choice of sectoral policies cannot be ensured.

The work carried out by the group and published in this report constitutes a
first attempt to meet the requirements of the Commission.

The large statistical documentation collected and analysed, the conclusions drawn
as to the sectoral impact of the Common Market, as to the clese link between the
rate of growth, the opening up to external trade, the eorder of magnitude and

the efficiency of mutations are very important for the analysis of the problems
which have to be solved by the Community.

Efforts must certainly be continued and numerous questions, which in this report
have been posed or hardly been raised, must be examined further.

The role of the tertiary sector, which is of growing importance in the industria-
lised countries, yet not well known, the financial aspects and the agents of
sectoral mutations, the sectoral impact of accelerated industrialisation in certain
developing countries are also subjects to be dealt with.

May I, at this stage of our work, express my thanks to my colleagues, members of
the group, for the quality of their contributions. I should also like to underline
the essential role of the Secretariat at each stage of the study and in the

preparation of the final report.

R. MALAGUE
Chairman
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INTRODUCTION

Appearing at the time the Community was confronted with the
most serious economic crisis since its inception, the fourth
medium-economic policy programme, covering the period 1976—80,
fixed as its prime objective the return to full employment to
be achieved via a strategy aimed at vigorous, sustained growth
and lower inflation. This strategy could not succeed without

a recovery in investment and a gradual restoration of the main

internal and external equilibria.

The results achieved in the first two years covered by the
programme raise serious doubts as to whether the Community can
in fact attain these targets. The revival in economic activity
in 1976 has lost vigour in 1977 and has not been accompanied by
a simultaneous recovery in investment. The employment situation
deteriorated further in 1976 and in the early months of 1977.
Moreover, despite some headway made in a number of countries

in bringing down inflation, the overall situation in the Com-

munity is still disturbing where inflation is concerned.

The persistent nature of this situation means that the crisis
facing European economies can no longer be put down merely to
a single cyclical factor. As the fourth programme points out,
the root cause of the recession is the rapid and inexorable
rise in inflation, the structural components of which owe
their existence to the economic, political and social changes

that have taken place during the last twenty years.
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Moreover, a number of the new factors that have contributed to the
worsening economic situation in the Community are having,
or will have, a far-reaching impact on Member States' economic

structures;

- scarce and dearer fuel is obliging firms
and households, often at the insistence of the public autho-
rities, to make more extensive use of energy-saving measures.
Investment programmes made necessary to ensure the more
rational use of imported oil have been accompanied by schemes
for generating nuclear energy and for discovering new sources

of energy;

- the constraints arising out of the need to tackle imbalances in
the trading account and the effects of the world-wide redistri-
bution of income are making for a greater transfer abroad of
real resources, together with a reshaping of certain export

flows to new areas;

- the continuing trend towards the relocation of raw-material-proces-
sing units in close proximity to raw-material sources or
towards relocating production units in lower-wage areas
threatens to undermine the already precarious position of a

number of industries in the Community;

- the preoccupation with the natural imbalances brought about
by poorly controlled industrial growth entails compliance
with stricter pollution requirements and the development of

production processes compatible with environmental protection;

- lastly, the extension of structural unemployment resulting
from the discrepancy between the pattern of workers' skills
and the structure of job vacancies, from workers' reluctance
to move to other areas and from the consequences of the
increased use of capital per employee in industry, accentuated

by higher investment in rationalization schemes.
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The list of the constraints with which European economies have to cope high-
lights the drawbacks of an exclusively macroeconomic approach, whether it be
to the assessment of the factors that led to the recession or to the solutions
1o be adopted.

Full employment, the key to which is still the restoration of a rapid and
sustained rate of overall growth in production, cannot be achieved once again
without the implementation of specific policies, However, analyses of sectoral
changes in job creation and destruction and of how there are related to growth
and capital accumulation in the different branches of the economy are needed

before such policies can be formulated.

Conversely, there is a danger that the serious difficulties besetting a number
of industries will prompt particular rescue operations which may eventually
prove an obstacle to the necessary adjustments in the production system and

thereby impair the potential for future growth,

The growing pressure on governments to protect home industries - though so
far held within reasonable bounds — does show that this is a real danger that

cannot be ignored,

In view of this situation, the Commission appointed, in early 1976, a group of
outside experis to be conduct a preliminary study of M"sectoral" developments

in Member States. It soon became clear that a study of this type posed a great
many statistical and methodological problems. Although a number of member countries
had undertaken quite systematic studies in this field, the subject had been all

but ignored at Community level and very few harmonized sectoral statistios were

available, at any rate prior to 1970,
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This state of affairs determined the group's terms of reference.
Before examining the relative situations that obtained during the
crisis in the different sectors of the economy - on which,
incidentally, only meagre amounts of information were available -
the group found that it would need to analyse developments
peculiar to the branches of the national economies since 1960
and hence to devise a methodology for its studies and to assemble

the basic statistical series.

At this time, the experts were concerned mainly with collating
the figures, essentially those available for the period 1960-73,
processing them and interpreting the economic performances
recorded for the different sectors. This report uses only some

of the information collected.

The study takes in six countries: the Federal Republic of Germany,
France, Italy, the United Kingdom, the Netherlands and Belgium;
it has not been possible, in this initial phase, to extend the

study to the three remaining member countries.

The European economies have been divided into 26 branches, with

the following breakdown:

branch: agricultural products;

branches: energy products;

branches: intermediate products;

branches: equipment products;*

branch: food, beverages, tobacco;

branches: products for current consumption;
branch: building and civil engineering;

branches: market services;

1
_ N &= =0 W

branch: non-market services.

* The term "equipment goods" is used in this rapport to mean investment

goods and consumer durables.
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*
At the level of each branch, the experts compiled generally on a

national basis, the 1960-73 time series for the following variables:

- value added at current prices, at 1970 prices;
-~ occupied population;

- investment by ownership branch and producer branch at current
prices, at 1970 prices;

- capital stock at 1970 prices;

- goods exported and imported by the branches at current prices and at
1970 prices.

As the figures available had been rearranged according to the

basic nomenclature chosen, the group was also in possession of the

1970 Community input-output tables for the six countries in

question.

Attention should be drawn to the difficulties encountered in
harmonizing the data collected, the shortcomings of the statistical
series in a number of countries, the unresolved methodological
problems in the case of certain data such as capital stock and the
limited usefulness of level~by-level comparisons as in the case

of productivity. Monetary and financial aspects (profitability

and sectoral financing) were also not tackled, for lack of

information.

The "data-bank" that has been created, can none the less, be

an extremely valuable tool, provided it is handled properly.

In spite of the imperfections of the means of analysis, a quite
detailed picture was obtained of the scale of structural trans-

formations in the economies of Europe in the last fifteen years.

¥ In a certain number of cases, the secretariat of the Group made its

own estimates in order to complete missing series,
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The sectoral adjustments are seen to be closely linked to rapid
growth and to a situation of near full employment, neither of which
can be looked at in isolation from the favourable circumstances
obtaining during that period: extensive foreign investment in Europe,
low energy and raw material prices, a virtual monopoly, shared with
the United States and Japan, in trade in manufactures, and relative
price and exchange rate stability. Generally speaking, this free
interplay of market forces, coupled with overall demand management

policies sufficed to allow the necessary changes.

The original Member States covered by the study all took advantage

of this favourable environment, pursuing economic growth and adap-
ting their structures to the requirements imposed by the economic
developments under way without coming up against any major adjustment
difficulties. The United Kingdom was the odd man out, following a
slower rate of growth that did not enable it to offset the slowdown
in activity in traditionally strong sectors by rapid growth in a

sufficient number of substitution industries.

The main features of the adjustment process are, none the less, the
same in all the countries, the sole difference being the scale of

adjustment.

There was a general movement towards alignment of supply structures
characterized mainly by the shift in the structures of countries

with a strong agricultural tradition (Italy, France, Benelux) towards
the structures obtaining in the Federal Republic of Germany and in
the United Kingdom, which were somewhat more advanced structurally

at the beginning of the period in question.

The most salient feature of these changes is the convergence in the
structure of the components of final demand: uniform patterns of
expenditure share by European households on food, equipment or services; a de-
crease in specialisation in the export field,. at least as regards the pro-
duct breakdown applied in the study and the similarity in the order

of priority accorded in each country, with the exception of Italy,

to productive investment and to investment aimed at boosting produc-

tive capacities and improving infrastructures, this similarity being
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both the cause and effect of the changes.

The result is that, in many cases, we find the same sectors
spearheading growth (petroleum products, chemicals, electrical
equipment, motor verhicles, telecommunications) and the same
sectors experiencing slow growth or decline (agriculture, textiles,
clothing, solid fuels), but the growth industries, which exist in
all the countries, though on a varying scale, made a positive con-
tribution at all levels to general economic expansion. Being
largely export-oriented, they increased their rates of capital
accumulation and created a substantial, number of Jjobs while
sustaining a rate of productivity growth in excess of that in

the economy as a whole and holding price rises at a level well

below the average rate of inflation.

After this period of broad-based growth, the EEC countries are
approaching the 1980s in much less favourable conditions. The
difficulties in bringing about a sharp recovery in economic acti-
vity stem from the persistence of inflation that is not yet under
control and, in some countries, from heavy external deficits. The
fear of a further spurt in prices and worsening external dis-
equilibria makes it less likely that vigorous growth policies
will be adopted. The pursuit of structural adjustments, which

are even more necessary as a result of the changes in the economic
environment referred to earlier, would thus appear to be jeopar-
dized by the lack of any prospects of a buoyant recovery and by
the obstacle of the highest unemployment rate ever recorded in

the Community since its inception.

It would seem, therefore, that active policies to encourage
changes now need to be drawn up, but the impact of the changes
under way on the different sectors of the econeomy still has to

be measured.
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GENERAL BACKGROUND TO THE CHANGES

Rapid growth

Between 1960 and 1972, the years spanning the period between the
establishment of the Common Market and the energy crisis, the countries
in Burope or at least those making up the Community of the Six enjoyed
a period of very rapid expansion. The gross domestic product of the Six
in volume terms, increased by factor of 1.9 (5 % annual growth), while gross

domestic product in the United Kingdom rose by half (3 % annual growth),

For the Six as a whole, the expansion in activity also followed a
comparatively regular pattern: the downward swings in the economic
cycle in some countries (the Federal Republic of Germany in 1967,
Ttaly in 1964 and 1971, and the Netherlands in 1966) coincided with
sustained upswings in others, and so the Community as a whole did not
go through any marked recession during that period, the annual growth

rate of GDP never falling below 2.8 % (recorded in 1967).

The years 1974 and 1975 marked an important turning point in that as
a result of common external factors, a greater degree of interdepen-
dence and hence, as will be seen, a tendency towards relative struc-
tural alignment, the countries in Europe were hit by a simultaneous

recession.

Throughout this period, the United Kingdom could not match these
countries' performances, its annual growth rate ranging between 2 %
and 3 % except for brief upswings in 1964 and 1973, when the growth rate
approached 6 %,

Near full employment

The rapid growth in production was accompanied, until 1973, by rela-
tively full employment. Taking the Six and the United Kingdom together,
unemployment rose from 1.500.000 in 1961 to 2.200.000 in 1973. And yet,
as a percentage of the labour force, the unemployment rate, which
stood at 1.5 % in 1961 and 2.1 % in 1972 with a peak figure of 2.% %
being recorded during the 1967 recession in the Federal Republic of

Germany, remained fairly low for the period as a whole.

Two facts should be noted: high unemployment in Italy (as an average

for the period) due to a lack of new jobs to cater for the widespread

migration out of agriculture, and a gentle rise in unemployment from
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1670 onwards in a number of countries (France, the Netherlands) despite

a sharp increase in the occupied population.

The employment situation has worsened drastically since 1974, with some

4.500.000 people out of work in 1975.

Substantial growth in international trade

Growth in the Six's foreign trade was extremely rapid, with an increasing
proportion being accounted for by intra-Community trade. Between 1960 and
1973, the volume of the Six's exports climbed at an annual rate of around

9.7 %, x

equal to an increase of 12.2 % incurrent prices.

At the same time, trade in goods between the Six expanded at an annual

*

rate of 15.6 % in money terms, compared with a rise of 9.8 % in their

exports to the rest of the world.

The foreign trade of the United Kingdom, which,in 1960 had the most export-
oriented economy of the major European countries, with exports accounting
for around 20 % of GDP as against 1% % for France and Italy and 18 % for
the Federal Republic of Germany, grew much less rapidly. Exports rose by

no more than 5.2 % in real terms between 1960 and 1973.

As the countries of the EEC became more extensively involved in interna-
tional trade, capital began to flow on a wide scale across Community
frontiers. The Community was also an extremely attractive area for foreign

investment, particularly US-investments.

Table 1: Foreign trade
Exports of goods and services Imports of goods and services
Share of] Real in-]Share of]l Share off Share off Real in- J]Share of]Share ol
GDP in { crease |GDP in | GDP in | GDP in | crease GDP 1973]| GDP in
1960 | 1960-73 {1973 1973 1960 | 1960-73 {(1960- 1973
1960=100{ (1960~ | (current (1960=100]prices) | (current
prices | prices) prices)
D 18,1 311 31,6 21,1 15,9 33] 29,6 17,6
F 13,2 372 2h,1 17,2 11,6 416 23,7 16,6
I 13,0 386 26,1 18,6 14,9 364 28,4 22,0
UK 20,k 193 26,9 23,1 21,6 195 28,7 25,9
NL** 48,5 280 - L7.6 47,5 250 - Wi 2
B 37,k 325 64,5 54,6 37,8 308 62,0 51,7

*%* The figures in the
and the figures in
and not 1960-73.

According to figures expressed in EUR,

first and fifth

columns refer to 1963,

and not 1960,

the second and sixth columns to the period 1963-73,

the period 1960-70 and to US g 1.25 in 1973.

with 1 EUR equal to US g for
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L., Significant shift in the pattern of internal uses of GDP

The sStructure of GDP use for the Community of Six plus the United
Kingdom underwent quite marked changes between 1960 and 1973,

Table 2 below gives the changes in the major components.

Table 2 Use of GDP (the Six + United Kingdom
1960 : 1973
Volume |Volume Price [Value
index structure| index |structure
% 1960= |% 1960 1960= %
100 prices 100
Final consumption .
of households 63,2 | 178 62,8 178 60,0
Collective
consumption 13,1 160 11,7 238 14,6
Gross fixed -
capital formation 20,7 201 23,3 179 23,0
Change in stocks 2,6 -~ 2,2 - 1,8
Balance of trade
in goods and 0,3 - 0,0 - 0,7
services
GDP at market
rices 100,0 179 100,0 185 100,0

The most significant d:velopments are:

- the increase in the share of investment in both money and real
terms;

- the relatively slower growth of the final consumption of households;

- the increase in the share of collective (public) consumption in
money terms;

- an external balance that remained in surplus throughout the
period (except in 1963 and 1964).

Investment

The share of investment in GDP rose from 20,7 % in 1960 to over

23 % in 1973, A number of factors contributed to this rapid increase
in investment:

- Greater demand for productive investment to satisfy:

- a rapid expansion in activity and the more capital-intensive
nature of production processes stemming from technological
developments;
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. the need for rationalization resulting from keener competition
and the increase in relative labour costs;

. the sectoral and regional restructuring of the production
apparatus in connection with the growing shift in the production
process towards external markets, the substitution of energy
and raw material sources, and the changing pattern of demand,
particularly in favour of services;

- a sharp increase in public investment tc satisfy the needs
arising in connection with:

. transport and communication infrastructures;

. public infrastructures in the fields of health, education,
culture and leisure;

- a significant expansion in residential construction due to the

inadequate and obsolescent nature of the stock of dwellings at

the beginning of the period.

Fall in the share accounted for by the consumption of households

In all the nine countries of the EEC, the fall was relatively small
(around 0,6 % between 1960 and 19732) at constant 1960 prices but
more marked (5,1 %) at current prices owing to the divergent trends

of consumer prices and GDP prices.

Nevertheless, per capita consumption rose at an average annual rate
of around 4 % at constant prices. At current prices, per capita

*
expenditure on consumption almost trebled, from 880 Eur in 1960

to 2.440 Eur* in 1973.

This sharp increase in private consumption was accompanied by a
marked shift in its structure, with the share of expenditure on
food or certain current consumption items shrinking in favour of
services and durable goods. This shift provided a boost to the

sectors manufacturing household appliances or intermediate goods

that were the most dependent on technological developments.

*¥1 Eur = US § 1 for the period 1960-70; 1 Bur = US g 1,25 in 1973.



Collective consumption

The growth in money terms in collective consumption expressed as a pro-
portion of GDP (which, for the Nine as a whole, rose from 13,1 % in 1960
to 14,6 % in 1973) reflects the increase in general government services
that,in large part, is attributable to the functioning of the infra-
structure (health and education in particular) set in place in the
period under investigation. It is also a measure of the increase in

general government employment in all Community countries.

The majority of member countries experienced, for the most part, the
same changes in the pattern of final demand but an analysis of the
country-by-country developments reveals different growth strategies

which had an impact on industrial structures (see Table 3).

France, for instance, underpinned growth by stepping up investment on
a much larger scale than any other European country and this enabled
it to match in money terms, and to exceed in real terms, the share of
GDP devoted to gross fixed capital formation in the Federal Republic

of Germany.

And yet, France had to secure this increased capitalization by importing
the capital goods that were not available on the domestic market, and

this led to a persistent trade imbalance in these sectors.

By contrast, Italy met the consumption requirements of households mainly
by allowing its investment rate to fall. This did not, however, prevent
an extremely sharp increase in exports without, however, improving its
trade balance in goods and services, which continued to show a struc-

tural deficit in 1965/66 and 1968/69.

Similarly, the United Kingdom ran a persistent trade deficit, except in
1966 and in the period from 1969 to 1971. In spite of fairly substantial
investment,. given the sluggish growth rate of the Rritish economy, the rate

of investment in the United Kingdom was easily outdistanced by that in France

and Germany and indeed, in money terms, lagged »ehind the rate recorded in Italy.

Lastly, the Benelux countries experienced a movement towards alignment

that brought Belgian structure more closely into line with those in
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the Netherlands. The share of all components of Dutch GDP fell to make room
for a rise in public (collective) consumption, the price deflator of which
increased more rapidly in the Netherlands in ten years (from 1963 to 1973)
than in the other countries in thirteen years (from 1960 to 1973). By contrast,
Belgium, which at the outset had a pattern of final GDP use highly geared to
final consumption, adjusted very extensively the uses of its production 80 as
to promote investment and, in particular, to bring about a mar.:ed improvoment

in its external balance.



m . - ) o o saotad
00T | 991 00T | g3t 00T 00T| (88T) (00T)| (£4T) 001 00T mca. 00T | 9yt 00T Jongeu e ggp |
P A S90TAJSS pue spood
62 - gte - nto-l  #'¢ - (et - 0'T g'e- - g't- - ¢'1- UT edueleq epe.g
‘1 - LT - T'o- g‘t - (6'cm) - g'¢ 9°1 - 61 - 2te S3203s ut efueyp
- - ; ot . ‘ uorjewroy 1eytd
9°Te | QT | 86T | ceT| <61 o've| (2l (2°s2)i (ngT)t o'wz | g6l 061 002 | Q4T | #*91 -85 paxXTr mwouw
. A . . . . ~ . . 3 . . “ o uotidunsuos
94T | 781 T'¢1 661 ©°21 279T) (04e)] (v*TT)i(g2T)y H'4t ¢l 6ce §'at el §'91 5AT300T 700
- . . e 5 - - spioyssnoy jo
9'65 | gaT | 6'2y | eet| t'gd  wiss| (i) (0°6%)| (99T)| £'gs | €‘e9 98T} w'n9 | nt 99 uotydunsuos Teutg
untdteg SpueTIay3ay WOpIUTY porrup
c i . N sedtad |
00T | g6T 00T 2ot 007 00T 481 00T 70< 001 00T LT 00T 8T 00T jevIEw 1B QD
b - $5. - 28T ‘ - ‘ - . ‘ - ‘ - . S80TAI®S pue spood
¢ ¢te 61T 9‘0 7'0 9't Gte 0'2 22 uT souereq epeiy
i
2'¢ - - 91 ¢te - o't . - g% 0°1 - i'e - gz S3003s ut 9fueyy
: \ §
. i ; » , , uotrjewIoy Teq1d
6‘oz| Loz L ofoz | 2T ¢'zd  o'w2| ey | sz | 89¢ i gfoe| é'we 04T} T'62 | 481 | 2*we -e5 poxT Ssop
uorzdwnsuod
cntigoz | g'or | 291§ g'ey  w'¢T| gfz| w'or | g6 | cier 9'¢T teel stotr | 2lt |6'or S.,wﬁmioo
- . - . spioyssnoy jo
T'9 143t o'89 | eoz] ¢'sd  9'es] zst| s'og | soz| ctog| otuc 9T 465 | gLl | 6'66 wot3dunsuoo Teurg
% % XspuJ % % Xaput % % Xoput
dnTeA |X3puT| swnToa| awny % { ontea|xspur | suntoa| suwny % anTeA|XdpuUT | swnToal swny %
onIlg |901agfjonasg -o *jona3g| 901ag |*3ona3g -op *30NIIG{9DTI] |*30oNIgg -op
6T 0967 ¢ L6T 0961 46T 096T
ATe3T soueag Auewaan Jjo orrqnday Tedspayg

STSATeUR LJI3Unco-Lq-AI3unon - dd» 3o asg

¢ 9TqEL



PART B

SECTORAL DEVELOPMENTS

1960 - 1973
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B-1 CHANGING PATTERNS OF ECONOMIC ACTIVITY IN THE DIFFERENT SECTORS

1.Main features

GDP growth was by no means uniform in the six countries studied; while
the original member countries in question enjoyed growth rates ranging
from 4,5 % to 5,5 % between 1960 and 1973, the United Kingdom's perfor-

mance during the same period was only 2,4 %.

Growth rates also differed from one sector to another. Far from presen-
ting a homogeneous pattern, economic activity was marked by industrial
decline, the virtual disappearance of some sectors, and the emergence
and growth of other sectors. As a result of these contrasting trends,
the structure of the production facilities of the European countries

concerned was quite different in 1973 from what it had been in 1960.

Examination of these changes reveals trends common to all the countries
and divergences stemming from the countries' economic structures at the

outset and from the macroeconomic background to their development.

One of the things the countries have in common is that if their sectors
are arranged in order according to growth rates achieved - in a sort of
"league table' - the results vary very little from country to country

at any rate in the breakdown used for this study (20 to 30 sectors de-
pending on the country concerned). With this breakdown, the fastest-
growth sectors almost invariably included the following: petroleum pro-
ducts, chemicals, plastics, electrical or electronic equipment, precision
instruments, the production and distribution of electricity and gas, and,
in the services sectors, communications and financial institutions.
Likewise, the slowest-growth sectors included as often as not the fol-
lowing: agriculture, solid fuels, and the textile, leather and clothing

industry.

As a result of these sectoral changes production structures in the Euro-
pean countries concerned came to resemble one another more closely and,
in particular, the substantial lead enjoyed by the Federal Republic of
Germany has been cut back. Although less marked, the structural dispa-

rities were, none the less, still substantial on the eve of the crisis.
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Although these developments were convergent, their scale differed very
widely between countries. The growth rates in the sectors undergoing
the most rapid changes were substantially higher than in the sectors
experiencing a relative decline, the gap ranging from around O % to

9 % (average annual rate) in the large countries and from around O %
to 14 % in the Benelux countries. The contribution made by the diffe-

rent sectors to overall growth also differed widely.

It would therefore appear that, in view of the almost uniform trends
in demand, of technological developments and of the substitution pro-
cess between energy sources and between raw materials, all of which
were factors that compelled the countries concerned to adapt their
production structures, the reaction on the part of the European
economies was also determined to a large extent, by purely national

situations.

The differing circumstances obtaining at the beginning of the period
in question, notably the more advanced industrialized structures of
the Federal Republic of Germany and the United Kingdom, and the other
countries' determination to catch up in certain sectors (equipment
goods in Italy, France and Belgium, iron and steel in Italy)
hampered adjustment as did a number of special factors such as exploi-
tation of the gas fields in the Netherlands and the scale of foreign

investment in Belgium.

There was, however, a very close link between the scale of the
changes and the rate of overall growth. The countries enjoying

the highest growth rates were also those in which changes in the
production apparatus were most far-reaching. Conversely, the United
Kingdom experienced both slow 8rowth and insignificant changes in

its production structure, and these changes were a matter more

of the disappearance or very rapid decline of certain industries than

of the emergence of pace-setting industries.
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2. Analysis of the changes

This analysis has been based on time series (1959-74) for added value
at current prices and at constant prices (base year = 1970) in a number
of sectors, ranging between 19 and 26 depending on the country in

question.

With a view to limiting interpretation errors due to cyclical fluctuations,

only three-year moving averages have been used.

The added value data for all the countries have been computed at market
prices, except in the case of the United Kingdom, where only calculations
at factor costs could be carried out.* Lastly, it was not possible to
obtain for the Netherlands and Italy a breakdown of equipment goods

industries tc a level comparable with that for the other countries.

This chapter will first describe the production systems in the different
countries at the beginning of the period under investigation and will
then examine the changes that took place from various angles: classi-
fication of the sectors by growth rate and their contribution to overall
growth; country-by-country comparison of the scale of changes (analysis

at current and constant prices).

*%
2.1. Production structures in 1960

At the beginning of the period, production structures in the diffe-
rent countries concerned differed appreciably. While the energy sector,
the building and construction sector, and the general government sector
occupied roughly the same place in the economy, the share of agriculture
in economic activity ranged from 4 % (United Kingdom) to over 14 %
(Italy), the share of manufacturing from under 30 % (Italy, Belgium)
to over 40 % (Federal Republic of Germany) and the market services sector
from around 30 % to just under 40 %. Two countries, the Federal Republic
of Germany and the United Kingdom, already possessed a powerful industrial
structure, particularly in the sectors that were to be very favourably
influenced by the trend in demand, namely chemicals and plant and machinery
(metal processing, agricultural and industrial machinery, electrical
engineering and motor vehicles, together with shipbuilding and aircraft

construction in the United Kingdom.

* The main effect being that the shares accounted for by certain branches
(0il industry and food, beverage and tobacco industries) were underesti-
mated since these branches bear a high proportion of indirect taxation.

**Cf, Tables 4-7 at the end of Chapter B-1.
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Italy, with its strong agricultural sector and weak industrial structure,
particularly in the equipment sector lies at the other extreme. France is
to be found in a mid-way position characterized, where its industrial

structure is concerned, by a relatively larger consumer goods sector.

Belgium has a large market services sector and, within industry, a very
weak plant and machinery sector. Lastly, the weak points in the Netherlands,
which has an average level of industrialization, are the intermediate goods
sectors, particularly the steel industry, which is only half as big as in
the other countries, the strong points in the economy being the

food industry and electrical engineering.

2.2. Sectoral growth

Classification of the sectors according to their average growth rate
(cf. Table 1) reveals widespread similarity in the relative performances

of industries in the different countries of the Community.

The growth industries include those geared to intermediate consumption:
energy products (with the exception of solid fuels), chemicals, rubber and
plastics, minerals, and, in the services sector, telecommunications, and

banking, finance and insurance.

All the industries producing equipment goods also enjoyed very rapid
growth, particularly those in electrical engineering and electronics. By
contrast, in the major steel producing countries - Germany, the United
Kingdom and France, the average growth rate in this branch was unimpressive
although it must be remembered that the reference is to relative growth and
that, whereas the United Kingdom managed an annual growth rate of 0,4 %,
France and Germany achieved rates of 4,8 % and 3,8 % respectively. The
other countries exceeded these low growth rates in the steel industry, the
figures being 8,2 % for Italy, 7,3 % for Belgium and 7,0 % for the Nether-
lands. Conversely, the lowest-growth industries are the ones most directly
linked to final consumption (food, beverages, tobacco, textiles, clothing,
restaurants, cafés, other market services, non-market services). The sole
exception is the motor vehicle industry, which, in all countries, was one

of the main driving forces in the economy.

Thus, the share of the textiles, leather and clothing branches in added
value in manufacturing, which, in 1960, ranged between 10 % in Germany and
16 % in Italy and Belgium, fell in all the countries, with the exception of

Italy, where it remained virtually unchanged. In 1973, this sector of
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TAELE 1 INDUSTRIES IN SIX COUNTRIES: "LEAGUE TABLE'" OF GROWTH
(average of 1960-74 annual rates, industries arranged in descending
order)
D F UK

b3

63
33

Ll
82
8k

23

46
6l
62

86

32
31
83

41
42

85
21

Precis.instruments,
data process.equipm.
Rubber, plastic
Chemical products
Crude and ref.petro-
leum, natural gas
Electrical equipment
Communications
Banking, finance,
insurance
Electr.,gas,water
Motor vehicles
Other means of transp.
Industrial products
Paper, printing
Building and civil
engineering

*H R
Other market services
Non-market services
Food products
Minerals,building mat.
Ores, iron and steel
Trade services
Transport services
Metal products
Agricultural and in-
dustrial machinery
Agricultural products
Textiles, leather,
clothing
Hotels and catering
So0lid fuels

L
b5
33
b3

23
22

L2
82
3

6L
Lé
41

63
84

86
83

62
81
31
85

61

O

Electrical equipment
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Chemical products
Precis.instruments,
data process.equipm.
Electr., gas, water
Crude and ref.petro-
leum, natural gas
Agricultural machinery
Communications
Minerals,building mat.

Other industrial product}

Other means of transp.
Metal products
Building and civil
engineering

Rubber, plastic
Banking, finance,
insurance

Other market services
Trade services

FHK

Paper, printing
Transport services
Ores, iron and steel
Hotels, catering
Food products
Textiles, leather,
clothing

Non-market services
Agricultural procducts
Solid fuels

22

L3

z
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63
23
82

84
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L3
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62

81
L2
61
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leum, natural gas
Precis.instruments,
data process.equipm.
Chemical products
Rubber, plastic
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dustrial machinery
Agricultural products
Other industrial
products

Other market services
Building and civil
engineering

Trade services

Paper, printing

* X%

Food products
Transport services
Metal products
Textiles, leather,
clothing

Non-market services
Hotels, catering
Ores, iron and steel
Other means of
transports

S0lid fuels
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clothing
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Non-market services
Transport services
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Food products

Paper, printing
Hotels, catering
Other market services
Building, civil
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Other means of
transport

Trade services
Textiles, leather,
clothing

Agricultural products
80lid fuels
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activity still accounted for 10 % of industrial activity in France, the

United Kingdom and Belgium.

A somewhat inconform pattern of development is to be-seen in agricultural and
industrial machinery in Germany, whose performance (2,7 % growth annually)

was much less impressive than in the other countries. This is the industry
that manufactures non-electrical plant and machinery , i.e. mainly

machine tools and other industrial machinery of a mechanical nature,
Admittedly, Germany enjoyed a substantial lead over its pariners in this sector,
which in 1960 accounted for 5,5 % of its economy's total added value as

against 2,9 % in France, 3,5 % in the United Kingdom and 1,5 % in Belgium.

By 1973, the shares were higher in all the countries (4,1 % in France,

3,8 % in the United Kingdom and 2,3 % in Belgium), but the share in Germany

had dropped to 4,6 %.

The disappointing performance in this key investment sector, where compe-
tition became much keener, is reflected in the trade figures: the share
of German exports of agricultural and industrial machinery fell (at 1970
prices) from 24,2 % in 1960 to 18,3 % in 1974 whereas the share of cor-
responding French exports rose during the same period from 7 % to 10 %.
The situation in the United Kingdom evolved along lines similar to that

in Germany (20 % in 1963 as against 17,3 % in 1974).

An important point, however, is that this development was attributable in
Germany to a shift in activity towards other types of plant and machinery
(electrical machinery and equipment). Overall, the percentage of German
added value accounted for by equipment products rose from 16,4 % to 16,9 %,
a figure much higher than that achieved by the same sectors in the partner

countries.

A further example of a development peculiar o one country is afforded by
the negative growth in the United Kingdom in the branch "other means of
transport', i.e. railway plant and equipment, aircraft comstruction and
shipbuilding. Here too, a long-standing dominant position was undermined
by international competition. The percentage of total added value in the
United Kingdom accounted for by this branch fell from 2,7 % to 1,7 %
while the percentage in the other countries -~ much lower at the outset -
rose slightly (from O,4% % to 0,5 % in Germany and France, and from 0,5 %
to 0,7 % in Belgium).
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2.3. Contributions of the various sectors to overall growth

Listing the sectors in order of growth tells us nothing about their
impact on overall growth: owing to their weak position at the outset, a
number of very rapid growth sectors contributed less to overall growth than other
sectors that experienced slower growth but made a greater contribution to

economic activity in 1960,

Table 2 measures such contributions to growth by calculating, for each
industry, the difference between it value added in constant prices
value at the end and at the beginning of the period and by expressing this

difference as a percentage of the economy's total added value.

One point to be noted is that the growth in the services sector contributed
as much as, if not more than, goods to overall growth in three countries,
the United Kingdom (52,4 %*), Italy (50,6 %) and the Netherlands (48,8 %),
whereas the figures for Germany, France and Belgium ranged between 42 %

and 43 %.

Growth in Germany was attributable largely to the rate of expansion in manu-
facturing, the key sector being equipment products. Taken together, the
four manufacturing groups (intermediate products, equipment products, food
products and current consumption products) accounted for 43,2 % of growth
in Germany as against 36,5 % in France, 33,7 % in Italy, 34,1 % in the
United Kingdom and 30,0 % in the Netherlands. Manufacturing played an
equally important role in Belgium as in Germany, but this owed a great deal
to the steel industry, which alone accounted for more than 5 % of growth in

Belgium as against the 2 % generally recorded for the other countries.

At individual industry level, the most significant differences are discer-
nible in agriculture, the extremely sluggish rate of relative growth of
which explained why, despite a sizable contribution to overall added value,
the figures in France (2,4 %) and in Italy (3,6 %) were also low. Equipment
products made a minor contribution to overall growth in Italy and the
Netherlands while the energy sector in the Netherlands played a very im-

portant role, with market services being a determining factor in the

*This figure, however, should be a little higher, since as given here it
relates to added value at factor costs, which underestimates the contri-
butions made by the energy and manufacturing industries.
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United Kingdom and Italy.

The percentages obtained for non-market services are by no means uni-
form. They must be interpreted with caution as they are very much a
function of the,at times,quite arbitrary methods used in the countries

concerned to allocate this sector's growth in money terms between

prices and volunme.
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TABLE 2 CONTRIBUTIONS OF THE BRANCHES TO GROWTH (1960-73) AT 1970 PRICES
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The comparison in Table 3 between structures in the year at the
beginning of the period, average annual growth in real terms and
the contribution made by the main categories to growth gives a
composite picture of the interaction between the growth and rela-

tive importance of the branches.

The conclusions that can be drawn from the comparison shed light

on the different comments made in the above paragraphs:

- the bulk of the growth achieved is, generally speaking,
accounted for by same groups of industries in all countries,
these being in order of importance:

(i) intermediate products;

(ii) equipment products;

(iii) energy products, except in Germany and the United Kingdom;
(iv) market services, except in Germany and Belgium;

(v) building and construction, except in Italy and Belgium.

The special cases relate to the contribution to overall growth
of the expansion in non-market services in Belgium and gocds for

current consumption in Italy and Belgium.

- the spread of growth rates between branches varies significantly,
being narrow for Germany and, above all, the United Kingdom and
wider for the other countries. These factors will determine the
scale of changes in real terms in each country's production

structure.
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2.4 Scale of sectoral changes: analvsis at 1970 constant prices

Measuring the scale of the changes that have taken place in European
economies since the start of the European integration process raises

the problem of the choice of a specific indicator of '"change'.

The factors that make for changes in the structure of added value are
two-fold: the relative growth rate of each industry and its contri-

bution to total added value at the outset.

There is a third factor, namely the number of branches into which the
economy is broken down. Clearly, the more detailed the breakdowm,
the more substantial the changes since many of the factors going into

the larger aggregate will already have\cancelled each other out.

The indicator chosen is yielded by calculating for each sector the
difference between its shares of GDP at the beginning and at the end

of the period and then by calculating the arithmetic mean of the

absolute values of these differences {this will need to be an average
percentage over three years in order to eliminate cyclical fluctuations).

The following results were obtained:

Changes in real terms

D F I UK NL B
NMumber of branches 11 11 11 11 11 11
Averange change 0,41 1,47 2,03 0,63 1,32 1,77
Number of branches 25 26 19 27 22 27
Average change 0,54 0,84 1,17 0,56 0,83 0,95
Classification 6 3 1 5 4 2

This table reveals the impact the breakdown has on the average indicator
of change; although, in both cases, the order of classification from the
country experiencing the most markec changes to the country experiencing
the least marked changes is the same (Italy, Belgium, France, Netherlands,

United Kingdom, Germany), the order of masmitude differs appreciably.

- Germany is the only country to have a higher indicator of change if the
economy is broken down into 25, and not 11, branches;
- the United Kingdom has the same indicator with a 27-branch breakdown

as Germany;
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- the indicators for the Netherlands and France are also clogely matched
and are a great deal closer to the average German indicator than in the
case of an ll~branch breakdown;

- Belgium and Italy likewise moved much closer to the Community average.

It will be observed from the above remarks that classification into 11
branches corresponds to a disaggregation of the economy into homogeneous
groups by allocation of the products listed in them and that there is, on
the one hand, the conventional subdivision into agriculture, energy, manu-
factures, building and public works, and services and, on the other hand,
within the industrial sector proper, groups of products intended for inter-

mediate consumption, investment or final consumption,

The low average index for Germany in the case of the ll-branch breakdown
signifies that average growth in each branch was of the same order of
magnitude as average growth in the economy and hence that "heavy" structures
in Germany did not change in fifteen years -~ this was also true of the United
Kingdom. By contrast, if a more detailed breakdown is applied (25 branches in
Germany, 27 in the United Kingdom), the conclusions reached for these two
countries differ radically; the United Kingdom finds itself with an even lower
indicator of change while the indicator for Germany is over 25% higher:

within the homogeneous groups, structures in Germany thus underwent a much
more marked transformation, with a shift away from agricultural and industrial
machinery, and textiles to high-technology sectors such as chemicals and

electrical equipment.,

In this way, an immense difference comes to light as regards the sectoral
dynamism in each of the two countries which at the outset were the most highly
industrialized. The structures in Germany, already more advanced than those

in the other European countries, adapted to the trend of both domestic and
international demand while those in the United Kingdom remained more resistant
to change, gradually losing their traditional predominance in certain

industries without making way for new structures.

The structural changes in the other countries were all very consistent, being
far-reaching changes geared to modernization. The size of the agricultural
sector in France, Italy and Belgium fell bv 3.2, 4.6 and 4.2 percentage points
respectively while the size of their manufacturing industries increased by 3.7 '
5. and 6.8 points respectively. In the Netherlands, the emergy sector was the
growth leader, its share rising from 3.8 % of the economy at the beginning of the
period to 6.2 % at the end. In all these countries, except Italy, the services

sector contracted by about 3 percentage points in relative terms.
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The overall impact of these developments was to bring structures more closely

into line with structures in Germany, at least where the ll-branch breakdown
is concerned. If the same type of indicator as that used to measure changes
is applied as the "alignment'" index and if each country's structures are
compared with structures in Germany, the following results are obtained:

Average discrepancy between each country's structures and those in Germany

B T T NL B
Beginning of period 2,0 3,2 2.4 2.8 2.3
Fnd of period 1.5 2.3 2.2 2+3 1.6

In view of the similar pattern of developments identified in each of these
countries (with the exception of the United Kingdom), the table above shows
that, generally speaking, the structures of the countries in the EEC are

tending to become increasingly harmonized.

2.5 Sectoral changes in money terms

A1l the measurements carried out so far have been based on data for added
value calculated at 1970 prices., Their validity thus depends on the quality
of the price index used to deflate current values or on the possibility

of calculating data in real terms directly. Both approaches raise serious
difficulties in the services sector, which accounts for between 40% and 50%

of added value.

By applying the same type of change indicator as described above, we are
able to measure changes in the added value at current prices of each branch

in the fifteen years under review.

Changes in money terms

D F I UK NL B
Mumber of branches 25 26 19 27 22 27
Average change 0,94 0,75 1,0% 0,73 1,13 1,06
Cl ificati i
e i K g o ' i
"Change'" indicator
in real terms 0,54 0,84 1,17 0,56 0,83 0,95
Classification in 6 3 1 5 4 2

real terms
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Here, the "League table'" looks quite different. Although the United Kingdom
is still the country with a low indicator of change, it is joined by
France, which here is outdistanced by Germany. Italy falls back from lst

place to 3rd place and the Netherlands jiumps from 4th place to lst place.

This somewhat paradoxical result reflects the differences in relative srowth
rates when measured in real terms as compared with the measurement in

money terms.

Germany and the United Kingdom: +the relative growth in goods and services

is identical while the growth in money terms in the services sector is
almost twice as fast as that for goods. This affects the breakdown of

added value in money terms.

France: The more rapid relative real growth in goods than in services is

offset by a more rapid growth in money terms in services than in goods.

The Netherlands and Belgium showed the same pattern of change as France,

but the changes in real terms were not offset by those in money terms.

To sum up,the analysis of the sectoral changes in added value yields a
fairly consistent picture of a steady process in which supply structures
adjust to demand conditions, although this picture is much more valid for
the original Member States than for the United Xingdom. Measurement of

the scale of changes is highly dependent on the degree of breakdown used,
and with a study based on 40 branches Germany would possibly have the
highest average indicator of change. It is, however, evident that the
structures in the United Kingdom are extremely rigid as regards both real
changes and changes in money terms, and this hampers the country's capacity

to respond to new economic requirements,
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TABLE 4 - RELATIVE SHARES OF VALUE ADDED 1960 — CURRENT PRICES

D 1 K * NL B
AGRICULTURAL PRODUCTS 5.4 9.2 14.1 4.0 8.6 6.v
<uSRGY PRODUCTS 6.0 7.0 5.3 5.5 5.7 7.2
of which: Solid fuels 2.3 1.2 .o 2.7 1.3 2.7
Crude vetroleun/refined nate pas 1.3 3.9 .o 0.2 2.1 2.2
Blentricity, ras, water 2.4 1.9 .e 2.5 2.3 2.4
INTERMEDIATE PRODUCTS 8.6 7.6 7.0 7.4 5.2 7.1
of whichs Ores, iron and steel 2.8 3.1 2.% 2.7 1.4 3.0
¥inerals, building material 2.3 1.7 2.4 1.7 1.5 2.5
Cremicals products 3.5 2.8 2.5 2.9 2.3 1.7
PQUIPMENT PRODUCTS 15.8 11.3 6.6 14.4 10.3 6.6
of which: Metal products 4.7 2.5 2.9 “e 1.7
Acrice z»d industr. machinery 4.8 3.4 4.8 3.6 e 2.1
Prec.instr.,data process. equipma 0.4 0.6 0.6 .- 0.7
“lectrical equipm. 3.2 1.9 2.6 3. 1.3
ator vehinles 2.3 2.1 1.8 1.7 0.5 0.¢
Other means of transport 0.4 0.6 ‘ 2.8 . 0.9
FO0D, DRINK, TOBACCO 6.7 5.9 5.9 3.5 V.4 7.6
CURREN? CONSUMPTION PRODUCTS 9.2 9.4 8.4 8.5 9.0 7.9
of which:Text.,leather,clothing 4.3 4.7 4.5 4.0 2'1 4.t
Paper, printed material 2.4 2.1 1.4 2.6 :'; T'f
Rubber, plasties 1.0 1.0 2.5 0.6 0. c.2
Other .ininctrial prodncts . 1.5 1.6 1.3 .5 1.4
TOTA4L MANUFACTURING INDUSTRY 40.3 34.2 28.0 | 33.7 31.8 29.2
BUTLDING AND CIVIL ENGINEERING 7.5 7.8 7.6 6.3 7.0 6.5
Transport services 4.6 3.9 6.1 7.2 2 8.6 5.6
Communication services 1.5 1.3 ) 1.9 ) 1.3
Trate services 13.7 13.0 12.1 13.0 - 12.2
27.4
Other market services 13.5 14.5 16.4 17.1 21.4
of which: Credit; insurance 2.3 .. 3.0 3.9 &.9 ..
Hotels ancom. catering A 2.7 1.6 1.9 1.2 i
L. Other mar-et services Ne€eCeuw - .o . .. e
TOTAL MARKET SERVICES 33.3 32.7 3.6 39.2 36.2 40.4
Non-market services 7.5 9.1 10.5 11.3 10.7 9.8
TOTAL SERVICES 40.9 41.8 45.1 50.4 L6.9 5C.2
TOTAL 100.0 100.0 100.0{ 100.0 100.0 100.0

* United Kingdom: gross value added at factor cost.
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TABLE 5 - RELATIVE SHARES OF VALUE ADDED 1973 - CURRENT PRICES

D

w *

F I NL B
AGRICULTURAL PRODUCTS 3.0 5.9 8.1 2.9 5.8 3.6
ENFRGY PRODUCTS 46 6.2 | 5.3 65 6.1 5.6
of which: Solid fuels 0.9 0.4 1.2 0.2 0.4
Crude vetroleun/refined nat. gas 1.2 3.8 0.2 3.5 2.5
Flectricitv gas. water 2.4 2.0 3.0 2.5 2.7
] I
TNTERMEDIATE PRODUCTS 1 7.8 7.3 6.8 5.6 6.5 8.3
of whinh: Ores, iron and steel 2.1 2.5 2.0 1.7 1.4 3.5
Minerals, builling material 2.1 1.9 2.0 1.5 1.5 2.1
Cremicals products 2.5 2.9 2.8 2.5 3.7 2.7
EQUIPKIENT PRODUCTS 16.0 12.4 8.5 12.9 9.2 7.9
of which: Metal products 3.5 2.5 |¢ 242 .o 2.1
Arric, and industr. machinery 4.3 4.0 I 6.3 3,7 .e 1.9
Prec, instr.,data process. equipmd 0.8 0.8 |¢ 0.8 e 0.1
Flectrical ecuipm. 3.9 2.2 P 2,4 3.2 2.0
Tiotor vehicles 3.0 2.5 | 55 1.7 0.5 1.2
Other means of transport 0.5 0.5 b e 2,0 .e 0.6
FOOD, DORIXNXK, TOBACCO 4.9 4,7 4.1 3.1 5.2 4.5
CURREN'? CONSUMPTION PRODUCTS 8.0 8.5 7.5 6.0 7.4
of which:Text.,leather,clothing| 2.9 }-2 ‘1' g; ;g -:’;
Paper, printed material 2.7 2. . . . .
Rubbe;, plasties 1.0 9-9 ( 3.0 0.9 0.5 0‘§
Other .ininstrial prodncts 1.3 2.0 P 1.3 1.4 1.
TOTAL MANUFACTURING INDUSTRY 6.7 32.9 28.3 29.0 27.0 28.1
BUTILDING AND CIVIL ENGINEERING 8.4 9.6 7.8 7.6 7.8 7.4
Transpurt services 3.6 3.4 ; 5.4 6.9 7 4 6.7
- o
Communication services 7.9 1.6 1 2.5 1.6
Trale services 12.6 1.6 1.2 m.s3 17.6
. 31.9
Other narket services 18.2 19.2 22.6 20.9 5 18.5
of whichs Credit, insurance T e b7 2.7 4.1 T
. — . 1.3 2.9 1.7 1.9 1.0 .o
Hotels arcomm. rateringe
Qther rarket seryices naeacy i ] il i il b
TOTAL MARKET SERVICES 36,2 35.7 39.1 41.6 39.3 43,9
Non-market services 11.0 9.7 11.4 14.4 14,0 1.5
TOTAL SERVICES 47.4 45,4 50.5 6.1 53.3 55.3
TOTAL 100.0 100.0 | 100.0 | 100.0 [100.0

* United Kingdom: gross value added at factor cost,
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TABLE 6 - RELATIVE SHARES OF VALUE ADDED 1960, AT 1970 PRICES

D F 1 UK * NL B
No BRANCHES i
1 | AGRICULTURAL PRODUCTS 4.1 8.9 12.3 2.8 7.5 7.8
2 ENERGY PROTUCTS 5.0, 5.5 4.6 5.0 3.8 4.5
21| of which: Solid fuels 2.1 1.1 e 2.6 1.3 2.C
22| Crude vetroleun/refined nat. pary 0.9 2.9 . 0.2 1.3 1.5
231 Flectricitv, ras, water 2.0 1.5 ve - 2.2 1.2 1.5
3 | INTERVIIDIATE PRODUCTS 7.2 6.1 5,2 5.4 4.5 6.5
31} of whichs Ores, iron and steel 2.2 2.6 1.5 2.4 1.3 2.3
32| Minerals, building material 2. 1.5 2.0 1.3 1.6 2.1
33] Chemrizals products 2.4 2.0 1.7 1,8 1.7 1.%
4 | BQUIPMENT PRODUCTS 16.4 9.1 6.3 12.9 9.0 5.7
41| of which: Metal products 4.4 5.2 2.7 .. 1.5
42| Aeric. and industr. machinery 5.5 2.9 ; 5.1 3.5 .. 1.5
43] Prec.instr.,data process.equipmsd 0.4 0.6 |) 0.5 .o 0,1
44| Electrical equipm. 2.9 1.5 2.0 2.4 1.4
45] Motor vehirles 2.7 1.6 1.2 1.4 0.4 0.7.
46] Other mean:z of transport 0.5 0,4 ' 2.7 .. 0.5
5 | FOOD, DRINX, TOBACCO 5.6 5.6 4.3 3.1 5.7 5.8
6 CURREN} CONSUMPTION PRODUCTS 9.0 8.6 T.7 8.1 7.1 Ta 5
61| of which:Text.,leather,clothingq 4.3 4.1 3.8 3.5 3.1 4.4
62} Paper, pr-nted material 2.6 2.2 1.4 2.7 2.1 1.5
631 Rubber, plasties 0.7 0.8 1) 2.4 0.6 0.4 .3
64| Other .in“uctrial products 1.4 1.5 ) 1.3 1,9 1.2
' TOTAL MANUFACTURING INDUSTRY 8.2 29.4 23.4 29.6 6.3 05,7
T BUILDING AND CIVIL ENGINEERING 8.2 8.4 10.4 6.6 6.9 1.4
81 Transport services 4.0 4.C 7.2 5
82| communication services 1. 1.2 2y 8.2 1.4
83| Trate services 13.0 11.1 10.4 11.1 12,15 | 14.5
Other market services 16.6 18.9 19.0 19.8 22.3 21.3
841 of which: Credit, insurance 2.3 . 3.3 4.3 4.0
85 Hotels z2rmomm, ratering ]’7 303 l-oé 2-3 1.4 e
86] Other marcet services nsesce 00 X i .o .o .o
TOTAL MARKET SERVICES 35.0 35.2 35,0 39.9 42.4 43.3
9 [NON-MARKET SERVICES : 9.6 12,7 14.2 16,1 12.9 9.8
1
TOTAL SERVICES 44.5 47.9 | 49.3 56.0 555 5302
TOTAL 100 100 | 100 100 100 16C

* United Kingdom: value added at factor cost.

.. data non available or not comparable.
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D F I UK * T B
Neo BRANCHES
1 AGRICULTURAL PRODUCTS 3.1 Seb 7.8 2.9 fal 3.7
2 | ENERGY PRODUCTS 4.9 6.6 6.1 4.6 6.2 £.2
21| of which: So0lid fuels 0.9 0.3 .o .1 0.2 0.4
22| Crude petroleun/refined nat. £8s 1.5 4.1 .o D3 3,3 2.8
23] Flectricity, ras, water 2.5 222 .l 102 2.4 i
3 INTERMEDIATE PRODUCTS 8.8 T.3 T.2 543 6,8 9,8
31| of which: Ores, iron and steel 2.4 2.3 2.2 1,8 1,5 4.1
32| Minerals, building material 2.2 1.9 2.) 1,6 1,5 2.3
33| Chemicals products 4,2 3,0 249 2,8 3,8 3.3
4 EQUIPMENT PRODUCTS 16.9 12.9 8.0 12,1 9,6 5.3
41] of which: Metal products 3.7 2.6 ) 2.3 2.5
42} Agric. and industr. machinery 4.6 4.1 g ¢ 3.8 . 2.3
. : 5o O
43| Prec.instr.,data process. equipm. 0.9 0.9 0.9 o 0,1
44| Electrical equipm. 3.9 2.4 2.7 3.4 2.4
45| Motor vehicles 3.3 2.6 2.0 1e7 0,5 1.4
46| Other means of transport 6,5 0.5 - o .
5 FOOD, DRINK, TOBACCO 5.5 4.7 4.6 3.2 5.1 53
6 CURRENT CONSUMPTION PRODUCTS 8.6 8.1 8.5 8.0 6l 8.1
61| of whichtText. ,leather,clothing 3.2 3.3 4.0 3.0 2.0 3.6
62} Paper, printed material 2.7 2.1 1.5 2.7 2.3 1.7
63 | Rubber, plastics 1.2 0.9 |} 3.0 1.0 0.6 0.9
64 | Other .industrial producte 1.5 1.9 1) 1.4. 1.3 1.9
TOTAL MANUFACTURING INDUSTRY 39.8 33.1 28.4 30.6 27.7 32.4
T BUILDING AND CIVIL ENGINEERING 8.2 9,6 Te5 £.8 7.4 7e5
81 | Transport services 3.4A 3. 6.9 £.0
0,2
82| Communication services 1.¢ 1.¢ 2.5 8.0 1.4
831 Trade services 12,4 11.6 12.0 11,2 13.7 12,4
Other market services 16.7 19.1 ?21.5 21.4 18.0 19,2
84 | of whichs Credit, insurance 3.0 . 4.0 5¢5 2.4 ..
85 | Hotels accomm. catering 1.2 2.9 e 1.9 1,2 .
86 | Other market services nNeeeCe
8 | TOTAL MARKET SERVICES 34.6 36.0 | 39.7 42,0 39.7 39.0
9 NON-MARKET SERVICES 9.6 9.1 10.5 13.1 12.9 11.1
TOTAL SERVICES 44.1 45.1 - 50.2 55.1 52.6 50.1
TOTAL 100 100 100 100 100 160

* United Kingdom: value added at factor cost.
«s data non available or not comparable.
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Bs2 ~ FOREIGN TRADE

ls Changes in foreign trade

The increase in the share of foreign trade is the most fundamental change

to have occured in the Eurepean economies over-the last fifteen years. Exports
have been oene of main engines of economie growth for the EEC countries and
there is a- close relationship between the fazter expansion of certain sectors

of the economy and their export pérformances.

Over the same period, imports also increased sharply: according to the
circumstances, this trend went hand in hand with the growth of domestic
production (frequently the case in equipment goods sectors) or, by a

substitution effect, added to or even caused the decline of the sectors

involved (for example substitution for the primary forms of energy, etce)s

The accel erated expansion of trade was mainly accounted for by the sharp
rise ingoods movements, Thus, for the EEC as a whole Yhe overall

volume growth rate of exports (73/60) was 8,8 % per annum, but the

rate for goods was 9,2 % as against 6,7 % for services., The share of
services in total exports generally fell in all the countries except those
where the implicit price index for exported services increased much more

rapidly than that for exports (France, United Kingdom).

Goods and services share * in exports (current value)

D F I UK NL B

TABLE 1 -
1961 1973 hoe1|1973]1961 [1973 hostl1973{1961|1973]1501] 1977

Exports of goods |88,4 (92,8 [85,7|83,5|82,386,2 [72,4[71,9|77,3|84,5|86,6{E7,3

Exports of servicedtl,6| 7,2 [14,3[16,5|17,7|13,8 27,6(28,1|22,7|15,5] 13,41 12,7

Total 100 | 100 {700 |+co [100 [100 OO [1P0 [100 [100 [1CO (100

* The relative shares are values smoothed over 3 years e.ge 1973 is
average for 1972, 1973 and 1974

However, because of the lack of sectoral data on trade in services, the

comments which follow will relate only to trade in goods.
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Very rapid growth in foreiem trade, but a degree of involvement in the

international market which varies with the country

The increasing involvement in international trade which is a feature of the

period is clearly shown in the global results recorded in the table below.

Volume and value growth rates of exports and imports of goods and of GDP

{Average annual rates, not smoothed)

TABLE 2 Value (national currency) Volume Elasticity(volume]
1973/1960 {1973/1960 197'5/1960lw 73/60 | 73/60 | 73/60 | Exp/GDP |Imp/GDP
Exports | Imports GDP Export?Imports GDP
D 10,4 9,7 9,0 9,6 10,0 4,6 2,1 2,2
F 12,7 13,4 10,7 §10,4 11,4 546 1,8 2,0
1 14,3 . 14,0 10,7 12,0 10,4 5,1 2,4 2,0
1) 11,8 1,1 1,2 12,2 10,1 5,5 2,2 1,8
B 12,6 11,8 9,2 10,1 9,3 5,0 2,1 1,9
UK 2) 9,3 9,7 8,3 5,7 6,5 | 3,0 1,9 2,2
| .

1) Por the Netherlands average annual growth rate in volume over the
period 1963-73

2) For the United Kingdom average annual growth rate in volume over
the period 1963-73.

Import elasticities over a long period are very close to each other in the
different countries whereas the spread of GDP growth rates is wider, ranging
from 3,0 for the United Kingdom to 5,6 for France: thus, lower British

growth combined with weak export buoyancy did not protect the United Kingdom's

productive system from increased competition by foreign producers,

Very variable involvement by the countries in Community trade

The degree of the countries' involvement in Community trade is in inverse
proportion to their size, since the small countries are obviously much more
deeply involved in (or dependent on) the international markets than the

larger countries.
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Each country's share in the foreign trade of the ERC(6) and degree of commitment

as % of the total in thousands of dollars per capita
1953 IGEE 1963 1T
“rp. f Izmp. Exp. lzp. Export Import Export . Import |
per capita |per capiia | per capita }per capita
D ol 22,8l 3,61 06 0,545 0,444 1,976 ¥,581
P 6.3 | 16,5] 167 ] 170 | 2400 C, 435 1,300 1,355
T 0.4 1 14,01 12,2 | 14,7 ,250 0,264 1,043 1,280
NL (oI 1", 11,3 11,3 W15 1,327 4,0%5 4,176
BLEU ERY 9,7} 10,4 | 10,1 1,166 1,364 4,328 4,310
UK 1,41 26,21 17,8 | 22,2 0,478 0,554 1,182 1,522

The Federal Republic of Cermany's leading position in exports reflects this

economy 's

degree of involvement in international trade which is

significantly higher than that of partners of a comparable size; this

position was not threatened during the period. Conversely, the degree

of competition on its domestic market is not appreciably higher than

that of the three other major countriese.
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2. Exports

A marked difference in specialization tending to become less pronounced over the

years -though this judgement must be qualified according to the degree of
aggregation used.

A country's exports, when analysed in terms of sectors, must be approached

from two points of view: the structure by products determines the sectors'

different sensitivity to the international environment {either directly, or
indirectly by a diffusion effect); comparison of the structure by products

with that of all the partners is a good indicator of the international

specialization of the country considered 1),

These two points of view were considered simultaneously. The group then made

a tentative analysis of relative price trends.

2.1, Structure and specialization

In the early sixties, the breakdown by product of each country's sales on

foreign markets differed widely:

Breakdown and trend of exports of goods

(current value) (relative shares)

D P T UK NL B
] 75 |60 75 |60 73 164 73 62 73 | 62 73

Agricultural

produrts c,ol 1.2l 5.9 w5 an.4| s.2) 2,1 ) 1,4) 12,3 9,7 3,7 3,2
i:géuft§°wer s,72{ 2,90 4,1 28] 6,3] 68| 2,6 3.5]11,416,¢6] 4,3] 3,0
Intermed.prods 27,6 26,7) 27,9 24,6 12,1]13,5]21,1 | 22,6 | 18,0 24,2 38,4 | 35,3
gggggg:gt sa,4 53,0f 30,00 37,0 f 3¢,1[39,656,0 | 53,7 | 27,51 23,3 22,2 | 28,5
gg%géggverages 1.8 3,s| 9,71 9,21 6,1 4,71 6,0 6,3]117,3 15,6] 4,7 7,1

Products of - by : . " N
current | 9,71 12,41 22,31 16,5 30,0]31,21164,2 | 12,4 § 13,21 10,6}26,7 | 22,8
consumption

Total goods 10 100 | 100] 100] 1001 100} 100 | 100 | 100 | 100|100 100

The relative shares are values smoothed over three years
es.gs 1973 is average for 1972, 1973 and 1974

1) For :ach country and each branch the specialization index relates the share
of the country considered for this product to its share for all products
e ge agricultural exportsof the FRG / exports of the FRG

agricultural exports of the Six exports of the Six

agZs €xpe FRG age €Xpe Six

FRG exp. Six expe

the values being fob in dollars.

This indicator to some extent eliminates the effects of the countries' sizee.

which can also be written
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German and British exports consisted mainly of ecuipment and

intermediate products (respectively 82% and 75% of the total in 1960); of
these categories, the value of foreign sales of industrial and agricultural
machinery, electrical engineering equipment, transport equipment and chemical
products by itself accounted for over 55% of the amount of products exported.
In contrast, for these same four sectors of activity, the other EEC countries'
share of exports was only around 30%, the remainder consisting largely of the
products of primary processing industries (steel) or current consumption

industries (primarily textiles and clothing).

This was particularly the case for Belgium, where exports of steel and other
non-transformed metal products amounted to 25% of the total and exports

of textile— and leather-based products to 16,6%. The equivalent figures

were 16% and 14,4% for France.

Italian exports were concentrated on a small number of industries: clothing,
21%, agricultural products and food, 17,5%; however, the branch producing
machinery for industry and agriculture already accounted for 12%, twice the
percentage for France in 1960. The amount of foreign sales of this type

of product is still, however, modest, in the region of 420 million units of

account, or less than 20% of the German figure.

The structure of Netherlands exports was rather different from that of its
partners; few intermediate products, except for the chemical industry,
few equipment or current consumption products: exports consisted mainly of
agricultural and processed good products (30 % of exports) or were fuel and
power products (11,4%). In the industrial area, sales of electrical goods
and precision instruments were the only ones to reach a high percentage, at
13,2% of the total.

The composite specialization indices confirm these relative positions at the
start of the period: the Federal Republic of Germany is shown as specializing
intensively in equipment goods index 1,28 in 1963, particularly in
agricultural and industrial machinery, office machines and motor vehicles),
about average as regards fuel and power and intermediate goods, and lastly
very low or low in comparison with its partners as regards exports of

agricultural products and food or products of current consumption.
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The United Kingdom also specialized heavily in equipment goods (index
1,26 in 1963) but in types of production which probably expanded less
rapidly; its position was generally closer than the FRG's to the
Community average in agricultural products, food and products of current

consumption products.

Differences were, however, discernible in the initial specializations of
France and Ttaly in agricultural products and food and current consumption
products: both specialized in agricultural products, but Italv had a low
initial capacity for food (specialisation indices respectively 1,46 for
France in 1963 and 0,83 for Ttaly).

Lastly, the unusual structure of the Netherlands' exports is confirmed.
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The result of the complete liberalization of trade between the EEC countries
and more generally of the rapid expansion of trade between the industrialized
countries was a remarkable growth in the exports of most branches of the

economy.
In this connection, two factors are apparently of particular importance:

— all the countries h ave greatly expanded their exports of products of the
petroleum-chemical products - rubber and plastics group: growth rates for
exports of refined petroleum products or gas are high only for the Benelux
countries, but volume growth rates for chemical products are as high as
or even well above 10% per annum even for the United Kingdom; as regards
growth rates for plastic products, they are close to or above 15% per
annum, except for the United Kingdom, where the rate of increase is only

about half this figure.

-~ far from increasing export specialization which might have been justified
by the existence of a leading position such as that of Germany in agri-
cultural and industrial machinery, the expansion of international trade
frequently enabled countries which were structurally backward to some
extent to overcome this handicap by stepping up their foreign sales in
respect of this type of product more rapidly than partners who seemed in

a better position.

This is the case for products of the agricultural and food industries in
Germany (13,9% per annum in volume) and even for textiles and clothing

(up 11,4%), for electrical equipment in France (up 15,7%) and in Italy

(up 19,7%), for agricultural and industrial machinery, for products of the
primary processing of metals in the Netherlands {up 13,9%) and for motor
vehicle production in Belgium (up 23,5%). Apart from the petrochemicals
sector, it is almost true to say that there is a correlation between the
industries which, in the early sixties, accounted for a low share of exports
and those which enjoyed the sharpest growth in volume of their foreign
markets. The result is that specialization : :dices have moved closer together
(it will be recalled that this indicator, measured in current value, may

in some cases show trends different from those mentioned above because of

the relative price trend).
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Federal Republic of Germany

For the market which - in terms of the aggregated classification - has grown
most {equipment goods), the FRG's relative position has weakened slightly,
but is still a leading one; but this contracticn is not particularly due to
firms' equipment goods proper 1), which is largely agricultural and
i~rdustrial machinery 2)(index stable), electrical goods, and motor vehicles
{of which, in the case of the FRG, the position of commercial vehicles is

more important than for the other countries).

An improvement in specialization can also be noted within groups of products
in relative decline such as agriculture and consumer goods, the initial

situation remaining unchanged for intermediate goods.

France

- within the "agriculture-food complex" the trend is unfavourable: greater
specialization in agricultural products and moderate deterioration in

more highly processed foods;

- the deterioration is fairly appreciable for the traditional consumer

goods and intermediate goods;

- lastly the initially low specialization index for ecuipment goods
improving; this trend is due to all headings, but the most buoyant are motor

vehicles and shipbuilding, aeronautical engineering and arms.

Ttaly

The specialization trend reflects certain weaknesses of the Italian productive
system. In particular the decline in specialization in the agricultural-food
complex: the mediocre position in food is deteriorating slightly and the
position in agricultural products is deteriorating very significantly - the
amount of sales abroad of fresh agricultural products (milk, butter, meat,
fruit and vegetables)was constant between 1960 and 1973. Despite some success
in the wine area, Italian farmers have failed to step up their output enough

to release exportable surpluses.

1) The detailed level of nomenclature does not, however, always enahle a
distinction to be made betweeen firms' equipment goods and consumer
durables (electric household appliances, motor vehicles etc.)

2) The apparent discrepancy between this result and the preceding information
on the weaker buoyancy in the volume of exports of agricultural and
industrial machinery is accounted for by a very rapid movement of export
prices for this product in the FRG probably linked to the revaluation
of the German mark as will be seen below.
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On the other hand, the high initial specialization in traditional consumer
goods is maintained or strengthened; on the basis of the information
available, it is not possible to ascertain whether this situation derives,

as seems to be the case in the FRG, from active reorganization in specific
sectors (in the textiles and clothing sector, for example), or rather from
greater resistance so far to new trends in the international division of
labour, transferring certain types of traditional consumer good production to

countries with low labour costs.

United Kingdom

International specialization appears to have changed relatively little if

a six-heading breakdown is used, but a more detailed analysis reveals a
much more complex picture. Thus the overall stability of the specialization
index for equipment products is in fact the composite result of opposing
movements: deterioration in respect of agricultural and industrial machinery
and motor vehicles, products whose sales are rising for the Community as a
whole, and relative improvement of specialization in respect of office
machines and precision instruments, metal products and other transport
equipment, the imporfance of which in Community exports as a whole is stable

or declining,

This probably illustrates the lack of flexibility in the British system of
production, since these good results were achieved by sectors which tradi-

tionally were already large exporters.

Thus although British exporters apparently held their own in industrial
sectors, where they had won themselves a position of strengsth, they failed
to make any fresh gains on the world market and hence profit from the

general expansion.

For the Netherlands, apart from the changes already mentioned on the basis
of the volume trends (growing specialization in fuel and power products

and corresponding decrease in agricultural food specialization), it should
be noted that this country was unable overall to improve its weak initial
position in equipment sgoods fthe specialization index for this group

of product declines slightly from 1963 to 1974). The rise under the heading
office machines and precision instruments is more than offset by the

effect of the relative decline of exports of electrical goods.
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The creation of the Common Market led to the expected upsurge of exports

and required the supply structures of the different sectors to be adjusted

4o keener international competition - here the case of the United Kingdom,

still outside the Community, supports the principle by a negative example.

Hence the sensitivity of the various economies to the economic activity of

their trading partners has increased significantly.

However, of the four largest Community countries, the United Kingdom remains

the one, given its historical background, with the greatest number of

industries working for exports directly and more especially indirectly as
is shown by the table below:

Industries supplying over 25% of their production for export

Column l:direct supply D¢ over 25% of production exported

Column 2: direct and indirect supply D+I: over 25% of production exported
or included in the manufacture of other exported products

FRG FRANCE TTALY UNITED KINGDOM
D D+ I D D+I D D+1 D D41
-S0lid fuels ~Metals —Solid fueld ~S0lid fuels
-Metals Mot.vehic.| ( iron&steel) Metals Metals .
(iron &steel] Other means -Motor (iron&steel) {ironksteel):
~Chem.prods.] of transp.| vehicles ~Chem.prods. —Chem,. prods,
-Ag.&indste[-Agric.&ind. ~Other ¢ [Ag-&indst. | Metal prods “Metal prods
machinery | machinery machinery . . .
—Precision |-Precision transport | o cigion —Ag;i;::ust.-ﬁiéi?gdnﬂd—Ag;:zﬁgust.
instrume.& | instruments instrum.& ; cis‘gz _p c?s?zi ;aeoivigi
electron. | electron. electron, | rccist Frecision)-rrecis
instrum.& instrum.&| instrum.&
~Electrical electron. electron.} electronics
goods : :
—Motor _Motor —Eie;trlcal —Elegtrlcal
vehicles | vehicles gooas §00ds
~Motor ~Motor -Motor
-Rubber, ~Rubber, - - :
plastics plastics vehicles vehicles | vehicles
-Transport -Transport ~-Textile, -Transport|-Other means
services services cloting services | of transp.
~Rubber, -Textile,
plastics clothing
~Transport —Rubber,
services plastics
~Misc.manuf.
products
-Transport
services

Source: Community Input-Output Tables 1970
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Unlike the United Kingdom and Italy, France, despite very high rates of
increase in the volume of its sectoral exports, is still a country in
which a very large number of industries still concentrate their activities

very much on satisfying the needs of the domestic market,

As for the Netherlands and Belgium, alaost all branches of industry export
over 25% of their production directly and between 40 and 75% of this amount
by incorporation into other products. The exceptions to this rule are:

- in the Netherlands: agricultural and industrial machinery

motor vehicles
textiles, clothing, footwear

- in Belgium: office machines, data processing machines
precision instruments
agricultural products and food, beverages

The strategies for expanding exports followed by industrialists in these
countries are, however, quite different. The Netherlands is still a large
exporter of fuel and power products or derivatives and food products,
while Belgium is tending to bring its export structures closer to those

of its other FEuropean partners with, nevertheless, a certain preponderance

for general consumer goods.

To sum up, at global level, the direct and indirect allocation for export
between intra-Community and extra-Community trade of the production of all

economic branches broke down as follows in 1970.

Table 8 % of global production exported
t0 D F I UK NL B
Direct EEC (%) | 3,7 3,7 3,6 13,2} 17,7
exports Non-member | (%) | 4,6 6,0 8,6 9,7 8,9
countries
Total (%) | 8,3 9,7 12,2 22,9 | 26,6
Direct and EEC (%) | 6,4 6,3 5,7 19;81 24,7
indirect Non-member (
exports countries *) | 17,9 9,9 14,0 13,9 | 11,9
Total (#) |14,3 16,2 19,6 33,7 36,6

Source: Community Input-Output Tables 1970

{#) not available
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2.2. Relative prices and exports

Were pricing mechanisms affected by the extension of markets and the
increase in international competition following the establishment of the common
market and later of its enlargement ? Did this happen within countries by
the behaviour of the sectors most protected from international competition
being dissociated from those which were most exposed to it. Did producers'
pricing differentiate between home and export markets ? Lastly, was pricing
behaviour and even more, the countries' foreign trade structures affected by
the gradual breakdown over the period of the system of fixed parities by increa-
singly frequent changes within the whole studied from 1967 and then by the

general floating of currencies ?

This set of questions was tackled by the group, but statistical Llimitations
and deadlines prevented them from producing even a tentative outline of a
composite answer. Some results are, however, available, and enable working

hypotheses to be refined.

Here we shall pay particular attention to the last two points by concen-
trating on the analysis of the four largest countries, the FRG, the United
Kingdom, Italy and France, and on some typical oroducts of the processing indus-
tries
- 33 chemical products, 42 agricultural and industrial machinery, 44 electrical

goods, 45 Motor vehicles, and 61 textiles and clothing, leather.

The indicators available are generally an index of average export value in

national currency and an index of factor prices. (1.

Average value indices adjusted for exchange rates were also constructed
taking as a reference a '"composite index of currencies” by weighting the rates

of the major currencies by the countries' respective share in world trade. (2).

(1) The greater the share of exports in the markets, the more the trend of the
two indices is parallel in accounting terms.

(2) From 1960 to 1968 the index is virtually that of the dollar exchange rate.
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Wide differences in price trends according to product

Until about 1972 the factor prices of chemical products are fairly stable.
Export prices, adjusted for exchange rates, are also stable - apart from some
adjustments which will be analysed below. It would seem that there is a fairly

clear"general" guide price, with which the countries conform. (1)

Hence, expressed in national currencies, the trends range from a fall in

price (FRG) to a more or less marked increase (United Kingdom).

Plant and machinery

The growth of factor prices is appreciably faster (wage costs ?); it is

also noteworthy that in general export prices in national currency move in

parallel with factor prices. Consequently there is a wider spread of trends adjus-
ted for parity movements. The most striking example is that of agricultural and

industrial machinery.

Traditional consumer goods : textiles.

For textiles the situation seems to be midway between the two previous cases,
with greater differences in factor price "behaviour" : in Italy export prices and
factor prices move in parallel. In France, the growth of export prices is slower
expressed in national currency, and after adjustment for exchange rates the trend

is to a considerable extent constant over the period 1960~72.

For the FRG it can be seen that over the period 1960-68 export prices are

stable while factor prices rise slightly. From 1968 export prices in national

currency follow factor prices. Parity movements then lead to a very rapid growth

of export prices in "world currency".

(1) This is probably due to the fairly standardized nature, overall, of these
primary products. The stability is probably linked to the stability of

raw materials and even to their fall in price.
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However, several impressions emerge from this incomplete and piecemeal

information.

- The very wide range of product prices and of export "behaviour' may be
partly due to the nature of products, the degree of standardization of which
itself varies widely. The producers of "undifferentiated” products are probably
subject to greater constraints from the international market, the producers of
"sophisticated" goods are better able to escape these constraints and to pass on

the domestic Price formation conditions to foreign markets.

Table 9. EXPORT PRICE INDICES 1973/1963

Chemical Agr. and Ind.] Elect. Motor Textiles
products Machinery goods vehicles

FRG 98,1 150,5 118,3 127,9 111,9
in national France 103,3 124,7 13,1 138,9 131,7
currency Italy 159,3 141,6 186,2 150,2
Un.Kindg. 139,6 163,1 157,2 157,8 136,8
FRG 119,8 183,7 144 ,4 156,2 136,8
in "world" France 93,7 113,2 104,8 127,4 119,5
currency. Italy 138,3 123,1 86,6(7) 154,7 130,5
Un.Kingd. 100,5 127,6 113,2 113,6 98,5

and a

slight fall

- Parity movements therefore affect botk price formation and the results

in different ways - as we shall try to show below -

Thus for France, at the time of the 1969 devaluation, prices in national

currency accelerate reflecting

the maintenance of prices in "world currency”" for textiles
( for electrical goods
¢ for agricultural and industrial machinery

( and chemical products
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For the FRG, however, the successive revaluations of the mark in relation
to world currency alter very Llittle the parllelism often observed between export

prices in national currency and factor prices.

Wide variations in the trends of the trade balance by products.

The analysis of cover rates by product shows that the trade balances by
products suffered no disadvantage form the very sharp rise in export prices for
German plant and machinery after successive revaluations. However, the very
substantial improvement since 1971 is perhaps also due to the slowdown in capital

formation since 1970.

Conversely, the devaluations of the pound sterling in 1967(and then the gradual
decline of parity) and of the franc in 1969 produced in the first case only
a short-lived stabilization in the process of the deterioration of trade balances,

and in the second a slight improvement.

Do these few details suggest that countries' export specialization, far from
being handicapped by price and parity movements, is on the contrary strengthened ?

A more detailed consideration of this question is needed.
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3. Imports.

The establishment of the Common Market was a powerful stimulus to the
expansion of exports and probably made possible faster sectoral changes by
enlarging markets. The parallel examination of imports provides another

opportunity for detecting the sectoral conseguences of the dismantling of

obstacles to trade. The ability of sectors to withstand the commercial penetration
of foreign competitors whether they belong tc the common market or to non-member
countries is also evidence of their adaptability. In terms of overall or sectoral
economic policies it seems just as important to take measures aimed at "winning

back the domestic market" as those aimed at "promoting exports".

The structures of imports of the 6 EEC countries as a whole has been subject

to more pronounced changes than the structures of their exports.

Table 10 = STRUCTURE OF IMPORTS

THE SIX

1963 | 1965 1970 | 1972 | 1973 1974
Agricultural products 19,6 16,6 11,4 10,81 10,9 9,4
Fuel and power products 12,3 11,4 10,8 11,81 12,0 201
Intermediate products 20,1 22,3 25,1 21,8 22,0 23,1
Equipment products 20,5 21,2V 27,0 28,3 27,8 23,4
Food, beverages, tobacco 12,5 13,14 10,6 10,8| 11,0 9,0
Products of general consumption 15,0 15,51 15,1 16,61 16,3 15,0
TOTAL 100 700  |100 100 |100 100




..46..

The fall in imports of agricultural products is very appreciable.

Consumer goods and plant and machinery seem to take up a growing share.

In contrast, the shares of intermediate goods, fuel and power products and
food stabilized. (1)

The comparison of export structures with import structures calls for some

comments on intra- and extra-Community trade.

= Trade in agricultural products probably intensified between Common Market
countries to the detriment of non-member countries (stability in the share of

exports, drop in the share of imports).

- The productionof traditional consumer products for which domestic demand is
in relative decline, tends to shift to non-member countries (stability or even

growth of the share of this type of import, decline in the share of exports).

- Lastly the very sharp expansion in the share of imports of equipment pro-
ducts (20,5 % of the total in 1963, 27,8 % in 1973) was also of great advantage
to non-member countries (the share of exports of equipment products increased only

from 42,8 % to 43,8 % over the same period).

3.1. Sectoral characteristics of imports.

The sectoral analysis of imports for each country cannot be identical with
the sectoral analysis of exports - it must also refer to the expansion of the
domestic market. It is, however, also interesting to compare a country's import
structure with those of all the countries studied and to study their respective
trends. This compared structure is a good indicator of the degree of national
producers' resistance to foreign competition and therefore of the sectors' capacity

to adjustment.

(1) Until 1972-73. 1974, a year of recession, with a very sharp increase in energy
prices, is, of course, not in line with previous trends.
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Import structure by country

- The reduction of the share of agricultural imports in the total recorded

for all the Six is a trend which affects all the countries but in varying degrees :

From 1963 to 1973 this share fell from 25 % to 13 % in the FRG, from
22 % to 9 % in France, from 18 % to 9 % in the United Kingdom.

The relative reduction is smaller for the other three countries, from

20 % to 15 % for Italy, 14 % to 9 % for the Netherlands, 13 % to 8 % for the BLEU.

An examination of the Community Input-Output Tables shows that, in the
case of France and the Netherlands, the trend is due both to the fall in demand
for agricultural products in total uses and to a substitution effect, in value,
of national production for imports. For the FRG, Belgium and Italy, only the
first effect was operative. Finally, for the last-named country the Larger
share 6f food in private consumption explains the smaller reduction in the

share of agricultural products in imports despite the high initial level.

- As far as energy is concerned, the parallel growth in the value of fuel
and power imports and total imports from 1963 to 1973 (before the oil crisis)
recurs for almost all the countries except France where the share fell signifi-
cantly (17 % to 13 % approximately) (unexptained trend whereas the coal-oil

substitution was particularly rapid over this period in France).

Whereas the share of intermediate goods in total imports is generally
stable (or rising slightly) for all the countries umtil 1973 - the trend of

imports of equipment products is more interesting.

Taking total equipment products, the growth of the share is appreciable
for the FRG until 1972. A contraction seems to occur from 1970 probably in

connection with the slowdown in investment from this time.

For France and particularly the United Kingdom, the rise is considerable
and with no significant deviations until 1973 (France's share increased from 22

to 32 % from 1963 to 1973 and the United Kingdom's from 14 % to 31 %),
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For the other countries the share is, in contrast, more stable (low growth

for the BLEU, stability and even slight decrease for the Nethertands and Italy).

A more detailed analysis by product and the use of the Input-Output tables
enables certain characteristics to be identified. Thus the growth of the share
of equipment products for the United Kingdom is accounted for by roughly parallel
growth under all headings, while the slowdown for the FRG from 1970 derives pro-
bably more from the slowdown in corporate investment (the level of agricultural
and industrial machinery in 1973 is appreciably the same as the 1963 level) than
from that in consumer durables ("double use" products - electrical machines and
appliances and motor vehicles, mainly motor cars in the case of the FRG - continue

to increase their share of exports).

In addition the penetration of the German domestic market in respect of
agricultural and industrial machinery fell from 1965 to 1970 (Community Input-
Output Tables), so that the increase in imports of these machines in the first
period is solely due to an effect of the structure of demand. In the case of
France, on the contrary, the faster growth of imports of these goods from 1959 to

1970 is due to a market penetration effect as well as to the scale of demand.

In all the countries except the Netherlands, imports of electrical goods
account for a growing share in total resources, Lastly, imports of motor vehicles
in all the countries originally rossessing an automobile industry show an appre—
ciable increase in the share of the market; conversely, the Netherlands =nd
Belgium established these industries in the sixties, which explains the stabilizatin

of the market share (and the sppreci ble expansion of exports in total resources).

The analysis of imports of equipment products thus leads to the gqualification
of certain assessments made, in the light of the trend of production or import

specialization, on the more mediocre performances of German industries compared
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with their competitors : the capacity of these sectors to withstand penetration

on the domestic market is substantial, higher than that of France or Italy,

where the counterpart of domestic and export buoyancy is greater foreign penetra-
tion, and of the United Kingdom which combines average or even mediocre performances
in respect of equipment products for export with a growing share of imports of

these goods. This is probably a sign of growing penetration of its domestic

market by its competitors, although the lack of Input-Output Tables other than

for 1970 means that this can only be a tentative conclusion.
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B.3. THE DEMAND OF HOUSEHOLDS

The steady improvement in the average standard of living of households
was reflected in a steady change in their consumption habits. In 1960 food and
beverages accounted for about 40 % of expenditure on consumption but there was a
gradual shift towards the purchase of more durable goods and towards services.
At present, households devote no more than one quarter of their purchases to every-
day consumer products, except in the United Kingdom and especially Italy, which
have always been to some extent structurally backward in the distribution of

households' expenditure between food and other goods and services.

The result of this change is, of course, that the food industries -
fresh and processed - have had to yield ground to all the other sectors of the

economy.

The study of the “purposes” of the consumption of households, i.e. of the
breakdown of their expenditure on consumption between the different goods and
services which they consume, reveals a number of features which go some way to
explain the relative performances of the different branches of the economy over
the Last thirteen or fourteen years, but also yield pointers to the foreseeable
trend of the demand of households, since the components of private consumption

follow tendencies which take sometime to change.



_53_

The harmonized data available lead to the artificial separation of the
periods 1960-70 and 1970-74 : the various headings remain the same but their
internal composition was altered making it difficult to compare the two structures
obtained for the pivot year 1970. Despite this drawback, the following statements

can be made

- there is an increasingly marked homogeneity between the consumption structures
of each country, apart from the greater importance of food consumption in the
United Kingdom and Italy. The counterpart of this difference in Italy is the
relatively small share of expenditure devoted to household equipment and furniture
and in the United Kingdom the very small amount of expenditure by households on
medical care and health expenses, this being covered almost entirely by the

National Health Scheme;

- for some years, consumers seem to have developed a new behaviour pattern. In the
sixties the relatively low growth of the heading "food, beverages, tobacco' was
offset by a general growth of the other forms of consumption. Thus expenditure on
durable goods, clothing, miscellaneous services, etc. in. ‘eased. However,
two sectors particularly expanded - transport and communications and fuel and
power products; for certain countries(the Netherlands, for example) the latter
was partly connected with the classification of petroleum products under this
heading. Thus, one of the sharpest rates of increase of expenditure during
this period was for the headings '"motor cars" and "goods and services for the
use of personal transport equipment".

In contrast, over the first five years of the seventies, there were signs that
demand for products other than food was approaching saturation point. This
is particularly the case for clothing and footwear, the relative growth of

which at present tends to be on a par with the growth of food products.



a4n3e)ouswou A3Lunwwo) paziuowdey ay3 03 Buipdodode sjgejrese jou : wopbuly paiiun x

691 0001 12l J/001 641 5501 GLT o\oolT 91 0700t je30l
(L70-) (80) ' f (ausuysnfpey
651 vig 2 6L 681 c’s 281 2’% 261 94y S99LAJas Pue spnob snosue)1aoSLy
311 VAl ] S8t 6’s LG £°9 L1e 979 791 6% UOL 334234 “UOL3EINp3
s°2> (v*0) ) 8’4) (6*1) (Sd4ed Jojouw)
681 0’ 952 2 osz b 2% 202 2’8 gce 9'g SUOL3edLUNWWOd “3Jodsued]
991 1’9 L7t L’s €12 6% €92 6’3 741 6% y11eaH
6L1 Lt €12 261 802 e’‘s 964 6’8 <91 9%¢T aJdnitudny ‘3usudinby
691 0‘s 1414 LS Q¢c2 c’s 261 't Y02 24 s19npoud Jamod pue jany
021 8/11 261 6“2 L5 201 6t 749 4LT 0°¢ sabJeys pue s3usy
141 L% st 6’ct 281 s’6 L91 ‘L 91 521 Jeam300) “BuLyioy)
131 0’s¢ 671 2’8¢ L9t €L 32" eres LeT §¢ 023eG0} “sabedanaq ‘pooy
oA=L 4 \%IMWdﬂummv 0/.-09 F." 22n43S8 0.-09 K %"30NnJ3s 87=00 PEFELEE § .
purnon] o ur 1o 09s) 0 -purcyjad Qogl Rpur-jon ) 0961 ._OSJE
WN19 139 L SONY Y IHLIN ATVLI IONVES 9344

001=096| oseq :

X9pul JUWNIOA - )-096T STIOHASNOH J0 NOILJWASNOD &0 SEUNLONULS ~ L 2198l
*




-55 -

P P P} P ’ P ’ ’ P P L Pl - . 1e301
/221 0001 | 6‘git 000t | 6’ctt 07001t 2’stt | 0’001 s‘g2L} 0700 22 0‘001 s991A13S pue
g%t st gLt 201 0’6t £6 2°siL 9’8 6921 821 L2LL 96 spoob *1199styy

uotLjeaddiad

9Ly 2’y geg2t 8‘e e &% £°60L 19 vseL] 879 § 221 2L ‘uoijeanp3

') € €’ 82> @) 6’2 (sdea Jo3ou)

6‘611 201 0‘sti 96 glezt 921 Lstt ] 2% s’s2t]  9‘01L o.mSv 2°LL -} unwwos 4 ~dsued)

LgsL 6’9 27811 €8 2051 6’0 L76gL 6’9 2791 g0t S‘oit £6 yayesH

©’2%1 8%tL 2‘sol ‘2 97211 s’ §/921 2’s 67951t %8 0‘StL 9724 faruany”juswdinby

Jamod pue

9911 9’51 194111 921 1720t 2’81 gl 6’2t 2’821 AT 278LL s’91 J1eny “3uad ssoudy

67921 8’8 %/001 9‘0L s‘2LL 8’8 27111 €6 2t 2’6 L‘90L 8°0L | -"m3004/6uLy3zoq)

0%2eqo3}

/2L 182 £/8LL £/82 27601 2’¢¢ 6’01t 6‘6¢ S‘oLL 2‘g2 $‘201 192 | “sabeaanag/pooy
CoTn I RN ALCE N N VAN A AAC AN R AN b/ 201aP By 7 3oNdIST 72-0Z | % 30nd3s

purijon 046l {"PUI*1OA| 0.6L }-PuI-jopn 0461 . *pur-iopl Qg
ILPRRELS] SUNV IIJHLIN T WOQININ Q3LINN 494

00L=0l6l @seq :

X3puUL aunjop

= %.-0l6L SATIOH3SNOH 40 NOIL4WNSNOD 40 $3S0d¥nd

2 o198l




_56_

The relative decline occured not only in the volume trend but also at

current prices. This is the only percentage, apart from food, which fell from
1960 to 1974.

Share of households' expenditure devoted to articles of clothing and footwear

(current prices %)

F.R.G. | FRANCE| ITALY | UNITED NETHERLANDS | BELGIUM
KINGDOM

1960 12,5 11,0 9,5 10,0 12,9 9,1

1974 10,3 8,2 9,1 8,8 9,7 8,9

This slow but steady decrease in expenditure on clothing, with more and
more imports, only adds to the problems of the textile industry in European

countries.

In addition - the first spin-off of the oil crisis on consumers' purchasing
attitudes - expenditure on motor cars fell by several percentage points in 1974

together with all expenditure connected with it.

Taking into account the trend of the demand of households, the nature
of the products supplied to households by the different branches of the economy
changed to the advantage of durable and semi-durable products on the one hand
and services on the other. The existing figures make it difficult to detect
the scale of services branches' production intended for final consumption;
on the other hand, the equipment branches which include metal products (small
household eguipment), electrical goods (electri household appliances and sound
reproducing and recording equipment) and motor cars have taken an increasingly
significant share in the final consumption of households; this is also true of
chemical products, sales of which to households are of the same order of

magnitude as their purchases of motor cars.
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Table 3 - Durable and semi-durable goods supplied to households (% of global demand of

households)

FRG FRANCE ITALY
L}?SQ 1965 | 1970 |1959 1965 | 1870 | 1959] 1965 | 1970
burable goods 6,91 9,515,2 6,21 6,7 2,90 4,9 4,7
of which
Metal products 1,1 1,710,09 0,7 aQ,9 0,1 0,1 0,3
Electrical goods 1,8 2,6 10,7 1,9 2,4 0,9 1,5 1,3
otor cars 3,0 3,4 | 1,7 2,6 2,5 0,8 2,2 2,7
Semi-durable goods 21,3 [ 25,5 119,9 | 18,5 { 24,6 18,3 15,7] 18,1
f which '
Chemical products 2,8 4,01 2,8 1,2 5,1 3.7 2,7 2,6
Textiles and clothing 12,0 | 13,8 ]10,8 8,4 | 10,61 10,7 8,3 | 10,3
Paper and printing prod. 1,7 1,71 1,7 1,6 2,1 1,7 1,5 1,7
{
UNITED KINGDOM NETHERLANDS BELGIUM
1959 1965 1970 1959 1965 1970 1959 1965 1970
burable goods 61 1 65 | 6,1 10,3] 5,31 e7] 6.5
of which
Metal products 1,2 1,6 2,0 2,3 1,3 1,6 1,5
Electrical goods 2,0 2,1 2,7 3,6 0,9 1,6 2,0
Motor cars 2,1 0,4 2,1 2,8 1,5 4,3 2,6
Semi-durable goods 21,2 121,8 118,8 | 26,3 ] 14,5] 15,8 | 16,5
of which
Chemical products 2,3 't 2, 2,6 2,9 1,9 2,3 2,5
Textiles and clothing 10,7 [13,5 12,1 13,3 8,6 8,2 8,3
Paper and printing prod. 2,1 2,1 2,2 2,5 0,7 0,8 0,7
! |

Sources : Input-Output Tables 1959 - 1965 - 1970

SOEC publication
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However, despite the increase in the supplies of these industries to
households, these sales do not generally constitute their main outlet, which
are either the other industrial sectors or investments or exports. The Llist
of industries which supply over 25 % of their production to households and
which are therefore directly affected by the growth of their consumption is

relatively short. They are generally the same in all the EEC countries.

Branches supplying over 25 % of their production to the final consumption

of households

agricultural and fishery products (except FRG and Benelux)

food, beverages, tobacco

textiles, clothing, footwear

petroleum products (except Benelux, which is mainly an intermediate

consumer)

electricity, gas, water
hotels, restaurants, cafés

market services other than transport, communications, banks and

insurance
repair services

Source : Community Input=-Output Tables 1970

This Llist also includes chemical products for France and motor cars in Italy,
the Netherlands and France.
This dependence of the branches on private consumption is in fact underestimated
because only the amount of their production going directly to households is taken
into consideration. ALl these products, throughout their production process,
incorporate a considerable share of intermediate products which are therefore

indirectly affected by household demand.



Table 4 - % of each branch's national production consumed by households
= directly and indirectly -

v AR
FRG FRANCE ITALY | U.K. 'NETHER. BELGIUM
ERANCHES *
1 | AGRICULTURAL: PRODUCTS 70,6 92,6 86,8 49,8 68,3
2 FUEL AND POWER PRODUCTS
21 | of which : Solid fuels 48,8 47,1 62,8 20,2 48,3
22 Crude, ref. petr.,nat.gas 66,1 63,9 59,0 30,8 L7,
23 Electr., gas, water 65,5 66,7 71,0 63,5 57,0
3 INTERMEDIATE PRODUCTS ‘
31 | of which : Ores, iron and steel 1%,6 15,8 20,3 7,4 2,3
32 Minerals, build.,constr.M 19,9 12,5 29,2 .6 1004
13 ?hem1caL products 48,8 51 8 41,5 147 18,5
4 | EQUIPMENT PRODUCTS
Al | of which : Metal product§ 19,6 17,7 30,9 23,7 18,7
42 Agr. and industr. machinery 8,2 5,1 10,6 5,8 2,4
43 Prec.instr., data,proces.mach. 19,0 7,2 12,6 - 23,5
44 Electrical goods 23,6 21,4 26,4 12,4 8,1
45 Motor vehicles 33,8 34,8 25,8 22,1 11,5
46 Other transport equipment 11,5 8,6 1.3 10,0 4,8
5 | FOOD, BEVERAGES, TOBACCO 37,6 94,5 90,7 54,3 76,9
6 CURRENT>60NSUMPTION PRODUCTS
g |or e s e st et
P print.prod. 60,6 62,7 | - 63,0 45,2 36,9
63 Rubber ,plastic prod. 42,5 39,3 46,1 . 26,3 32,2
64 Other manufact. prod. 53,1 46,8 1. 2349 363 30,7
T | TOTAL MANUFACTURING INDUSTRY
71 |BUILDING AND CONSTRUCTION 8,1 6,8 17,3 | 11,0 7,9
81 | Transport services 54,2 57,1 59,9 42,1 45,5
82 | Communication services 59,5 68,9 59,1 58,6 s3,7
83 |Wholesale and retail trade serv. 85,4 85,3 80,4 | 62,8 71,4
Other. market services
84 |of which : Credit, insurance 71,3 58,8 71,9 68,3 68.8
£ 4 L4
85 Hotels, restaurants,ca.e# 95, 94,0 - 88,7 95,8
[ 86. Qther market serv, n.e.c - - - - -
8 TOTAL MARKET SERVICES
9 | NON-MARKET SERVICES 6,5 0,0 6,9 1,9 0,0
TOTAL SERVICES
TOTAL 50,7 54,6 49,3 39,3 39,6

Sources :WCommunitvanput—Output Tables 1970

* FRG not available
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The most obvious case is that of agricultural and fishery products, a
very large part of which is used to manufacture industrial food products : over
75 % of agricultural products are therefore finally consumed by households, except

for the Benelux countries which are large exporters.

FRG FRANCE ITALY UNITED NETHERLANDS| BELGIUM
KINGDOM

Direct supply of :

agricultural and 22,3 34,9 42,2 48,1 13,7 15,4
fishery products to
households (%)

Direct and indirect
supply via agricul- (*%) 76,6 92,6 86,8 49 ,8% 68,3%
tural and food
industries (%)

Source : Community Input-Output Tables 1970
(x Benelux : the remainder is mainly exported)

(x*) FRG : not available)

1f these indirect supplies to households were taken into account the preceding
list would be appreciably modified since it would dnclude chemical products,
motor vehicles, general consumer goods and almost all services (cf Table 4).
ALL in all, for total consumption of households, the direct and indirect share of

national production going to households is as fotlows :

d‘ of national pro- FRG FRANCE ITALY UNITED NETHERLANDL BELGIUM
uction going to KINGDOM

consumption of

households

direct 24,6 31,0 35,0 32,0 25,8 28,2
direct and

indirect (#) 50,7 54,6 49,3 39,3 39,6

Source : Community Input—Output Tables 1970

(*) not available
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B. 4 EMPLOYMENT AND PRODUCTIVITY

l. The overall picture

Between 1960 and 1973, the performance of the European countries with
regard to job creation was relatively modest: an average growth rate of about
0.2 % per year contrasting with a GDP growth of 4.6 %. The number of jobs in
1973 was barely 2.2 million more than that in 1961 (97.5 million).

The overall picture looks on the face of it fairly stable, but in fact
far-reaching changes were taking place which are probably the clearest symptoms

of the major changes in the productive systems of the European countries.

The main aspects of the changes are familiar enough: a growing tendency
for paid employment to encroach on the self-employment sector, the drift from the
land, more jobs in the services sector, very heavy utilization of immigrant labour
in industry and building, changes in levels of skills, and in conditions and hours
of work. More information is needed, however, on the relationships between sectoral
changes in production and employment and the role of investment, and 2 study of the

consequendes of changes in employment on the productivity of the economies required.

Several conclusions can be drawn from a study of these interrelationships
made by breaking up the economy in its various sectors, and these conclusions can
usefully be emphasized at a time when some doubt is being expressed as to the

ability of the economies to restore full employment.

The first point to be made is that there is a close link between growth and
emglozgent

Leaving aside the government departments, the job~creating sectors at
least in terms of mediun~ and long-term trends, are all those which changing demand
or technological innovation have forced to the fore in the growth process, i.e.,
within manufacturing industry, equipment (especially electrical and electronic
construction), chemicals, plastics and 51l market services sectors but particularly
the most dynamic sectors: banks, insurance, telecommunications, and business services

provided for enterprises.
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Employment changes meant fewer jobs in those sectors where labour productivity

has been low

The industries in which employment has declined (agriculture, coal=-
mining and, within manufacturing industry, the textiles, leather, clothing
branch) are industries in which not only growth has been slower but in which

labour productivity has been lower than the average for the economy.

Capital srowth and more jobs: a parallel trend

Although the growth of capital has generally been faster than that
of the number of jobs, an analysis of sectoral irends reveals that there are

two types of sector:

the growth industries in which a rapid increase in capital and the growth of
employment have gone hand in hand, capital intensity rising fast at the same

time as labour productivity.

The slow growth, or declining industries, in which capital growth has been slower,
whilst employment has marked time or actually contracteds productivity gains have
been made here by redundancies and have been higher wherever the redundancies have

been greater.

For the EEC taken as a whole, the general employment trend can be

broken down into two fairly distinct periods:

The 1960-69 period, when employment declined rapidly and a large number of jobs

disappeared in agrioculture (620 000 per year, net) and coal mining (80 000), offset
by growth in most of the other sectors of the economy. The main job-creating
sector was services, but building and construction and virtually all industrial

sectors also contributed, except textiles, leather, clothing.

The 1970-73 period was, on the other hand, marked by the first signs of a decline

of employment in industry, where even the most dynamic, like chemicals, began
to shed labour. Bmployment marked time or actually declined in building and

construction as well.
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However, the drift from the land slowed down (442 % as compared with
4.8 % during the ten preceding years) and actual numbers leaving the land were much
lower (400 000 jobs per year). The result was that the growth of employment was
achieved at the cost of a faster increase in numbers employed in market services

and especially non-market services,

Although the overall growth of employment was of much the same order
as in the preceding decade, the years 1970-73 show a crucial change in the sense

that services by then were the only job-creating sector in the economy. This situation

suggested that in the future industry would go on providing a declining number of
Jjobs, but that in any case equilibrium would be restored by an equivalent growth in

services,

But employment trends during the 1974-75 recession brought a sharp
reminder that job-creation in services is itself a function of the economic growth
of all sectors end particularly of that of industry. Services continued to recruit
during the recession, but at a lower rate of increase, which failed by far to offset
the losses in other sectors, with the net result that overall employment declined

sharply.

This severely undermined the idea that the 2quilibrium of employment
is ensured virtually automatically by trends in services, even when growth has

slowed down.

2. Prends by sector (cf. full tables annexss to this chapter)

2.1, Employment in agriculture

The number of jobs on the land has declined rapidly and steadily
in all the Community countries. The key to this trend, which is little affected
by short-term fluctuations in overall activity, has been the need to increase the
average productivity of labour in agriculture, which, at the beginning of the
period, was not even half of that of the economy as a whole *. The productivity gap,
reflected in relative incomes, has been an incentive to many young people to seek
employment elsewhere, The ageing of the farming population then added a demographic

factor to the economic reasons for the decline in numbers.

%) As for all productivity comparisons, this is a general indication rather than
an accurate measure,
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*
Table 1 - Employment in the EEC = 6

in 1.000 and in %

1961 1970 1973 1975
000 % 000 % 000 % 000 %

1 15.510 15,9 9.992 10,0 8.801 8,8  8.181 8,2

erey nroducts 2. 644 2,7 2.055 2,1 1.894 1,9  1.885 1,9

21| of which : solid fuels | 1 543 1,6 842 0,8 712 0,7 679 0,7

3| Intermediate products | 5.717 5,9  5.692 $,7 5.553 5,5  5.39%4 5,4

33jof whichschemicals 1.654 1,7 1.888 1,9 1.879 41!9 1.888 1,9

4 |Equipment products 11.317 11,6 13.069 13,1 13.006 12,9 12.618 12,7

5 |Food products 3.263 3,3  3.195 3, 3.102 3,1 2.982 3,0

me_cnnmn‘ godL 10.766 1110 10. 424 10,4 10. 005 2[9 9.392 9,5

61 bof which: textile

leather,clothT 6.122 6,3 5.367 S,4 4,879 4,9  4.452 4,5

Total manufact. ind., 31,063 31,8 32.380 32,4 31.664 31,5 30.383 30,6

7 Build. /civil engineer.g|l 7-959 8,1 8.709 8,7 8.576 8,5 7.950 8,0
81Fl‘ra.nsport and

82pommunication services | 5 55, 5,7 5.723 5,7 5.915 5,9  5.967 6,0

3 3| Trade services 11.749 12,0 12.390 12,4  12.618 12,5 12.555 12,7
84} Other market

35 services 12.294 12,6 15.509 15,5 16.848 16,8 17.450 17,6

9] Non-market services 10.948 11,2 13.071 13,1 14.259 14,2  14.829 15,0

TOTAL 97.689 100  99.829 100 100.571 100  99.186 100

#*) As already noted, the total EEC-~6 includes F.R.G., France, United Kingdom, Italy,

Netherlands and Belgium.
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- Employment in the EEC - 6 (%)

Annual average growth rate (%)

. 1961-1970 1973-1970 1975-1973

1! Agricultural products - 4,8 - 4,2 3,7

2. BEnergy products - 2,8 - 2,7 0,3

21§ of which: solid fuels - 6,7 - 5,5 2,4

3| Intermediate products 0,0 - 0,8 1,5

337 Of which: chemicals 1,5 - 0,2 0,2

4 ¢ BEquipment products 1,6 - 0,2 1,5

5 { Food products - 0,3 -1,0 2,0

6 | Current consumption products - 0,4 - 1,4 3,1

61 | Of which: text.leather,clothing - 1,5 - 3,2 4,5
Total manufacturing industry 0,5 - 0,8 2,?

7 | Building and civil engineering 1,0 - 0,5 3,7

81 + 82 | Transport and communication serv. 0,4 1,1 0,4
- 83 C’.Prade services 0,6 0,6 G,3
84 + 86 {Other market services 2,6 2,8 1,8
9 | Non-market services 2,0 2,9 2,0
TOTAL 0,2 0,2 0,7

*) cof footnote, Table 1
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The population factor seems to have been determinent in Belgium, where,
despite a productivity in agriculture comparable with that of the rest of the
economy and an average expansion of investment, employment in agriculture de-

clined rapidly throughout the period.

The productivity differcences noted, on the other hand, in 1960 in
the FRG, Italy and France, and which were still substantiel in 1973, go far to
explain the very rapid decline in numbers employed in agriculture in these three

countries,

The Netherlands and the United Kingdom, countries in which farming
was already very productive at the beginning of the period, are the countries
in which the decline was slowest. However, productivity gains in these countries

were very substantial.

The examples of Belgium and the United Kingdom, where numbers employecd
in farming, relatively small at the beginning of the period (8.5 % and 5,0 %
of total employment in these cowitries, respectively) nevertheless continued
to contract, suggests that there is no "floor" at which numbers engaged in farming
would stabilize Maturally" or at any rate that this floor has not yet been

reached in any European economy.

Table 3 —~ Employment in agriculture

| Agricultural em— | Annual decline | Relative (¥) Annual growth
ployment as a % |in employment productivity investment
of total employm. A

in volume

1960 1973 1973/1960 1960 | 1973 | 1973/1960
F,R.G. 13.0 Ted - 4.6 % 32 42 - 0.8
Prance 21.7 11.6 -39 % 41 49 7.0
Italy 30.4 18.0 - 5.3 % 39 47 2.4
United Kingdom 5.0 3.1 -23.6% 59 99 4.1
Netherlands 10.6 T.4 -3.1% 73 88 9.3
Belgium 8.5 4.1 ~-5.8% 91 95 4.6

(#) Added value per

whole economy.

person engaged in agricultfure : index base 100 for the
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2,2, Employment in the energy sector

In 1960 this sector accounted for about 3 % of the employed population.
The main factor in employment trends here has been the progressive substitution
of 0il and other energy sources for coal, which, at the beginning of the period,

employed about 1,500,000 persons.

During the period, most of the countries adopted schemssto scale down
and rationalize coal production. In terms of employment, this meant a cut in the

numbsrs employed of more than half between 1960 and 1973.

The other sectorss oil - gas - electricity, all stepped up their employment
but the total number of jobs oreated in these sectors (about 100 000) failed to

offset the losses of jobs due to the rapid decline in coal-mining.

Table 4 — Employment in energy

Relative share (%) in total employment| Annual average change in employment
1973/1960
Total energy of which coal Total energy of which coal |

1960 1973 1960 1973 % '000 % '000
F.R.G. 2,9 2,0 2,0 1,0 -3,0 -19,6 -5,8 -21,8
France 2,1 1,6 1,0 0,4 -1,0 = 4,6 -6,0 - 8,2
Italy 0,7 0,9 - - +2,1 + 2,4 - -
United Kingd. 5,1 - 3,2 3,2 1,5 -3,4 -31,5 -5,5 ~-28,8
Netherlands 2,4 1,7 1,2 0,4 ~-3,7 - 1,5 -1,1 - 2,4
Belgium 4,3 2,0 3,4 1,1 =5,6 - 5,7 -9,7 -~ 5,8
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2.3. Employment in industry

In menufacturing industry, numbers employed barely exceeded in 1973, although
this was a year of vigorous expansion, the numbers recorded in 1960 (31.7 rillion
compared with 31,1 million)., And yet manufacturing industry is the sector in which
the differentiation is most marked, between industries and between the 60-70 period
and the 70-73 period.

For the period taken as a whole, capital goods and chemicals considerably

increased their share in employment to the detriment of all the other industries.

A feature distinguishing 1970-1973 from the preceding ten years is the more
rapid decline in numbers employed in the declining indusiries and the stabilization

or only slight contraction of employment in the growth industries.

After "peaking out" in 1970 at 32.4 million jobs, numbers employed in
industry contracted until 1973 and beyond.

*
Table 5 — Bmployment in manufacturing industry EEC~6
61 - 70 70 - 73
3, Intermediate products 0,0 -0,8
- [ QP - ———]
of which 33 Chemicals 1,5 - 0,2
4o Bquipment products 1,6 - 0,2
5. Food products, drink
tobacco - 0,3 - 1,0
6, Current consumption products
- 0,4 - 1,4
of which 61 Textile, leather,
clotning
- 1,5 -3,2

*) of. footnote Table 1.
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The growth industries

Equipment products

The capital goods industries have been the driving force behind the growth
not only of production and trade but also of employment.

Unlike other growth industries or the energy sector, they are heavy employers
of labour and their share of employment is much the same as their share in value

added (about one third of manufacturing industry).

The expansion of employment is accounted for by all the equipment sectors
but motor vehicles and electrical goods and supplies are the leaders;
they are followed by precision equipment, other transport equipment (air,

sea, rail) and lastly by metal products,

Although the FRG stepped up its already large share of employment in
equipment (rising from 14.9 % in 1960 to about 17% in 1973), Italy and France
are easily the countries in which the expansion was fastest - Italy rising
from 5.4 % to 8 % and PFrance from 9.3 % to 11 %.

France also shares with Belgium the distinction of having maintained its
rate of expansion of employment in the seventies, and this is probably because

in both cases a high rate of investment was maintained throughout the period.

The poorest performances are those of the Netherlands, where the share in
employment rose only a very little, and the United Kingdom, where it actuélly
fell, In both countries, observation of investments suggests the hypothesis
of a (conscious or unconscious) strategy of withdrawal from these industries:
investment rates have remained low (about 10 % of added value) and the expansion
in volume of these investments is very slow both in absolute terms and compared

with that of industry as a whole.



- 70 =

Other job—creating industries

The other industrial sectors which have stepped up their employment are
mainly chemicals and the rubber and plastics industry, and, in certain countries,
the processing industries: minerals and building materials in France, steel in
Italy and in the Netherlands.

In Italy, France and Belgium, the paper and printing industries and the
various industries producing current consumption products also increased the

numbers they employed, although at a slower pace, during the period 1970-73.

Everywhere except in the United Kingdom the chemical industry stepped up
numbers employed at a high rate whilst maintaining rapid growth in labour

productivity through high investment rates.

Declining industries

Apart from the industries mentioned above, the number of persons employed
in the rest of the manufacturing indusiry sector contracted. The main industries
were intermediate goods other than chemicals (steel in the FRG and in the United
Kingdom), and the agricultural and food indusiries in all countries except Italy.
But the main sufferer was textiles, leather and clothing, the decline in the employment

in this area having steadily gathered momentum throughout the period.

There are many reasons for this decline in employment: slower demand,
leading to a slower growth in production, low labour productivity, glow growth

in investment.



-7 -

In the textiles, leather. and clothing industry, a number of circum-
stances combined to erode employment: slacker demand from households, slow growth
of exports, labour productivity lower by 30 to 50 % than that of the economy as
a whole, and a extremely low rate of investment (except in France), which was

also steadily declining.

The decline of employment in this area was therefore sharper than
in all the other industries and gradually gathered momentum, to reach a rate of
2.3 % per year between 1970 and 1973.

However, despite this sharp contraction in employment, labour
productivity showed very little improvement as compared with that in the other
industries. Bxcept in the United Kingdom and in France, where the discrepancy
between this sector and the economy as a whole was narrowed down a little, value
added per person employed remained very much at the relative level in 1973 that it
was at in 1960, The poor performance of labour productivity explains the inability
of this indusiry to complete with the "low wages countries", and the relocating of

production units in the latter countries,

The decline of textile, lesther and clothing had & strong impact on

overall employment:

(i) because of the large scale and the geographical concentration of the persons
involved: still almost five million persons in 1973 in the six countries : 8 %
and 6.5 % of total employment in Italy and Belgium respectively, 4 to 5 %
in the other countriess

(ii)because the phase of acceleration of the process of increasing redundancies
in textiles (1970-1973 and still more 1974-75, when jobs were disappearing
at the rate of 4.5% per year) coincided with the period of stagnation of
employment in the other industries and of slowdown of the increase in employment

in the services industries.



-T2 -

Qualifications are in order, however, for two countries, the FRG and

Italys

(i) the industry ocovers several categories of sub-indusiry: production

(i1)

of textile fibres, of leather, manufacture of ready-made garments and

of footwear, trends in which sometimes differ substantially. For

example, the FRG stepped up vigorously its output of man-made textile

fibres and has become one of the main world producers.

The number of persons employed in textiles, leather.and clothing in Italy

is still the largest in the Buropean countries. It has remained

virtually unchanged, net job losses being less than 1% of total employment

in this area.

Teble 6 — Employment, productivity and investment in textiles, leather, clothing

Share in empley- oifference {idied value per Lver: gz rute of Aver: ge sl
ment % ?973/1960 person employed investment rrow";l’.{cf invec!
reletive irdes all | 1060/1973 rant ()
o -8 lin 000 the ecoromy = 100 Te;tilef T 5 T
1560 1973 industry
PR G 549 2.2 420 73 76 8.5 13.9 3. - 11.2
France 5.7 4.0 300 72 81 12.3 17.2 10.5 - 3.0
Italy T.5 T.7 90 52 53
U.X. 6.3 4.7 380 58 68 11.6 13.9 o 1.5
Nether-
Belgium| 8.0 6.3 40 56 58 13.1 19,0 545 2.0
Em.6 603 409 1240 - - - - - b

nrin/oided volue
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2.4. Employment in building and construction

In 1973 this industry accounted for between 7.5 and 10 % of total employment.
Numbers employed "peaked out"™ in the years 1967-68, and from then on employment
either marked time or slowly contracted. The phase,ending in 1967-1968, is connected
with the rapid growth of residential construction. There then began a period of
slower growth both in the demand for housing and for public equipment, and this
growth was covered by stable employment or even fewer workers, because of productivity

gains induced by an appreciable increase in the capital ratio.

2.5, Employment in the services indusiries

Throughout the period, all the services industries are net job creators. The
share of services in overall employment rose for the six countries taken as a whole
from about 41 % in 1960 to nearly 50 % in 1973.

Market services
———

Within this total, wholesale and retail trade and transport communications
showed moderate growth (about 0.6 % as an annual rate for the two industries, (400 000
jobs created in the transport communications area between 1960 and 1973, about one
million in wholesale and retail trade). The bulk of the new jobs were created however
in miscellaneous services (other market services) which rose from 12.5 % to 17 %e
Among the latter, the most jobs were created in financial institutions: banks, in-
surance. The heading "other market services" covers (although a complete breakdown
is unfortunately not always possible) a large number of services some of which
are connected with indusiries: research agencies, technical consultancy, advertising,
leasing firms and temporary work agencies, and others are connected with household
consumption: part of the artisan sector, health services and market education services,

and leisure services.
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Non-market services

Paradoxically, there is little information on public
service employment, and the comparisons between countries are not accurate because
the conventions concerning demarcation between market services and non-market
services can be interpreted differently. Nevertheless, general government

services have consistently contributed to job creation, particularly in the

Federal Republic of Germany.

Table 7 ~ Employment in general government

1260 = 1270 1970 - 071

Lnnuaa grouth | Lveruge number Annuc] groutl oo g naLor

rote (o of jobs created rote 7 o8 ol erer e
per year T yeoT
F.R.G. 3'4 83 OOO 3'7 £ A”/.(\'
Fronce 0.8 18 000 1.9" 50 00
Italy 2.3 41 400 3ot 67 000

. xn

Jrited Kingdom - - 2.6 123 000
Netherlznds 1.2 6 000 2.4 17 5CO
Belgium 241 9 600 2.4 17 500

* Estimates
*% General government services and other non market services

Table Ja ~ Share of non-market services employment in total
employment 1970 =1974

F.R.G. | France Italy UoKs Netherl. | Belgium
1970 13,6 15,1 13,0 18,4 14,1 17,2
1974 | 15,7 15,6 14,3 | 20,1 15,1 17,8

For some years now there has been a distinct speed-up in the

rates of public job creation in all the countries, but this has not offset losses in

most other sectors.
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3+ Sectoral changes in employment, comparisons between countries

The employment changes described above occurred throughout the EEC, but
sector to sector changes were on the same scale in all the countries. More
generally, the main features, by country, of changes in employment by sector are
as follows (cf. Tables 8 and 9).

Enployment changes
Table 8 gives an index calculated in the same way as that for the Table

on page 19, quantifying the changes first in 11 sectors, then in 20 sectors, the
latter breakdown giving more detail for individual industries. The order of the
countries is the same in both cases, Italy is the country in which the changes
went furthest; followed in order by France, Belgium, the FRG, the Netherlands and
the United Kingdom.

Table 8 ~ Indices of employment changes

F.R.Q. | France | Italy K NL Belgium
ll-sector index 17.4 24.0 25.5 14.9 15.0 17.7
General 20-sector 18.2 26.0 30.5 17.2 17.6 22.5
index
Order 4 2 1 6 5 3

Italy comes at the top of this "league tablée® because of the large number
of persons in this country employed on the land at the beginning of the period, but in
contrast with the other countries,the services sectors in Italy were the only ones
to increase their share in total employment. Industry, which created about 500 000 jobs
between 1960 and 1973, building and construction and even the energy sector all increasec
their numbers employed and their relative shares, Within manufacturing industry, al-
though the equipment goods sectors and particularly motor vehicles contributed most
to the growth of numbers employed, the current consumption sectors maintained or in-
creased their shares. The textile, leather and clothing sector, in particular, retains
its preponderant share, with nearly 8 % of overall employment., Lastly, the services
sector, in particular the services linked with industry, are less highly developed

in Italy than in the other countries.
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At the other end of the '"league table" comes the United Kingdom, the
country in which the pattern of employment changed least. The share of agriculture,
already low when the period began, continued to shrink. The most significant
shift is from industry to services, especially health and education services and
general government. Employment declined in almost all industrial sectors - only
chemicals, and a few equipment sectors (electrical engineering, machinery) increased

their share a little.

In France, the FRG and Belgium developmentis were very similar, decline of
employment in agriculture, virtual stability in manufzcturing indusiry, within
which equipment products further increased their relative share, and a very

substantial increase in the share of services, particularly non-market services.

In the Netherlands, the brom in the energy industries connected with gas

and oil involved no substantial increase in the number employed.

The relative stability of numbers employed in the equipment industries, the
decline of the share accounted for by industry and above all the very large share
accounted for in overall employment by services — transport, and other market
services in particular - leaves a pattern in the Netherlands resembling that

for the United Kingdom.

A static comparison of the sectoral structure of employment suggesis a
dstinction between the FRG and the United Kingdom on the one hand (heavily
industrialized, with more than 15 % of their employment in equipment industries)

and all the other countries.

But a dynamic comparison, i.e. of developments, shows a group of countries -
France, Belgium and Italy - tending to come nearer the labour force structures
of the FRG, Italy being the furthest away from this pattern, and another group
of countries — United Kingdom and the Netuerlands - moving away from this pattern,

with employment changes hinging almost exclusively on services.
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Table 9 ~ Proportions of total employment 3

1960 - 1973
F.R.G. FRANCE ITALY UNITED NETHERL. BELGIUM
KINGDOM
o| BRANCH 60 73 60 73 60 73 60 73 60 73 60 73
1| AGRICULTURAL PRODUCTS 13,0 7,4 21,7 11,6 30,4 18,0 5,0 3,1 10,6 7,4 /8,5 4,1
2| ENERGY PRODUCTS 2,9 2,0 2,1 1,6 0,7 0,9 5,1 3,2 2,4 1,7 4,3 2,0
21 | of which: solid fuels 2,0 1,0 1,0 0,4 - - 3,2 1,5 1,2 0,6 3,4 1,1
22 crude pet./ref.nat. gas{ 0,2 0,2 0,4 0,5 - - 0,2 0,7 0,4 0,3 0,1 0,1
23 electr., gas, water 0,8 0,9 0,7 0,7 . - 1,7 1,6 0,9 0,9 0,8 0,9
3| INTERMEDIATE PRODUCTS 7,7 T4 4,4 4,4 4,5 4,9 6,3 5,8 3,8 4,1 6,6 6,1
31| of whichs ores, iron and steel 3,9 3,3 1,5 1,64 1,1 1,3 2,4 2,1 0,6 0,8 2,7 2,6
32 minerals, bldg. mat. 1,8 L,7 1,5 1,5 2,2 2,1 1,8 1,6 1,3 1,1 2,1 1,8
33 chem. products 2,0 2,4 1,3 1,4 1,2 1,5 2,1 2,1 1,9 2,3 1,7 1,7
4 | EQUIPMENT PRODUCTS 14,9 17,3 9,3 11,0 5,4 8,0 16,0 15,6 8,9 9,2 8,4 10,1
41 { of which: metal grodugts 3,2 ?'g 2,5 2,6 ;rf glg
ﬁi Y ﬁg rggféma§ggngry 3,5 %0 34 3,6 4,2 16,2 2’0 1
recision instr. d.p. 7,3 ’ ‘
44 gata processing equipm. 6.4 T2 9,5 2,0 - e 3,0 3,3
45 elec. equipm.motor veh.| 1,4 2,2 1,4 1,9 1.7 lh.s 1,8 2,2
46 other means of tra.nsp. 0,4 Oll‘ 019 019 " ’ ,’ 3/2 210
5| FOOD, DRINK, TOBACCO 3,9 3,6 3,0 2,6 2,2 2,4 3,5 3,3 4,9 4,4 5,2 4,4
6 { CURRENT CONSUMPTION PRODUCTS 10,8 9,4 19,1 8,9 12,0 12,9 11,6 10,1 9,9 8,2 13,1 12,2
61 of which: text,leather, clothing | 5,9 4,2 5,7 4,0 7,5 7,7 6,3 4,7 5,8 4,1 8,0 6,3
62 paper, printed material 1,5 1,8 1,0 1,3 2,6 2,6 2,3 2,5 1,7 1,9
63 rubber, plastics 0,8 1,3 0,7 1,0 39 0,8 1,0 0,3 0,2 0,5 0,7
64 other industrial prod, | 41! 3,9 2,1 2,1 ° ’7 1,9 2,8 1,5 1,4 2,9 3,1
TOTAL MANUFACTURING INDUSTRY . 37,3 37,7 26,8 26,9 24,1 28,2 37,4 34,8 27,5 25,9 33,3 32,8
7| BUILDING AND CIVIL ENGINEERING 8,0 7,9 8,3 9,5 9,5 9,9 7,1 7,4 9,210,5 7,3 8,1
81 ; Transport services
o ) 5,5 5,7 4,7 5,1 4,2 5,4 7,6 7,0 7,0 6,5 7,4 7,7
82 | Communication services
83| Trade services 12,6 12,6 10,4 12,0 9,9 11,3 14,4 13,6 ]' ]' 12,5 12,9
29,1 34,2
Other market sertvices 9,2 11,5 11,6 16,1 11,6 13,9 15,8 19,0
84 | of which: credit, insurance - - - - - - - -
85 hotel accomm,catering - - - - - - 23,2309 - -
36 ot&erTmarﬁet services - - - - - - - -
no -1
8| TOTAL MARKET SERVICES 27,3 29,8 26,7 33,2 25,7 30,6 36,1 40,2 35,7 39,6
9| NON-MARKET SERVICES 11,2 15,1 14,2 16,6 9,1 12,6 b b 14,0 14,0 10,9 13,3

TOTAL SERVICES

38,5 44,9 40,9 49,8 34,8 43,2 37,6 44,5 50,1

54,2 46,6 52,9

TOTAL

100 190

100

100 100

100

100 100

100

100 100 100

N.B. The percentages in this table may differ slightly from those given in the
preceding tables, since the sources are not always the same,
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Table 10 = Performances by sector -
Rates of growth of employment 1960-1973

F.ReGe FRANCE ITALY UNITED NETHERL., BELGIUM
KINGDOM
No | BRANCH T R T R T R T R T T R
1.| AGRICULTURAL PRODUCTS -4,6 -4,7 3,9 -4,2 =5,3 -3,8 3,6 -3,6 -3,1 ~5,8 =5,7
2 | ENERGY PRODUCTS -3,0 -1,4 -1,0 -1,5 2,1 =0,6 =3,4 =2,4 =3,7 -5,6 <4,1
21 | of which: solid fuels -5,8 -3,5 -6,0 -8,0 -5,5 -1,7 -1,1 -9,7 -1,0
22 crude pet./ref.nat.gas |-0,4 0,4 3,4 2,7 -2,2-1,2 0 3,2 -
23 electr. gas, water 1,6 0,7 1,4 1,2 -0,7 -3,1 1,6 1,3 1,5
3 | INTERMEDIATE PRODUCTS -0,3 0,5 0,8 1,1 0,6 1,2-0,6-1,6 1,8 -0,1 0,3
31 | of which: ores, iron and steel {-1,1 -0,7 1,0 1,5 3,4-1,1-2,6 3,6 o, 0,5
B2 minerals,bldg mat. -0,7 -0,9 1,2 1,0 -0,6 -0,8 -0,8 -1,8 -0,4 -0,4 -0,7
B3 ghem, products 1,7 3,2 1,8 1,2 1,6 2,1-0,1-0,3 2,3 0,5 -0,6
4 | EQUIPMENT PRODUCTS 1,3 0,9 2,2 2,9 3,3 2,6-0,2-1,0 1,0 2,2 2,5
1 }of which: metal products 0,4 0,7 1,3 2,2 2,2 1,4-0,5-1,7
2 agricultural and 1,3 0,6 54 54 2.7 2,2 0,4 -1,5
3 industrial machinery ’ *° 3,14 0,9 0,3-1,5
§?$°131°n instr.d.p. 1,4 1,0 3,5 4,2 5.5 4,4 0,9 0,2
. Y I'd
5 B Betaesebos WeRr 3,9 2,8 3,0 4,8 o, 54 1,6 0,2
6 other m 0,6 0,6 0,9 1,2 77 ’’ =3,5 ~2,3
5 {FoOD, DRINK, TOBACCO -0,1 -1,1 -0,2 -0,6 0,1 -0,3 -0,2 -0,4 -0,5 -0,9 -0,8
6 CURRENT CONSUMPTION PRODUCTS -1,2 -2,1-0,1 -0,17 0,1 0,5 -1,0 =1,7 =1,7 -0,1 -0,5
pl | of which:text.,leaﬁher, clothing}-2,6 -5,2 -1,7 -1,8 -0,4 -1,7 =2,4 -3,2 =3,8 -1,1 =-1,1
b2 paper, printed material 2,2 1,6 1,7 2,0 0,1 =1,0 =1, 1,5 0,8
23 rubber, plastics, +3,9 +4,4 3,7 2,2 4,1 5,3 2,8 2,1 0 3,3 4,4
4 other industrial prod. §-p0,3 -p,5 1,0 1,1 0,0 -0,4 -0,4 -1,0 0O 1,1 0,7
TOTAL MANUFACTURING INDUSTRY
7 [} BUILDING AND CIVIL ENGINEERING { 0,3 -1,7 1,8 -0,2 -0,1 -3,6 =0,7 0,1 1,4 1,2 -0,2
81 | Transport services
. . 0,3 1,7 1,5 0,9 2,4 2,3-0,5-0,5 0,3 1,2 2,6
82 | Communication services
83 | Trade services 0,2 ~0,4 1,9 1,9 0,9 0,7-0,2 0,1 2,0 0,8 1,0
Other market services 2,0 1,1 3,5 4,3 1,0 2,6 2,9 2,6 3,5 2,3 3,0
84 Rof which: credit, insurance
85 hotel accomm.catering
86 R58°T: Barkek S SELIEe
8 TOTAL MARKET SERVICES
9 |NON-MARKET SERVICES 2,5 3,1 2,1 1,6 2,8 3,1 1,6 1,7 1,2 2,4 2,1
TOTAL 0,0 0,0 0,9 1,0 -0,4 0,2 0,2 0,1 0,9 0,7 1,1

P: Underlying rate of growth
R: Annual rate of growth over the last five years.
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4, Labour productivity

Between 1960 and 1973, labour productiviiy, measured in terms of GDP per
person employed, forged ahead, at least in the member countries of the old six-
country Community. The main factors in this improvement in the overall performances
of the economies were the roles played by technical progress incorporated into new
investments, the growth of capital used, and improved training of labour. All these
factors taken together led to an improvement in labour productivity in almost all

industries, ‘though the rates of improvement were not of course the same,

However, sector-to-sector shifts in the working population, which were
consistently from low productivity sectors to high productivity sectors, also helped,

and in some countries helped a lot, to improve the performance of the economies.,

In any comparison of country performances with regard to labour productivity
gains, it would have been useful to make a distinction between the share attri-
butable to an improved sectoral allocation of human resources and the share which,
in each sector, could be attributed to progress in the organization of labour, to the
investment drive and the effectiveness of the use of investment, and to other factors.

It was impossible to effect this analysis in the scope of this study.

The analysis of labour productivity trends given here begins by recalling
the performance achieved overall by each country, and then examines productivity

growth within each sector.
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4,1. The improvement in labour productivity: overall comparison

Made at 1970 prices and exchange rates, a comparison between

productivity levels shows:

- In 1960: one group of countries (FRG, France, Belgium, Netherlands)

relatively close together; between 4.140 and 4.480 EUR per active person.

~ The United Kingdom is at a lower level (estimated at the current ex-
change rate, the level would be that of the preceding group). Lastly,
Italy is well below the Community level, mainly because of the size

of its farming population with a low level of productivity.

_ The same evaluation in 1973% shows that the four leading countries are
even closer together. The discrepancy is down to less than 2 % between
France: (7.680 EUR/active person) and the FRG (7.7°0), whilst Italy
has moved nearer the leaders and the United Kingdom further away.

- Productivity gains have been fairly substantial (L.3 % per year on

average for the six countries). Four countries zsre clustered between

L.% and 4.9 (France, FRG, Netherlands and Belgium), Italy has a very

high level (5.5 %) and United Kingdom a very low level (2.3 %).
Table 11 GDP per person employed; 1970 prices and exchange ratcs
1960 197C Annual
absolute value ] relative value | absolute value] relative veras
in EUR CE-9 = 100 in EUR value averase
CE = 100 |grcwth
D L, 460 1,16 7,790 1,16 hyb
F 4,140 1,07 7,680 1,15 by9
I 2,620 68 5,280 79 595
UK 3,180 59 5,140 81 2,3
NL 4,250 1,10 7,770 1,16 liy 75
B 4,480 1,16 7,79C 1,17 Lz
EEC-9 3,860 1,00 £,68¢C 1,00 4,3
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4.2, Labour productivity by sector

It would have been interesting to analyse and compare sectoral productivity
levels between sectors and between couniries at the beginning and at the end of the
period examined. Statistical problems, in the absence of systematic harmonization
of sectoral data on value added and employment, have proved an insuperable
obstacle to the preparation of an overall table. Estimating difficulties are
particularly formidable with regard to services, where the distinction between
growth in volume and prices is largely conventional and not comparable between

countries,

Table 12 gives a breakdown, by branch, of average annual growth rates from
1960 to 1973, but this table is for guidance only.

The changes in these rates are fairly homogeneous as between the countriec
of the old six—country Community, the United Kingdom being consistently 2 or 3 points

behind, except for agriculture and chemicals,

Productivity gains. have,generally, been very substantial in the agricultural
sector because so many workers have left the land for industry and services, average
to well above average in manufacturing industry and low in services for the opposite

reasons to those governing the trend in agriculture.

The case of capital goods brings out the limitations to the validity of these
comparisons, since the discrepancies between countries are a good deal more than
they are in the other branches without there being any discernible reason for this

(productivity of the motor vehicle industry in Germany).

Methods of obtaining and collating harmonized data must therefore be improved,

and this operation should be uniertaken at Community level.



Table 12 : Labour productivity -
Average annual rate of growth 1960-1973
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UNITED
FeR. G FRANCE TPALY | XKTINGDOM | NETHERL.| BELGIUM
No BRANCH
1 AGRICULTURAL PRODUCTS 6,3 6,3 6,9 6,9 6,2 5,3
2 | BNERGY PRODUCTS 7,2 6,6 4,4 5,5 14,4 7,8
21 | of whiche: solid fuels 3,6 1,6 - 0,5 - 3,3
22 crude pet./ref.nat.gas 9,6 5,6 - 10,8 - 8,0
23 electr. gas, uwater 4,8 7,6 6,3 8,2
3 | INTERMEDIATE PRODUCTS 6,2 6,6 6,8 3,8 7,3 7,7
31 | of which: ores,iron and steel 4,8 5,4 6,3 0,5 - 6,7
32 minerals, bldg. mat. 4,9 6,2 6,2 4,9 - 6,3
33 chem, products 7,2 7,5 7,0 6,5 - 10,9
4 | EQUIPMENT PRODUCTS 3,3 6,8 3,2 2,5 4,6 6,7
41 | of which: metal products 2,5 5,9 1,6 - -
42 agricultural and 1,6 ‘6 7 59 2,4 - -
43 | prec.instr.data proces.equipm. - ’ ’ 5,9 - -
44 electrical equipm. - 6,3 3,7 - -
45 motor vehicles, 2,3 6,6 4.2 2,1 - -
46 other means of transp. 5,0 8,5 ’ 2,1 - -
5 | FOOD, DRINK, TOBACCO 5,0 4,8 5,8 2,7 4,9 4,5
6 | CURRENT CONSUMPTION PRODUCTS 5,0 5,7 .8 3,2 4,9 4,5
61 | of which:text.,leather,clothing b,b 6,0 5,7 3,3 - 4,6
62 paper, printed material - 3,5 3,6 2,3 - 3,8
63 rubber, plastics 5,2 3,3 5 2,8 - 10,5
64 other industrial prod. - 6,8 ’ 3,1 - 7,3
TOTAL MANUFACTURING INDUSTRY 4,5 6,0 5,6 3,0 6,5 6,1
7 { BUILDING AND CIVIL ENGINEERING 3,9 4,9 2,9 2,2 3,3 2,8
81 | Transport services 3,6 3,8 ’ -
82 | Communication services 4,9 5,2 3,3 ’ bt -
83 | Trade services 3,8 4,2 5,0 2,8 3,3
Other market services 2,5 2,5 - 0,2 1,4
1,6
84 | of which: credit, insurance 2,1 - 2,5 - ! -
85 hgﬁel accﬁmg.catering - - - - -
86 e Euhere Spenifa 3,4 - 4,3 - .
8 | TOTAL MARKET SERVICES 3,4 3,0 A 1,6 2,2 2,4
9 | NON-MARKET SERVICES 1,8 0,° - - 3,4 3.0
TOTAL SERVICES 2,9 2,6 - - 2,5 2,5
TOTAL b2 | 4,9 5,2 2,2 4,3 4,2
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B-5 CAPITAL FORMATION

l. The main features of investment trends

Throughout the 1960-73 period, the investment drive in the six
countries was maintained. Following the period of reconstruction of capital
after the war, a number of factors combined to help maintain throughout this

period an investment growth rate exceeding the GDP growth rate.

A more capital-intensive method of production,the need to raticnalise
manufacturing processes because of the opening of markets to international com-

petition and an increase in relative prices for labour compelled firms, even

those in the most traditional industries, to pursue their investment drive.

In addition, the emergence and development of new activities : petro-chemicals,
plastics, electronics, the substitution of energy sources, created new invest-
ment needs.Al®o during a large part of the period under review, the demand by
households for new housing supported the investment drive. Lastly, central
government had to meet growing transport and communication infrastructure needs

and public equipment needs, particularly in the fields of education and health.

For the European countries taken as a whole, the 1960-73 period is
therefore one of rapid growth in investment. In real terms, the rate of growth

was about 5.5% per year, which means that it was higher than GDP growth.

However, this movement was not a steady one. It was very fast between
1960 and 1965 (6.7% per year on average), but the overall investment growth rate
steadily declined thereafter and was actually negative during the 1974-75
recession, Between 1965 and 1970, the annual growth rate was 5.5%, but -between
1970 and 1973 it was only 3.5%. Last, investment rates (ratio of investments
in a given sector to its added value) calculated on the 1970~73 period are a
good deal lower than those for the 1960-70 decade. This change is very obvious
in the mergy and intermediate indusiries, but most industries are affected,

as is building and construction.

1l.3. France is a remarkable exception to this generalication, since it
not only had a growth rate (average 1960-73) a good deal higher than the other

countries, but the development over time was also different.
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In France, industry did not suffer in 1970-73 the decline in invest-
ment comparable to that of other countries. A vigorous increase in services

actually induced an increase in the share of investment in GDP.

In the countries taken together (including France), the growth in
investment was much more substantial in the services sectors (and in certain
countries, in agriculture) than in the energy sectors and in manufacturing

industry.

It is, however, probable that the investment statistics tend to
exaggerate this trend. Equipment on lease is included in services even if it
is used in industry, just as interim or temporary work generally carried out

in other sectors is often dso included in services.

The investment drive has stepped up substantially the stock of
productive capital in the Buropean countries. Although statistics on the stock
of capital are by no means completely accurate (see below), they do concord
to confirm a shift in the capital stock from industry to services and a major

substitution of capital for labour in all sectors of the European economies.

This substitution of factors of production has no doubt been forced
upon the economies by technological change, concentration of activity in large
production or distribution units and, in certain countries, by a shortage of
skilled labour, but it has also been strongly encouraged by diverging trends
in the relative costs of capital and labour, the cost of labour having increased

more rapidly than that of investment.

Lastly, with regard to the type of capital goods required, the share
of residential construction has declined in real terms (in value, it has increased
because of a faster increase in prices) in relation with that of capital goods :
machinery and transport equipment, and with that of industrial plant and public

equipment.

2., Sectoral long-term trends in investment

(At constant prices)

The most significant aspect of trends during the 1960-73 period is the
much more rapid growth of investment in services than that made in manufacturing

industry. This is true for all the countries.
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Within manufacturing industry itself, however, priorities have
differed. Thus whilst the equipment industries sector leads in the FRC and
in France, the intermediary sectors, chemicals and particularly steel lead
in the Netherlands, and the food products industries lead in Belgium and
the United Kingdom,

The current consumption sectors progressed (except in the United

Kingdom) at a rate below that of industry.

Among the services branches, growth rates for transport and commu-

nications exceeded those for industry, except in France and in the Netherlands.

The restructuring of the distribution sector is reflected in high

growth rates for investment in the wholesale and retail trades.,

But the strongest growth rate, as for employment, is recorded in

the other market services -~ financial institutions and miscellaneous services.

3. Analysis by period (at constant prices)

A more detailed time analysis is needed,all the more in that the
outline of the three subperiods 1960-65, 1965-70 and 1970-73 differs widely both

for overall investment trends and for the sectoral distribution.

Thus the 1960-65 period, in which investment was growing sharply

(6.7% per year) was a period in which investments in the energy sector grew
especially vigorously (5.3% per year in the FRG, 8.8% in France, 9.6% in the
United Kingdom), the main item here being the construction of electric power

production stations.

The growth of investment was very sharp in agriculture, building and
construction, and market services (except transport and retail and wholesale

distribution).

On the other hand, during this period, investment in manufacturing
industry rose at a relatively slow rate in the FRG and the United Kingdom (3.6%
per year) and at a rate below that of the other branches in France (7.1% against

10.2% in market services taken as a whole),

In the FRG, industrial investment w25 realised mainly by thé capital goods
and intermediate product sectors, including chemicals and building materials. In

France, all industries ranked roughly equally: manufacturers in the textiles industrx
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in particular, continued to spend heavly on investment (7% per year), while this
type of investment declined in the FRG. Equally, in the area of intermediate

goods in France, investment in the ores and steel branch market time, but this was
offset by the very sharp increase in investment in building and construction

materials (18 % per year).

In the United Kingdom, where the overall growth of investment in
industry is comparable to that of the FRG, there is a more marked shift to
current consumption goods (textiles, in particular) and chemicals, capital

goods enjoying only average growth.

The 1965-70 period is, on the other hand, a period of definite reco-

very in investment in manufacturing industry. Investment in services continued
to grow rapidly, but at a rate below that of the preceding five-year period; the
same is true for agriculture, energy and building and construction. Overall,
investment therefore slowed down during this period except in manufacturing
industry. The ecuipment goods and current consumption industries expanded in the
FRG and in particular there was a recovery of investment in textiles. The inter-
mediate industries, particularly chemicals and ores-steel in the United Kingdom

stepped up their investment sharply.

In France and the Netherlands, expansion is distinctly more rapid
in all the industrial sectors, and progress in the Netherlands is quite remarkable

in the intermediary sectors - chemicals (18%) and ores-steel (19%).

In Belgium, where overall progress was slower (5.7%), chemicals

achieved a remarkable increase in investment (19%).

After this phase of rapid development in industrial development,

the 1970-73 period was much less successful,

Investment in industry contracted in the FRG ( - 6.6% per year), in
the United Kingdom ( — 3.7%) and in the Netherlands ( - 3.7%).

In the other countries, growth continued, but the average annual

rate was about half that of the preceding period.
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The relative losses in industry are not sufficiently offset by

growth in other parts, except in France.

Thus, in the FRG, the rate of investment slowed down in transport
and communications and commerce, and investment also declined in agriculture
and building and construction. Only energy and the other market services stepped

up vigorously their invesiment,

In the other countries, the growth of the services sectors is fairly
vigorous, especially in transport and communications, but not sufficiently to

offset the slowdown in industry.

France is an exception to this general pattern, indusirial investment
having continued to grow in that country at a rate which was admittedly lower

(5¢4% per year, against 10.3 between 1965 and 1970) but which remained fairly
high. In addition, the equipment goods industries also forged ahead in France

(9+7% per year). In the other sectors - building and construction, agriculture
and services -~ the rate of growth of investment even gathered momentum in

comparison with the preceding period. Only the energy sector suffered a decline.
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4. Investment by type of goods

The above material concerned investment trends by owmeror user sector.
Details are now given of trends by type of investment, under four main headings,
machinery, transport equipment, residential construction and industrial er com—
mercial consiruction and plant and civil engineering work. An analysis is then
given of the impact exerted by this investment demand on the industries producing,

these goocds,

As a general rule,kpriority went to the production of equipment goods,
the share (1) of investment expenditure devoted to industrial machinery and to
transport equipment grew more rapidly than that assigned to building and
construction (however, there was a slight slowdown in the United Kingdom and
in the Netherlands) to reach a percentage varying from 45% in Belgium to 51%
in Germany and the United Kingdom. The heavier emphasis on productive invest-
ment is also reflected in the distribution of investment between buildings
intended as housing and those connected with increasing production capacity
(industrial building) and to the improvement of infrastructures, especially
roads. The growth of the latter has been more rapid than that of residential
construction, except in Italy and in the Netherlands, although it would seem,

in this case, for different reasonsg

The Netherlands had fallen behind, in structural terms, in their
stock of buildings and, by vigorously boosting the volume of residential
construction, restored their share of investment in this sector to a level

comparable with that of the other Buropean countries.,

The structure of Italian investment, on the other hand, gives this
country a rather special place in Europe. It is the only country still devoting
in the 70's more than 30% of its investment expenditure to housing, compared
with 19% in the United Kingdom and 22% in Germany, while its growth rate for
the heading "other building and civil engineering work" is the lowest of all,
which means, given the scale of motorway work which must have accounted for
a large share of new investment, that the construction of additional production

units was at a much slacker rate than in the rest of the Community.

(1) The figures given in the table on the structure and trend of investment
are five-year averages designed to smooth out short-term fluctuations.
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The economic sectors which could "work" directly for investment,
i.e. those more than 25% of whose production in terms of value is accounted
for by items intended for the gross fixed asset formation of other industries,

are by definition few in number.

For all the countries they are the following industries:

agricultural and industrial machinery;

precision instruments, office machines, computers;

building and construction, civil engineering

and for Germany, Italy and the Benelux countries

motor vehicles and engines,

To these equipment industries properly so called we should add

virtually all the intermediate industries, i.e.

- ferrous and non-ferrous ores and metals;
- non-metal ores and ore-based products (building materials);

- metal products;

and the other equipment industries such as electrical equipment and supplies

and wood and wood products.

A large share of their production is incorporated into the manufacture of capital
goods and their development is thus indirectly a function of a demand for invest-

ment goods.



- 92 -

Table 3 Proportion of the national production of an industry incorporated directly

or indirectly into capital goods (exceeding 25%) (%)

FRANCE ITALY U.K. NETHERLANDS BELGIUM

Ferrous and non- i
ferrous ores and 23,9 18,2 26,9
metals

Building materials . ,
(ore~based) 57,1 54,8 42,0 5642 42,2

Metal products 53,3 39,1 30,0 33,6 29,1

Agricultural and
industrial machi- 51,3 29,6 45,8 33,6
nery

Precision instru-

ments, computers 40,5 3546

Electrical equip- ' " Y
ment and supplies 46,0 32,2 34,2 3,4
Motor vehicles and n & ‘

engines 32,5 29,5

Other means of

t{ransport 43,2

Wood and wood

products 40,5 38,17 31,4 24,2 31,9
Construction 86,8 89,6 75,6 79,8 85,3

Source : Input—-Output Tables for 1970
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For the overall economy of each country, the proportion of domestic

production assigned to investment in 1970 was as follows : (% of total production)

Table 4 FeReGo FRANCE ITALY UKo NETHERLANDS | BELGIUM

direct 12 12.6 10.8 9-7 10.4 906

direct and

indirect x 21.3 18,0 16.1 14.9 13.8

* not available

The multiplier effect of investment on national production seems lower
in the Benelux countries than in the other Community countries. This is a function
of the weakness of their domestic market in equipment products which compels them
to import more from abroad : imports account for more than a quarter of the overall

7

value of annual investment, comparing with less than 10% in the other, larger

countriese.
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5. The capital stock

a
4

It is obviously of value to know how trends in productive investment
have affected the stock of capital available in the economy and its distribution
by main sector. It is also of interest to know how the profitability and effi-

ciency of productive capital have varied from sector to sector.

However, evaluation and especially international comparisons of
capital stock are hamstrung by statistical and methodological
difficulties. The establishment of annual series for the stock of productive
capital is generally based, save where invesiment series going well back in
time are available, on an estimate of the capital in a base year and an eva-
luation, year by year, of movements affecting this stock. The stock is increased
each year by the investments carried out. On the other hand, part of the capital

disappears each year through destruction, wear or obsolescence.

While the flow of information on investments carried out is fairly
good, an estimate of depreciation is based on assumptions concerning the useful
life of capital goods (equipment and buildings). These assumptions are largely
conventional and vary according to evaluations; some include not only the
physical depreciation of capital by ageing but also technical or economic obso-
lescence. Lastly, estimates of the capital in the base year may be drawn from
various sources -~ tax statistics, industrial censuses, surveys,

etc., all of which make comparisons extremely difficult,.

In this connection, the group could only regret the absence of
harmonised statistics at Buropean level in a field so crucial and so contro-
versial. It proposes that the construction of capital stock series worked out
according to rules as uniform as the basic data available in each country

allow should be undertaken as soon as possible.

As they could not ignore completely this important field, the
group gathered together estimates of capital stock made by various ingtitutions

of the Buropean countries.
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The group lacked the facilities to proceed to a harmonisation of
the series, and therefore could make no comparisons of absolute capital stock
levels, Comparison of growth rates was a hazardous exercise, and all that has
been done here is to present a table describing the sectoral structure of
capital in each country at the beginning and at the end of the period, giving
in the commentary only the facts sufficiently consistent to "resist" variations

in conventions with regard to the way estimates are made.

The sectoral structure at the beginning of the period X

A comparison of the sectoral structures of the capital stock reveals

fairly close similarities between the countries.

For all the countries, the share of the capital stock accounted for
by services lies between 35 and 40% of the total, building and construction

accounting for l.5 to 3.5%, energy for between 15 and 20%.

Manufacturing industry is also somewhere between 35 and 40% of the
total, except in the Netherlands (about 28 %).

Disparities between countries are, however, discernible in the
comparison of the shares of agriculture, and in the structure of capital within

manufacturing industry itself.

For agriculture, alcngside three countries which are relatively
comparable - FRG, France, Belgium - where the capital share is near 10%, there
are two extreme countries : the United Kingdom where this share is very low (3.6%)
and corresponds to the share of agriculture itself in total production, and the
Netherlands , where, conversely, agriculture has developed along very " capital-

intensive'" lines,

In manufacturing industry, the structure of capital reflects fairly
closely the specialisations of each country. Apart from the relative overall
weakness of the Netherlands, the specialisation of the United Kingdom and of
the FRG in the equipment industries, of Belgium in intermediate products and
textiles, of the Netherlands in the food industry; France lies in an average

position in each of these sectors.

£ The sectoral structures have been calculated excluding public equipment :
infrastructure, hospital equipment, educational establishments, etc.
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The sectoral development of capital between 1960 and 1973

The main features of sectoral changes in capital are fairly

comparable with those noted with regard to employment.

Here again the share of industry is relatively stable, there is
a decline in the energy sector entirely attributable to the decline in
mining, there is an appreciable decline in the share of agriculture offset
by the growth of the building sector and there is above all a very sharp
increase in the share of market services. The changes in manufacturing
industry took place mainly at the cost of the food industries and current
consumption products and in particular of the textiles-leather-—clothing
sector. On the other hand, the industries which have benefited the most
from capital changes are in the intermediate sectors, chemicals in particular,

but steel as well in the Netherlands and in Belgium.

In the plant and machinery sector, the picture with regard to
capital is comparable with that for employment for four of the countries:
an increase in the relative share in the FRG and in France, stability
in the United Kingdom and in the Netherlands. In Belgium, however, there
was a scissors movement, though on a limited scale. The share of employment
in these sectors rose from 8.4 % to 10.1 % whilst the share of capital fell
from 6.6 % to 6.4 %.
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6.:32 substitution of labeur by capital

Defined as the growth of capital per person employed, the rate of

capital/labour substitution could not, for the reasons mentioned above, be

measured on a basis allowing comparison between countries.

There is therefore no way of classifying the countries according
to the rate of this substitution. At the very most it can be noted that the
rate was fairly high, estimates varying from 4 to 6 % per year from country to
country. On the other hand it is possible (although the figures are for guidance
only) to compare in each country the rates of substitution by main sector.
Table 6 gives the relative rate of substitution for each of these sectors. As
has been noted above, movements affecting the sectoral distribution of capital
are generally in the same direction as those for employment: it is unusual
to find sectors where employment has contracted sharply (as the relative share
of the whole of the market economy) while capital has increased, or conversely.
The differing degrees of substitution therefore derive from the difference of
scale between the movement of labour and of capital, but generally the trends

are in the same direction.

In all the countries, the strongest substitution movement was
in the energy, building and construction and agriculture sectors. Next come
services and wholesale and retail trade, then the industries producing current
consumption goods (especially textiles), and the other industries - inter-
mediate goods and focd products. Last in line are transport and communication
services and the plant and machinery industries, where broadly speaking

substitution has been on a small scale only.

However, a mere listing of sectors in order of degree of sub-
stitution is not enough to give a clear idea of the phenomenon. In fact,
several groups of sectors can be distinguishec:

.

high substitution sectors, where employment has declined (in relative and

sometimes absolute terms) and capital has declined (in relative terms) but
to a lesser extent: this is the case in agriculture and in certain countries

for texiles and coalmining as well.
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high substitution sectors where employment has increased but capital has

increased much more repidly. This applies to building and construction,
energy industries other than coal, chemicals in certain countries, wholesale

and retail trade, and certain services industries.

Among the low substitution sectors, a useful distinction can also be made

between a group comprising food products and transport and communication
services, where employment more or less marked time and capitalization

was average or lower than average, and the equipment sectors in which capital
and employment both rose sharply, the rate of substitution being, however,

below average.
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Table 6: Capital/labour substitution (1960-1973) relative rate: market economy
as a whole = 100
QERMANY fFRANCE UK NETHZRL, BL.CIU.
hb BRANCH
1| AGRICULTURAL PRODUCTS 111 154 151 98 163
2| ENERGY PRODUCTS 107 119 154 124 209
,
21| of whichs solid fuels 66 59 121 60 158
22 crude pet./fef.nat. gas
23 elecir. gas, water
3| INTERMEDIATE PRODUCTS 95 103 112 145 122
31| of which: ores, iron and steel
32 minerals, bldg. mat.
33 chem. products 77 16, 101 170 122
4 | EQUIPMENT PRODUCTS 92 88 99 95 82
41 | of whichs m2tal products
ﬂg agricultural and
4 prec.instr.data proces.equipm.
i electrical equipm.
45 motor vehicles
46 other means of irauspery
5| FooD, DRINK, TOBACCO 92 93 113 78 90 ]
6| CURRENT CONSUMPTION PRODUCTS 103 105 104 105 90
61| of which: text,leather, clothing 100 104 115 84 94
€2 paper, printed material
53 ruvber, plastics
L4 other industrial prod. .
TOTAL MANUFACTURING INDUSTRY 94 96 107 120 91
7| BUILDING AND CIVIL ENGINEERING 150 122 130 139 137
81 | Transport services 70 66 24 116 106
I82 Comnunication services
83| Trade services 112 108 116 1 8¢ 87
Other market services 156 94 118 J
54| of which: credit, insurance ‘
a5 hotel accomm.catering
86 peiem kel Sepioes
8] TOTAL MARKET SERVICES 102 80 88 92 91
TOTAL (not including non-market 100 100 100 100 100
services)
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T. Relative costs of capital and labour

There is no doubt that capital per person employed has increased
considerably although we cannot express the phenomenon in figures that would be
comparable from one country to another. The key to this development is the divergent

trend of capital and labour ccsis,

Between 1960 and 1973, wage costs per unit of product approximately
doubled, mainly because of the increased burden of social security contributions
and other wage-~linked costs. These costs have generally increased slightly
more than GDP prices, while investment prices have increased less, particularly

the prices of machinery and transport equipment.

A comparison of the prices of the twc inputs, which are partly
interchangeable, demonstrates that developments have been distinctly favour-
able to investment goods. The prices given in Table7 are, of course, ™market
prices™; they do not measure exactly the real cost of capital, since financial

costs (interest on loans, depreciatlon etc) are alsoc involved.

Nevertheless, the gap is wide encugh to be significant, especially
as measures have been taken in most countries during the period to reduce the
real burden of investments for firms, in the form of tax concessions, investment
grants, or preferential terms for state loans. In some countries, inflation
has been an extra incentive to investors, by reducing real interest rates, and

making them negative at certain periods.

Table 7: Comparison of implicit GDP prices, investments and wage costs
(including social security contributions) 1960 = 100

GDP prices Price of Gross Wage costs per
Fixed Asset formation unit of product

Total(equipment Equipment
goods + build.) .| goods

Germany 171 170 138 180
France 186 169 150 184
Italy 196 206 168 209
U.X. 192 190 170 197
Netherlands| 205 187 153 238

Belgium 166 181 161 178
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B-6. LONG-RUN PRICE CHANGES

Three points in particular arise from the analysis of developments
between 1960 and 1973:

(i)  the price structure changed in the same directions in all countries;
lower relative prices for energy and industry, higher relative prices for

building and services (Table 1)3

(ii) +he scale of the relative changes varied widely: very large in the
Berelux countries and in Germany, less marked in Italy and in France,
quite small in the UK (Table 2);

(iii) the long-run change in prices seems fairly closely correlated with that
of the productivity of labour (Table 3). In the sectors where productivity
gains were the highest, the growth of prices was least rapid, and vice-

versa.

Table 1: Ratio of annual average rate of price increase in the different
sectors to that of the economy as a whole (1960—1973)

Agriculture| Energy |Manufact. Building + Market All Economy

Industry | construction| services services|as a

whole

Germany 46 51 72 128 131 132 100
France 102 48 13 112 110 123 100
Italy 86 59 73 152 100 114 100
UK 69 88 83 117 100 113 100
Netherlands 70 28 52 120 124 131 100
Belgium 143 23 56 146 125 123 100

Change in the structure of prices

The evolution in manufacturing industry is fairly similar from

country to country. Thus, the price of intermediate products as a whole rose

less rapidly than prices on average for the whole of industry. The lowest rate

of increase in the industrial sector was in the chemical indusiry. Prices

of current consumption goods,on the other hand, grew more rapidly than the average
in all the countries. This divergence is mainly due to the evolution of

prices in the textile/leather/clothing sector, but also to the marked rise

in prices in the paper and printing sector.
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This dual evolution supports the view that prices have risen faster in the
sectors mainly supplying goods for final consumptionj the intermediate
consumer (usually an industrial establishment) is supposed to be able to

resist price increases mcre easily than the final consumer.

However, there is no other evidence to support this affirmation, though

some might be found if a more detailed breakdown were used.

Where the other industrial sectors are concerned, there is
no simple interpretation of the very different eveclutions from cne country

1o another,
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Table 2: Value added price: annual average growth rate (1960—73)

INo | BRANCH GERMANY | FRANCE [IT%LY lﬁ.K.l hETHERL. IBELGIUM [
1| AGRICULTURAL PRODUCTS 2.0 4.9 4.8 3.6 3.8 5.6
2| ENERGY PRODUCTS 2.2 2.3 3.3 4.6 1.5 0.9

21| of whichs solid fuels 3.1 6.0 - 5.5 - 1.2

22 crude pet./ref.nat. gas -0.3 1.6 - 3.5 - 1.6

23| electr. gas, water 2.6 2.2 - 4.3 - ~-0.8
3| INTERMEDIATE PRODUCTS 1.7 2.9 2.6 3.4 3.5 2.5

31| of whichs ores, iron and steel 2.3 3.8 2.0 bob 3.5

32 minerals, bldg. mat. 3.9 3.6 3.6 3.7 1.9

33 chem. products -0.3 1.6 2.2 2.9 1.5
4 | EQUIPMENT PRODUCTS 4.0 2.8 5.6 4,6 2.2 1.5

41| of whichs metal products 3.1 3.4 4.6 - -

ﬂ§ azricultiural and 4.9 3.2 4.9 - -
prec.instr.data proces.equipm. 4.0 2.8 6.3 3.8 -

44 electric equipm. 3.4 1'7 3.5 -

45 motor vehicles i 2.6 4.3 - -

46 other means uf iransp. 4.8 0.9 ] 3.2 5.9 - —
5] FOOD, DRINK, TOBACCO 1.6 4ot 2.1 4.5 3.2 1.5
6; CURREN? CONSUMPTION PRODUCTS 3.5 4.4 -1 4.6 3.2 3.2

€1{ of which: text,leather, clothing 3.5 3.9 5.2 4.1 - 3.5

62‘i paper, printed material 5.0 5.8 5.9 5'; - gg

63 rubber, plastics -0.3 3.0 . be - 5.2

64 other industrial prod, 2.7 ba4 4.8 = -

| TOTAL MANUFACTURING INDUSTRY 3.1 3.5 4.1 4.3 2-8 2-2
l -

7! BUILDING AND CIVIL ENGINEERING 5.4 8.5 6.1 6.5 >-7
j :

€1, Transport services 4,3 0 5.2 ] 4 5.9

82 Cozmunication services 4.2 ) 4.9 ) 5.3

e

8 Trad ic 3.5 3.8 4.5 5.6
3! Trade services ]I ] 7.4

Other market services 6.8 7.0 7.2 5.9 61
84| of which: credit, insurance 5.7 - 7.6 5.9 -

s hotel accomm.catering 7.0 - - 6.3 -

" 3g§1ex;1rer_ngl§et services = s =
8| TOTAL MARKET SERVICES 5.3 5.6 5.2 6.7 4.9
9] NON-MARKET SERVICES 7.6 8.0 8.7 8.2 8.6 4.6

TOTAL SERVICES 5.7 5.9 6.4 5.9 7.1 4.8
TOTAL 4.3 4.8 5.6 5.2 5.4 3.9

! United Kingdom: value added price at factor cost,.
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For example, in the food insutry, three countries achieve
remarkable results: in Germany, Italy and Belgium the annual average rate
of price increase is between 1.5 and 2 %. However, in the Netherlands the

performance is only fair (3.2 %), and it is very poor in France and the UK.

For equipment products as a whole, prices increased more rapidly
than over the whole of industry in Germany, Italy and the UK and less
rapidly in Belgium, France and the Netherlands. Obviously the proportion
of products in these sectors destined for final consumption varies from
country to country, but such variations on their own do not seem adequate

to explain the behaviour of prices.

In these sectors protected from international competition, prices

generally increased much more rapidly. This is particularly true of the building
industry (where the biggest departure from the average for the economy as a

whole is found in Belgium and Italy) and of services.

Among the latter, retail and wholesale trade and transport
services and communications increased fairly moderately (except in Belgium),
with most of the price rise coming from various services (under the heading

"other market services").
Finally, while bearing in mind the purely conventional character
of price estimates in this field, we may note that the prices of non-market

services rose much more than the average.

Over a long period, there seems to be a fairly close correlation

between a high rate of growth of the productivity of labour and the absence

of extremely large increases in price.

Table 3 shows, for each country, the ranking of 11 main sectors
classified accerding to price increase rates (in ascending order cf annual
average rates) and of value added per worker (in descending order of annual

rates).
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The order changes little from one criterion to another. In most
countries, energy products, intermediate products and other industrial
products are near the top in both classifications, while trade services,
building, market services and non-market services, in that order, are at

the bottom.

Over all the countries, there are two sectors whose place on the

scale varies quite widely depending on the classification criterion.

Agriculture takes third place for gains in productivity, but

sixth place for moderate price increases.

Equipment products which are only sixth on the scale of product-
ivity gains, arrive in fourth place for moderate prices. The explanation may

be found in pressure of international competition in this sector.

The link between the twc variables is, however, stronger in some
countries than in others: Belgium seems toc be the country where it is strongest,

and the Netherlands, Italy and the UK those where it is weakest.
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B-7. HIGH GROWFH SECTORS

The high rowth secters were the moter for changes in the
productive apparatus. They reflected the evolution of demand and of inter-
national trade, and contributed to changing the face of the European economies,
not only through their own performance, but also because they boosted activity

in the other sectors as well.

It is thus particularly interesting to try and draw a general
picture of these sectors, listing their common characteristics and their

macroeconomic performances.

1. Which are the high growth sectors?

To answer this question, we must set a threshold, which will
obvicusly be arbitrary, beyond which a sector will be considered a high
growth sector. We have chosen thus to define the sectors whose growth rate
(in volume) over the period was at least 30 % higher than the growth rate

of the economy as a whole.

Tn 1960, these sectors represented between 15 and 20 % of the
economy (not including the general government sector) depending on the

countries; in 1973 they represented between 17 and 25 % at current prices.

The composition of the group of sectors defined using this threshold
is much the same from country to country, so that performances can be compared

fairly reliably.

The following sectors are included in all countries: energy other
than coal, chemicals, motor vehicles (sometimes integrated into the sector
of means of transport, or as in Belgium, that c¢f durable goods), electrical
apparatus, communications services (when they could be isolated).
Other sectors are found in some countries only: steel in Italy, the Netherlands
and Belgium; construction materials in the UKj; agricultural and industrial
machinery in France; financial institutions (banks and insurance) in the
Federal Republic of Germany. Thus, the main branches are energy or industry,
and particularly branches supplying intermediate demand or equipment products,

and scme service branches closely linked to the activity of firms.
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2, Grewth sectors as a percentage of the ecenemy

Table 2 shows the value added ef these sectors as a percentage
of total value added at current prices at the beginning and the end of the

period, and their growth rates compared with those ef the wheole market secter

of the economy.

In 1960, growth sectors represented seme 20 % of GDP in Germany,
France and Belgium, but only 14 % in the Netherlands. Since then, the gap
has narrowedy in spite of the fact that the growth ef these sectors in volume
was 80 rapid in the Netherlands (nearly 12 % per annum) by 1973 they represented

only 17 % of the economic activity of the country.

The change has been less marked in the other countries, although
in all the countries they represented a greater percentage of the economy at
current prices in 1973 than in 1960, despite the fact that their prices rose

more slowly than these of other sectors.

The slow growth of Britain's economy is reflected in the evolution
of its growth sectors, which grew more slowly than the French economy as a

whole.

Table 2: Growth sectors compared with market eccnomy as a whole

% of total market value| Growth of value added Contribution (%)
added (current prices) | in volume 196C-73 to total growth
annual grcwth rate (in volume) of
(%) market economy
Growth Market economy
1960 1913 sectors |as a whole
Germany 19.8 24.4 T.2 4.2 33.8
Prance 19.8 21.9 3.0 6.0 29.7
Italy 16.3 17.2 7.6 53 233
United Kingdom 16.9 18.1 5¢3 2.7 33.1
Netherlands 14.3 17,1 11.9 5.2 32.6
Belgium 19.4 24,5 9.3 4.8 37.4
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3. The characteristics of growth sectors

*
They are fully exposed t0 international trade.

Table 3 shows the share of the growth sectors in exports and imporis
of goods for each country. These shares are similar to the shares of each

sector in the economy as a whole, except for services and building and construction.

The table shows that in all countries the relative share of these
sectors in intermational trade is greater than their relative share in the
production of goods. They are thus sectors where international competition

is particularly strong, and this affects productivity and prices.

In the sectors which are of key importance for external equilibrium,
Germany and the UK were in a very favourable position at the outset. Their
growth sectors tended to export a great deal and to import littlej; they
represented some 40 % of exported goods and 20 % (Germany) or 26 % (UK) of
imports, for about 30 % of value added.

_ In three other countries - France, Belgium and the Netherlands -
the situation is more balanced; the relative share of the growth sectors in
trade is higher than the share in production, both on the import side and on
the export side. In Italy, the situwntion is the opposite of that in Germany.
In 1960, Italian exports are accounted for mainly by other sectors of the

economy, whereas the growth sectcrs import a great deal,

In 1973; Germany had improved its very favourable position.
Although the growth sectors had begun to import more, they had also improved

their export performance in relation to the rest of the econcmy.

In France, Italy and the United Kingdom, the growth sectors
have become impcrting sectors. But, whereas in France they are participating
more and more in exportation, their share of exports has remained roughly

stable in the UK and in Italy.

(*) In this section exports are those made by growth sectors, imports are of
&r r
goods identical to those produced by the sectors but imported by the economy
as a whole (excluding services and construction).
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Table 3: Production and exports of growth sectors, imports (at current prices)

Germany

France

Italy

United Kingdom
Netherlands
Belgium

1960 1973
Value added*| Export|Import ||Value added* | Export | Import
28.2 41.6 19.8 37.1 47.1 37.5
33.2 35.8 32.5 39.3 43.8 47.7
30.7 33.4 37.8 36.4 35.3 43.9
30.2 39.4 25.6 35.5 40.6 35.8
28.2 44.1 44.7 37.9 52.9 49.1
38.8 66.8 64.4 54.8 66.1 69,5

* Value added, not including services or building and construction

Capital accumulation has been higher than in the rest of the economy.

In all the countries and especially in Germany, France, the United
Kingdom and the Netherlands, the stock of capital (valued at 1970 prices) has

increased more rapidly in the growth sectors than in the economy as a whole.

This is all the more remarkable as they are mainly industrial

sectors and over the economy as a whole, the stock of capital has increased

more slowly than the capital of service sectors or building and construction,

except in France.

Table 4: Relative growth of stock of capital 1960-73
(Ratio of average annual

growth rates of sectors to economy as a whole)

Growth sectors All industry| All market services ng%}loggrket
Germany 130 123 97 100
France 125 102 102 100
United Kingdom 126 98 100 100
Netherlands * 143 83 106 100
Belgium 105 78 117 100

* 1960-72
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This statement cannot be verified for Italy, since comparable
data are not available. However, it is highly plausible, since the annual
average growth rate of investiment in these sectors was 1.5 times that of the

economy as a whole.

Belgium is a case apart, with a low relative rate of capital
growth. The growth of investments in these sectors, which is known
for the period 1965-74, does indeed seem very low, lower than that of the

economy as a whole,

Rapid growth in employment, with greater productivity gains than in the rest

of the econcmy.

Considered as a whole, the growth sectors all significantly

increased the amount of labour employed.

The annual increase in jobs is everywhere higher than 1.6 %
(except in the UK: 0.6 %), and reaches 3 % in the Netherlands. This performance
is remarkable in countries such as Germany, Italy or the UK, where employment

(outside general government) has decreased cr stagnated.

Although these sectors did not play the most important part in
general employment equilibrium (mainly ensured by market and non-market services),
they did contribute greatly (see Table 5) without sacrificing increased labour

productivity.

At 1970 prices, value added per person employed grew generally

more quickly than in the rest of the economy.

The only exception to this rule is Italy, where productivity
gains were slightly less than for the economy as a whole., It should, however,
be noted (see Chapter B-4) that the overall productivity performance of the
Italian economy, much higher than that of its partners, can be largely

explained by the retirement or transfer of manpower employed in agriculture.
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Table 5: Employment and labour productivity 1960-73 in the growth sectors
(the figures in brackets relate to the economy as a whole, not
including general government and non-market services)

Percentage Bvolution of employment over Productivity of labour
share in the period Annual average
ot G | I o] maatien | S e b
ton.gov. 1960 rate in % 1000

Germany 17.0 2.0 -0.3) 1 087 (-931) 5.1 (4, 6)

France 11.4 2.5 (0.6) 6438 (1267) 6.5 (5.4)

Italy 8.4 1.6 (~-0.8: 322 (-1620) 5.9 (6.1)

UK 15.9 0.4 .1 278 « 199, 4.7 2.7

Netherlands 7.9 3.0 (. 96 ( 368) 8.6. (4.3)

Belgium 19.2 1.6 (0.3 114 ( 123) 7.6 €4,2)

Prices for growth industry products have increased more slowly than in the

economy as & whole.

The upward movement of prices, as measured by the index of value

added prices, was slower in the growth sectors, because of the greater gains in

labour productivity and because of internmational

competition in these sectors.

For the larger countries, the ratio of annual rates cf price increases in the

growth sectors to these of the economy as a whole is about 0.,6. In the Benelux

countries, much more heavily involved in trade ancd exposed tc competition, the

ratio is well below unity.

Table 6: Evolution of value added prices 1960~73 (axcluding public administration
and non-market services)

Growth sectors manufacturing economy as a whole
industry
Germany 2.9 3.1 4.3
France 2.5 3.5 4.4
Italy 3.6 4.1 5.4
UK 2.6 43 4.5
Netherlands 1.3 2.8 5.0
Belgium 1.3 242 3.8
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B-8. SLOW_GROWTH OR DECLINING SECTORS

The preceding chapter throws light on the common characteristics

of the growth sectors. Another interesting exercise was to draw up a similar

picture of the sectors which participated least in the general growth,

However, it is a much more difficult exercise, in that unlike

growth sectors, which are relatively homogenecus in composition and which

are of comparable importance in the econcmies of the variocus countries, the

declining sectors are very heterogeneous, and cannot be characterised so

precisely.

The group of slow growth or declining sectors

The criterion adopted was to include those sectors in each

country whose growth rate in volume was at least 30 % lower than that of the

economy as a whole.

Table 1

GERMANY

FRANCE

ITALY

Agricultural products
Solid fuels
Metal products

Agricultural and
industrial machinery

Textile, leather,
clothing

Hotels, catéring

Agricultural products

Textile, leather,
clothing

Solid fuels

Agricultural products

Building, civil
engineering

UK

NETHERLANDS

BELGIUM

Ores, iron and steel
Metal products

Textile, leather,
clothing

Solid fuels

Other means of
transport

Agricultural prcducts

Textile, leather,
clothing

So0lid fuels

Agricultural products

Textile, leather
clothing

Solid fuels
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By this somewhat arbitrary choice, the following sectors are included

in France, Belgium and the Netherlands:

the coal sector, where activity has declined in all the countriesj

agriculture, and the combined textile/leather/blothing sector.

In Germany, apart from these three sectors, we also find certain
manufacturing branches: metal products and agricultural and industrial

machinery, and the hotel and catering sector.

In the UK, besides the coal and textile sectors, we find iron and
steel, metal products and naval equipment railway and aircraft comstruction as a
whole. Agriculture is not a slow growth sector in the UK, since it has grown

at the same rate as the economy as a whole.

In Italy, only agriculture and building and construction emerge as
slow growth sectors. The composition of this group of sectors is therefore
rather different from country to country, although a basic sub-group com-

prising agriculture, textiles and coal, is common to four of them.

These fairly important differences in composition should be borne

in mind when country-to-country comparisons are made.

The very nature of the groups considered calls for prudence, since
they bring together not only sectors like agriculture (a slow growth sector
where internal changes have been great), and coal (where the decline was
voluntary and disinvestment was organized), but also sectors exposed to
international competition such as textiles, and protected sectors such as

the building industry in Italy.
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Table 2: Declining sectors in relation to the market economy as a whole (%)

Relative share in Growth of value added in

market value added volume 1960-73

(current prices) annual growth rate

1960 1973 |  Declining Market economy
sectors as a whole

Germany 23.3 16.4 1.9 4.2
France 16.6 10.6 2.3 6.0
Italy 23.8 17.9 1.8 5.3
U K 17.1 1105 —004 207
Netherlands 15.5 8.9 1.4 5.2

Employment in these sectors has dropped sharply-

This fact has already been mentioned in connection with agriculture,

textiles and clothing, and coal in the chapter on employment.

It is also true of the other industrial sectors which have declined
in the UK and of building and construction in Italy. In Germany, however,
jobs have been maintained in the slow-growing equipment sectors (metal

products, and agricultural and industrial machinery).

‘ These sectors lost some 8.7 million jobs altogether between 1960 and
1973, including about 6.3 million jobs in agriculture alone in the 5 founder

member countries.

At the same time, the growth sectors created about 2.5 million jobs
(see Chapter B-7, Table 5).

This sharp decrease in employment led to labour productivity gains comparable

to those of the economy as a whole.

The growth of value added per person employed was higher than for the
economy as a whole in Germany, France, Italy and the Netherlands; it was slightly
lower in Belgium and the United Kingdom.,

However, in contrast with developments in the growth sectors, these

productivity gains are the result of the sharp decrease in manpower rather than
that of any sharp increase in capital endowment.
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Table 3: Employment and productivity of labour in the declining sectors (%)

Relative share of | Employment over the ‘Productivity of labour
employment (not period 1960-73 average annual growth
including general rate (%)
government ) Average annual |Net decrease .
in 1960 (%) growth rate in %|in jobs in Declining] Market
; sectors economy as
1 000's
a whole
Germany 3l.1 - 2.7 - 2015 4.7 4.6
France 33.3 - 3.4 - 1877 6.0 544
Italy 44.1 - 4.0 - 3152 6.1 6.1
UK 18.8 - 2.6 - 1088 2.3 2.7
Netherlands 20.6 - 3.8 - 297 5.2 4.3
Belgium 22.3 - 4.2 - 260 3.9 4.2

The growth of capital was much slower than in the economy as a whole.

This is particularly true in Belgium and the Netherlands. Indeed, owing,
to very rapid disinvestment in the coal sector, Table 4 shows a net decrease in

the capital stock of these sectors in the Netherlands between 1960 and 1973.
For Italy, where data on the stock of capital are not available, investment

series show the same trend of slower additions to capital stock.

Table 4: Evolution of capital from 1960 to 1973. Annual average growth rate (%)
(figures are not comparable from country'to country).

Declining sectors| Market economy
as a whole

Germany 4.2 6.0
France 3.6 €.4
Italy * 2.1 4.7
UK 2.7 4.2
Netherlands -0.8

Belgium 1.0 4.1

% Growth rate of gross fixed asset formation (1965-73)
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Although considerable reduced, their share in the extermal trade of the

member countries is still large. (*)

If we consider all the sectors producing goods that can be exported,
we note that in 1960, the declining sectors participated relatively little

in international trade.

Their relative share in exports was lower than their relative share
in the production of goods, in all the countries. In four countries out of

six, this was also irue of imports.

By 1973, the share of these sectors in production had greatly decreased,
but their share in imports had decreased even more. However, except in Italy

and the United Kingdom, their share in exports had decreased less sharply.

In 1973, therefore, these sectors were still fairly important for the
exports of EEC countries., This is particularly true of agriculture in most
of the countries, and also ¢f the slower-growth manufacturing sectors in

Germany and the United Kingdom.

Table 5: Production and external trade in goods
share of declining sectors (%) (at current prices)

1960 1973

Ziézz x| exports imports :z;:z « | exports imports
Germany 41.5 37.9 44.0 32.9 32.9 32.0
France , 29.9 20.7 34.8 21.3 18.9 16.0
Italy 28.9 10.7 21.9 19.4 4.3 14.2
UK 35.0 29.4 19.3 27.0 29.3 22.2
Netherlands 29.3 23.1 2543 20.8 16.3 18.8
Belgium 32.7 21.7 1| 231 19.5 18.0 18.0

* Value added of goods, not including services and building and construction

¥ cf. note page 111.
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Price trends differed from one country to another,

The price developments in the declining sectors compared to that of
the economy as a whole do not reflect any specific type of behaviour for

those sectors; in fact, they reflect mainly their heterogeneous composition.
In two countries, Germany and the United Kingdom, prices rose more
slowly than in the economy as a whole, owing to the presence of the equip-~

ment: industries, where international competition exerts downward pressure

on prices.

In the other countries, agriculture mainly determined the final result.

Table 6: Value added prices 1960-1973 (annual average growth rate in %)

Declining sectors Market economy
as a whole

Germany 3.4 4.3
France 4.6 4.4
Italy 6.5 5.4
UK 4.3 4.5
Netherlands 3.5 5.0
Belgium 4.5 3.8

Thus the slow growth sectors are not quite a mirror image of the

growth sectors.

The contribution of the growth sectors seems to have been positive
from all points of view: job creation, productivity, prices, contribution
to external balancesj the influence of the slow growth sectors is far

from negative.
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In particular, they were not (except in Italy) a determining

influence on inflation or balance of payments deficits.

On the other hand, while the rapid decrease in jobs was a factor
of progress through the resulting productivity gains as long as the Furopean
economies were in a full employment situation, it was an added burden when

labour market trends were reversed.

* ¥ ¥ X
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CONCLUSIONS

T. THE PRINCIPAL GHANGES IN EUROPEAN ECONOMIES BETWEEN 1960 AND 1973

The European countries approachtd the energy crisis and the
recession equipped with a production structure largely different to that
which prevailed in 1960 at the time of the establishment of the Common
Market.

The convergence of demand structures

1. The rapidity and the relative regularity of the economic growth
which these countries enjoyed were accompanied by similar changes in the
structure of final demand; the increase in the share of investments, a reduction
in that of private consumption, an increase in the value of public consumption,
In the same way the strong growth in individual incomes has led to a relative
harmonisation of the structures of household consumption: a reduction in

the share devoted to foodstuffs and,more generally, to current consumption

goods in favour of equipment goods and services.

The convergence of production structures

2. To this convergence in the structure of demand corresponds a

similar convergence of the structure of production.

In fact, the establishment of the Common Market did not, at
least at the level of the major sectors of the economy, lead to specialisation
but rather to relative harmonisation, each country diversifying and developing
its industrial sector, thus bringing its structures closer to those of the
Federal Republic of Germany. This country, already characterised at the beginning
of the period by a very complete industrial structure, largely devoted to
external markets,pursued its development of relinquishing the traditional
sectors to involve itself in more technologically advanced sectors, with a
high value added, which assured for this country even during the crisis

a large surplus in its external balance.

The United Kingdom, on the contrary, has registered little change
in its production- pattern. Many industrial sectors have declined and were not

offset as in other countries by sufficiently strong growth sectors.
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Nevertheless the analysis of the changes shows a convergent evolution

of the Buropean economies even if their structures still show differences,

The convergence of Buropean economies

3. The examination of fast-growing industrial sectors permits the
detection of a certain number of sectors common to all countries: (chemicals
and derivatives, oil products, energy sectors other than coal, electrical
goods and electronics) even if the rate of their growth was different and
appears to be connected more to the overall rate of growth of the economy of

their country than to similar sectors in the partner countries.

To this common "1list"™ of growth sectors is added in each case
one, or many sectors, in which the country registered a relative backwardness
in the base period. This is the case with steel in Italy and in the Netherlands,
agricultural end industrial machinery in France, the motor industry in the
Netherlands, the whole of the equipment industry in Belgium and the constructioen
of transport goods (other than automobiles) in the Federal Republic of Germany.

All the same the industries in decline are, to a great extent,
commen to all countries: agriculture, ccal, textiles-clothing (here Italy
is a special case as its textile sector developed at a steady pace and remains

a fundamental industrial sector).

The movement towards convergence of the economies is shown also
in the fact that in the Federal Republic of Germany and in the United Kingdom
the sectors in which the country possessed a privileged position (agricultural
and industrial machinery in the FRG, transport goods other than automobiles in

the UK) are found among those sectors of weak growth.

The choice of a similar grategy of development

4. This convergence shows first of all that the European countries

have, all together, a similar strategy of development. This meant acceptance (even
though the implementation was more or less rapid according to the case) of the
substitution of coal by oil and gas, of the more capital-intensive character

of the process of production from which resulted the faster development of
industries producing investment goods. Fast growth of the sectors of a high intensity

of capital and technology and the decline of sectors of low value added per

head of the work-force.
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It shows alse that no country is voluntarily and coempletely excluded
from basic sectors — for the needs of its industry, for its internal censumpiien
or its exportation ~ leaving te its apparently better placed pariners the exclusive
development of these sectors - Italy and the Netherlands have steel indusiries,
Prance and Belgium have equipment industries, the FRG and the UK have strong

agri-food industries etc.

The ggowth of external trade

e Meanwhile the major element of this strategy of development is
the opening-up to foreign trade, first of all to partner countries, to all
other countries then as the Community has gradually reduced its proieciion

so as to become now probably the least protected economic zone in the world,

This external opening has certainly had glcbally favourable effects
as the increase in income per capita in the whole of the EEC was spectacular
and because it was even stronger than the progress of trade.
(The country -~ UK - where this progress was weakest experienced alsc slower

growth and a lesser increase in income).

The slow development of net creation of emglozgent in industry

6. The opening up of economies to trade exercised on the principal secters
engaged in trade a constraint of competitiveness which limited the growth of
costs of production. The rate of inflation progressed less rapidly in industry

in general and in those sectors most open to trade in particular.

This low rate of inflation was made possible by a constant

rationalisation which thus implies a rapid growth in labour productivity.

Faced with this constraint, the creation of employment in industry
could only be achieved in those sectors in which expansion was sufficiently
rapid to ensure at the same time large gains in productivity and a growth in

employment.

Meanwhile the balance of the creation of employment in industry
between 1960 and 1973 was weak and almost zero for some countries, with an

overall deterioration since 1970 (except in France and Italy).
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The growing economic role of services

T The other notable characteristic of the evolution of the
Buropean economies is that of the growing part occupied by the services
sector. This vigorous development common to all the industrialised countries
appears inseparable from the rapidity of economic expansion. This growing
demand for market and collective services on the part of households, as

well as the increase in the supply by the public authorities,was in effect
permitted by the regular expansion of both individual and collective income
created by the growth.

In parallel, industrial development was accompanied by an increase
in consumption on the part of service enterprises connected with the evolution
of techniques of production (research, development engineering), of management

(information, financial services), of sales (publicity, market research).

The growth of services was even more vigorous because it was
favoured by an abundant supply of the factors of production, Both capital
and work-force were directed towards these sectors. Investment here grew at
a faster rate than that of the economy and they were largely helped by the

growth of the active population, especially the female work-force.

Services, and in particular the public services, played a deter-
mining role in the equilibrium or the growth of employment, the counterpart
of this positive element being the contribution of these sectors to the increase

in prices which was greater there than that of the rest of the economy .

The rapid growth of productive capital

8. Finally the dominant character of the evolution between 1960 and
1973 of the productive apparatus of the Buropean countries is the rapid

growth of productive capital. Even though a precise and homogeneous measurement
between countries of the phenomenon of the substitution of capital/labour has
as yet to be relised, it can be estimated that at the level of the whole economy
it was of considerable importance (an increase of 4 % to 6 %, according to
country, per person employed). At the sectoral level, capitalisation is
generally realised to the detriment of employment in sectors in decline (agri-
culture, coal, textiles) but it is accompanied by the creation of employment
in the developing branches, as in chemicals, and in certain market services
and also in construction. On the contrary, the rest of the economy has

experienced a rhythm of substitution weaker or lower than the average.
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II. MODIFICATIONS IN THE ECONOMIC ENVIRONMENT

1. All those changes which have affected the European economies
during the period 1960-73 occurred in a context of strong growth and
relatively full employment of the work-force. The rapidity of the growth

has greatly contributed to the realisation of these changes.

Similarily the situation of almost full employment, %o the degree
that it eliminates the risk of prolonged unemployment for the work-force
released by the declining sectors,attenuates the social consequences of
replacing certain activities and thus removes a greater obstacle to change,
At the same time exercising a permanent incentive to the development of
capitalisation it favours the development of sectors producing investment

g0o0d8.

In certain countries the importance and the orientation of foreign
investment, the existence of certain national resources, the rapid increase
of the active population, the passing of a relatively protected economy to
one largely open to international competition have also largely contributed

to the transformation of sectoral structures,

Within a context of rapid growth these adaptations are effected
in a relatively spontaneous manner, thus during the last fifteen years,

the need for sectoral policy was not very strongly expressed.

24 On the contrary, the sectoral changes and in particular the rapid
development of certain sectors have contributed to relatively regular and
balanced growth. In effect the sectors of fast growth have not only exercised
a driving effect on the economy as a whole but have, for a large part,allowed
the equilibrium of foreign trade, the moderation of inflation and the creation

of employment.
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3. Economic growth and sectoral changes are inseparable from the

very favourable context which the European countries experienced during

this period : much foreign investment in Europe, a low price for energy and raw
materials and the sharing with the United States and Japan of a quasi-monopoly
in the trade of manufactured good , and a relative stability of prices and

parities,

This relatively favourable climate began to deteriorate in about
1970 with the acceleration of the inflationary process and the triggering off
of several international monetary crises., The huge increase in the price of
energy amplified inflation and wurbalanced the external trade of many countries.
The deep depression of 1975 and the difficulties of a net recovery since then
have made apparent the structural modifications of the economic environment
which compromise the possibilities of a return to strong and regular growth

thus making the adaptation process more difficult.

4. Qbstacles to a recovery of growth

The Community is at present undergoing the double effect of stabi-
lisation of price policies jointly undertaken in the member States with a
view to reducing the progress of inflation, and the deflationary consequences
of the large increase in energy prices. After the recession of 1974-75 the
recovery recorded in 1976 was of short duration. The difficulties of a return
to rapid growth appear to be tied to the persistence of a high rate of infla-
tion in certain countries and the ever present risk of again triggering off
the rise in prices even in those countries which can show success in their

anti-inflationary policy.

The overall external deficit of the Community resulting from the
rise in the price of energy and above all from its unequal distribution
between member countries provokes defensive reflexes; a recovery of growth
giving rise to the fear, in the countries where this deficit is already
large, of a further deterioration of this deficit with, as a consequence,

a depreciation of the currency and a new accelerationd inflation.
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To a greater extent the majority of European countries find themselves
confronted with large deficits in their public finances resulting from the
strong increase in transfers but also from the mechanical effects of the
recession and the rise in costs. These deficits limit, in certain countries,

the possibilities of interventions by the public authorities.

Another obstacle to the return to a sustained expansion lies in
the weak growth of investment. In 1976 despite the short-term recovery,
its progress was very moderate after a year during which its rate of
progress was negative. Many elements combined to slow down the recovery :
the existence of excess production capacity in important sectors (iron and
steel, refineries) and more generally the presence of unutilised capacities
in the sectors affected by the recession, the slowing down of foreign invest~
ment and the brake. on the progress of collective invesiment imposed by

the persistence of public deficits.

These factors combine to reduce the possibility of implementing
policies aiming at growth. Moreover the differences in the situation of
member countries make it more difficult to perfect coordinated policies made

necessary by the tight interdependence of their economies.

The uncertainties which thus hang over the possibilities of a return
to strong growth throw some doubt on the capacity of European economies to
realise in a spontaneous manner the changes made necessary by the evolution
of the international environment and the modifications of internal conditions

of development.

Furthermore these changes are made more difficult because the situation
of persistent unemployment favours defensive attitudes, tending to conserve
existing employment and thus to maintain non-profitable enteprises and has

thwarted plans for the rationalisation of economic sectors in difficulty.

5, Changes in the international environment

The deterioration in the commercial balances of most of the indus-
trialised countries brought about by increases in the price of oil and other
raw materials and the redistribution of income at a world level which has followed
have provoked reactions on the part of countries concerned which have come to

accelerate the changes taking place in international trade
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The Community which had ensured a part of its growth by the
development of its trade with the rest of the world is confronted by
new forms of competition which not only risk aggravating the situation
of sectors dready in difficulty but also to affect those, which, until

now, play a determinant role in its maintenance of our trade equilibria.

This concerns, firstly, increased competition between the indus-
trialised countries, principally the USA and Japan, with a view to making
good their oil deficits; it is also the appearance of new competition in
the market for manufactured products, countries becoming industrialised
like Brazil or South Korea, low wage areas such as Hong Kong and Singapore
and the Bastern countries, which have the effect of limiting export possi-
bilities of the Community countries, but also competing on their markets
with production of many industrial sectors. Finally, there is the uncer—
tainty of the choice of autonomous development strategies to be adopted

by certain oil producing countries with large financial assets.

Meanwhile, there remains the important fact of the growing role
of multinational companies whose strategy of expansion causes great changes
in the flows of funds between the industrialised and other countries without
the public authorities of these countries having the means of effective
control, Direct investment abroad tends more and more to complete or to
compete with international commerce. Already in 1971 the USA produced
externally over four times the amount it exported directly; similarly
the affiliates of British multinationals produce overseas twice the amount

of their total exports.

The measurement of the effects, at the level of the principal branches
of the Buropean economies, of all these factors require detailed investigations
which are being undertaken by some member States, Meanwhile, as an indication
of the size of external constraints affecting the future development of sectors,

the following reflections may be made :

Bquipment’ goods

At the world level the production and marketing of these products
are very concentrated. In 1970, 76% of world production of equipment goods
was accounted for by the USA, Japan and the FRG. This latter country is the
leading world exporter and represents, with the USA, 40% of the international
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market. Meanwhile a certain specialisation exists between these countries, Ger-
many has a net predominance in the machine tool sector (premier producer,
premier exporter) the USA in that of electrical and electronic products,

the growing importance of the numerically controlled machine tools permitting,
in the meanwhile, American industry to compete with Germany in this sectors.

The comparative costs of the factors of production have little effect on

this sector. The factors which count above all are innovation, engineering

and a certain strategy concerning the norms which permit the protection

of the market from foreign producers.

On the part of those developing countries, above all those of the
OPEC,or those which have already achieved a certain degree of industrialisation
(Brazil, India, South Africa, Mexico) one should expect a very strong increase
in purchases of equipment goods but above all in the purchase of complete
units of production("turnkey" factories) as well as the purchase of

materials needed to develop their infrastructure.

The consequences for European exports will, evidently, be favourable
but they stand to benefit Germany rather than the other countries, or these
other countries indirectly to the degree that the subsidiaries of multinationals

concerned are based on their territory.

Iron and steel

Iren and steel is a secter characterised by an internatienal divisien
of labour net very pronounced ameng the industrialised countries: it is in full
growth in certain third werld countries where the productien used te be very weak
(India). The dominant pesition of the develeped countries should however be main-
tained, with a tendency tewards the delocalisation of the first stages ef the
manufacturing process of steel and certain laminated products in third werld

countries, and their specialisation in products needing an advanced technolegy

(special steel).
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Petrochemicals

The increase in the price of 0il has considerably modified the
development prospects of this sector in the European countries with the

appearance of a new international division of labour whose effects could

make themselves felt from 1980, Several possible developments are conceivable

- the acceleration in the producing countries of the establishment of units

10 process crude o0il of the hydrocarbon/gas/betrochemicals type, especially
among those having coherent programmes of industrialisation (Iran, Algeria,
Iraq); This redeployment of the petrochemical industry among the producing
countries which would be principally directed towards export to the indus-
trialised . countries would be based on formulae of association between
multinatiohal enterprises and state companies of these countries. It would
have as a consequence the slowing down in the creation of new basic petro-

chemical units, particularly in Europe;

on the other hand one might expect the multiplication of commercial agree-
ments between other developing countries and the producing countries based
on a strong increase in financial transfers towards the less favoured

countries. The 0il producing countries would be confirmed as direct compe-
titors in the supply of chemical products for certain markets in the third

world (fertilizer);

- this evolution supposes the development of triangular association formulae

0il countries /developing countries /industrialised countries — the latter

retaining a quasi-monopoly of the necessary engineering and technology.

The automobile industry

Tre determining factors in the location of automobile production are

the work-force and the existence of a market rather than the resources or the

raw materials, the technology or the capital.

The increase in salary costs in the industrialised countries, is
bringing about a large delocalisation of the branch, at least as far as

assembly is concerned, towards the developing countries,

This development will only be slowed down by, on one hand, the low

per capital income of the third world countries limiting considerably the
expansion of these markets and, on the other hand, by the industrialised
countries being induced to protect a national industry which contributes

directly and indirectly to the growth and employment in a large number of
sectors.



- 132 -

Textile and clothing industries

This sector is endowed with particular characteristics which should

be noted :

~ the production of textile and clothing products necessitates a large

consumption of raw materials (textile fibres) but little energy
-~ it requires a large though low-skilled work-force

- it is easily transportable making negligible the transport costs per unit

produced,

A new international division of labour is developing which could
aggravate the already difficult situation of the textile and clothing industries.
In parallel with the continued delocalisation of units of textile production
in the developing countries with low levels of remuneration, another type
of production could develop outside the industrialised countries.

This is the making of artificial and synthetic fibres which now account for
50% of the total consumption of textile fibres.

Well integrated into the chemical industry, these fibres are mainly
produced by large enterprises located in the developed countries. The refining
of crude o0il in the o0il producing countries and the development of petro-
chemicals would lead to the creation of new areas of production and to
competition even more dangerous since there already exists overcapacity of
production and these fibres would be produced from a basic product obtained

at particularly favourable prices.

Here a certain control may still be retained by means of transfers
of technology and by the monopoly of distributicn channels controlled by

the industrialised countries.
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This new international division of labour shows the difficulties
of a return to an equilibrium in the trade balances of the European countries
- a8 a whole, The traditional éectors, providers of processed products, on
which the development of their exports was mainly based are the most directly
threatened, the competition from low salaried countries making itself more
and more felt among the range of less elaborae products. Inversely, for those
sectors directly comnected to scientific research and innovation (nuclear
power, data processing, aeronautics, space, exploiting of the oceans) the
Community comes up against the technical and commercial domination of the
USA and sometimes Japan, accentuating the level of dependance of these sesters
in the future.
Subject to this double pressure, the Community, which is suffering from growing
unemployment, tends, for some branches, to adopt a protectionist attitude
whose effects would not be profitable except in the short run. The solution

lies, more frequently, in the development of international agreements.,

6. The internal conditions of development

Besides the gradual changes in the consumption of households, new
factors make more and more necessary changes in the structure of production :
such as the reaction to the increase in the price of energy and the necessity

of protecting the environment and fighting against pollution.

At the level of household demand, the fall in the part of foodstuffs

and clothing should continue.

Meanwhile the sectors which have experienced an exceptionally high
growth rate, connected to the equipment of households in durable goods, should
experience a more moderate expansion on account of the demographic evolution
and the high level of equipment already achieved for a great number of goods

(automobiles, household electrical equipment).
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The demographic evclution will also affect the development of
education services, on the other hand it is possible to forecast for other service
sectors prospects of relatively high growth: (health service, entertainment,

culture, tourism, communications).

In the energy field the Community has fixed for 1985 the objective
of a reduction to 50% in its dependence on outside energy resources. The attain-
ment of this objective calls for a sustained effort in the use of energy and a
policy for developing sources of substitution. The first of these policies
has not yet been followed with the necessarydetermination; the relative moder-
ation of consumption recorded in 1974-75 was followed by a marked increase

at the first signs of the short-term recovery in 1976.

The decline in coal production continues, the programmes for
the establishment of nuclear power stations have encountered growing difficulties
while the development of new sources of energy have not yet achieved a significant

level.

The setting up of this programme, which remains indispensable, will
mobilise a great deal of investment and will benefit the sectors of electro-
mechanical construction, industrial buildings and construction materials

(insulation).

The same sectors,tc which should be added chemicals, are favoured
by the policies of the protection of the environment and the application of

fixed norms as regards the fight against pollution.

To the external factors (increase in import prices, international
division of labour) which necessitate important changes in the structure of
production, should be added the gradual changes of internal demand as well as

the new objectives fixed by the Buropean countries.
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III. THE SEARCH FOR A NEW STRATEGY

The Community thus finds itself confronted with a challenge: that
of realising the changes necessary to adapt to the new conditions of development
of a less favourable enviromment for growth and in an extremely difficult employ-

ment situation.

To this unfavourable global context should be added the consider=

ation of situations in particular sectors.

The crisis has accentuated the difficulties in all sectors (fextiles,
shipbuilding, steel, coal ...) which already in the past suffered from consider-
able structural weaknesses; weak productivity, a low rate of investment, backward-
ness in relation to international competition. The risl® of aggravating this
decline are moreover very preoccupying since these sectors still account for a

large part of employment.

Certain sectors which in the past played a key role in growth
(automobiles, petrochemicals, traditional household electrical goods, electronic
components .....) are affected by the new difficulties of the increase in the
cost of energy, the slowing down of internal demand, new trends in the inter—

national division of labour.

Pinally, if it is possible to determine the sectors which will be
favoured by the present development conditions (telecommunications, sectors
related to data-processing, certain sub-sectors of chemicals, nuclear electricity)
the slowness of the realisation of changes, the delays in implementing projects,
mean that these sectors have not yet really been able to dfset the declining
sectors. Moreover, the employment content of these sectors is considerably less
than the industrial average which could pose the problem of a lengthy disequilibrium

of employment.

These difficulties, taken together, require that considerable
attention be given to the sectoral problems which seriously affect the same
areas in the majority of countries. Certainly, it presumes that the major
macro economic equilibria should be reestablished and that the member states
continue resolutely to implement the actions proposed in the Fourth Programme
of medium-term economic policy in order to return to sustained and balanced
growth. Meanwhile, faced with the magnitude of structural problems to be
solved, it would appear that these problems cannot be achieved unless active

pclicies to encourage change are put into effect at the same time.
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I1II-1 THE DEVELOPMENT OF NATIONAL INTERVENTIONS

1. At the level of member countries the necessity for sectoral
actions is more and more deeply felt by public authorities. The interventions
are multiplied,motivated more often by the acuteness of the problems which
arise in certain sectors, solicited elsewhere by the social pariners in the
name of the defence of employment or the survival of an enterprise which is
important to the national or regional plan. These actions do not appear,

at least in the first analysis, to derive from a global strategy confirmed

by sectoral guidelines.

Certain of them appear to be purely "defensive™, inspired by
the concern to maintain existing employment: they have as an effect to
slow down or stop the decline in sectors definitely condemned, in the present
state of the international openness of markets. Many countries are, moreover,
committed to new means of permitting them tc guide sectoral evelution:
the National Enterprise Board in the United Kingdom, the plan for industrial
restructuring in Italy, the draft law for the assistance of investment in
the Netherlands applying the policy known as "selective groei" (selective
growth), and in France, the programme of pricrity actions in the Seventh Plan
and programmes, still marginal, of sectoral actions at the level of sub-sectors,

controlled by the Industry Ministry.

These new means should be added to the other means of interventions
which countries already have at their disposal in the name of other policies
(social policy, regional policy «+.) and which, in the past, were frequently
used to guide industrial development. They should diminish or reinforce, according
to the case, the effects of more global policies; macroeconomic or political
policies of the market (policies for competition, price, public market) which

have, in the preceding period, largely influenced sectoral development.

The public authorities in the member countries will therefore
be more frequently called on to intervene in sectoral developments and will either
provide themselves withicreasing specific means or utilise the existing means
more actively. The strategy of sectoral development, to the service of which these
means will be utilised, presents meanwhile, difficulties both at the level of their

conception and of their application.
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Choice of a strategy

Taking account of the evolution of the economic environment,
the elaboration of a new strategy is confronted with the difficulty of
reconciling the objectives which in the past were mutual, rapid and regularly
achieved growth by the development of activities of a high value added
potential and the achievement of full employment by population transfers
towards the more productive sectors without which there appears, in an
explicit fashion, problems of the security of supply or of the preservation
of independence. Two attitudes are now conceivable: either to choose a

strategy of detailed specialisation which would leave to the less advanced

countries activities of low value added and to concentrate in the industrialised
countries on efforts towards the production with developed technology and a

high value added, or, on the contrary, the conservation of the widest range

of activities with the objective of conserving a certain independence and to

preserve employment in the low value added sectors., The first of these two
strategies, evidently the more favourable to growth, could present risks

from the point of view of independence when the large movements of trade

are no longer limited to industrialised countries or to countries in their
evolution. This also risks negative consequences for the growth of employment,
the "sacrifised"sectors being more frequently those employing the greater

amounts of manpower.

The countries whose stock of natural resources cause them to
be more attentive to the problems of security of supply, those which experience
large disequilibria in employment at the national or regional level, could,
on the contrary, be led to approach the second strategy, allowing the others

to follow their specialisation.

Implementation

Whatever are the guidelines chosen at a national level, all
global strategies of sectoral deveXpment will encounter serious difficulties
in their implementation. This supposes, in effect, rules of selectivity beiween

sectors and arbitrary decisions which encounter a series of obstacles.
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The size of the problems in certain sectors often exceeds the
possible action of a single country and necessitates coordinated interventions
by several countries, but generally the number of sectoral problems limits
the freedom of the responsible national economic services. In addition, the
authorities have little control over the activity of multinational companies

which often play a dominant role in the essential sectors of the economy.

Besides, in the situation of persistent under-employment it
would be somewhat difficult to obtain the agreement of the social partners to a
policy of sectoral development which could necessarily mean some branches being
favoured at the expense of others. Such an agreement is made even more difficult
because the structures of decision, execution and concertation, at the level
of the authorities and of the economic agents, are often limited to the framework
of an individual sector while the projects to be undertaken become increasingly

inter-sectoral.

Finally, whatever sectoral strategy is adopted, the need to crganise
the changes and to adapt the sectoral interventions according to the enterprise
concerned (for example, a healthy enterprise in a sector regarded as a low priority)
would oblige the authorities to diverge from the guidelines, meking more difficult
the acceptance of the strategy by the economic agents and thus the direction of

investment towards the priority sectors.

III-2 THE ROLE OF THE COMMUNITY

1. It is probable that sectoral interventions in the member states
will multiply and, being inspired by different strategies or priorities, they

run the risk of being incompatible.

In the absence of close cooperation within the Community, these
interventions could escalate in the form of assistance,thus aggravating distortions
to competition, or lead to increasing commercial discrimination, thus threatening

the achievements of the Community.
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Until now, the Community has only come to intervene, often under
pressure from the member states, in sectors where the conflict of interests
between countries was not very great. But such conflicts may be accentuated
as the differences develop between countries chocosing to accelerate their

specialisation and those choosing to diversify.

2. The Community, which has also seen an increase in its own means
of intervention, must take on the task of helping to prepare an gverall strategy

of sectoral changes and of obtaining the best possible coordination between

the policies undertaken by the member states.

This strategy must be overall because it is out of the question
to envisage interventions in industry without considering the repercussions on

the tertiary and, possibly, the agricultural sectors.

This approach is necessary not only because the total of services
represents 50% of the value added and of the employment of the eccnomy but because
a large part of the activity of the tertiary sector is directly linked to that

of industry and is thus sensitive to development of this sector.

Moreover, it is not certain that the services which in the past,
without a particular preoccupation of increasing productivity, accounted for
most of the net creation of employment could provide a reservoir of employment
capable of taking up the active population made available by industirial re-

structuration.

This strategy must also be regional because the consideration
of sectoral problems at a national level can conceal the importance of local
repercussions of difficulties encountered by industrial sectors which are

concentrated geographically (textiles, shipbuilding, etc.)

With this objective, the group of experts believes that the

Commission should:

- continue and extend the type of analyses undertaken in this report. There is
a considerable disequilibrium between the means of analysis employed for
macroeconomic purposes and, at least at the Community level, the modest means

available for sectoral studies;
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- compare the actual sectoral situation and the foreseeable development in order

to
. ensure better reciprocal information between member states;

. test the compatibility of sectoral developments and macroeconomic objectives

set independentlys

. warn of problems which could arise in a given sector, either in developments

of demand, or in national policiesj

— ensure increased coordination between the different Community policies
(competition, energy, agriculture, etc.) and the instruments of intervention
(regional, social fund, BAGGF, etc.) to ensure a coherent policy of sectoral

structure.

These analyses and comparison of prospecis should permit:

- the identification, among the sectors with high growth potential for which
it is of interest for member states to combine their efforts and to dewvelop

coordinated development policies;

- assistance in defining a common attitude in the strategic sectors where our

industrialised partners have a technological and commercial predominancej

- the definition of a place in this strategy for both transnational companies
and small and medium-sized enterprises, and to develop, for the latter, policies
allowing access to credit, technology, public contracts and the international

markets.
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UK sectoral policies
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Federal Republic of Germany : The influence of the central government on the
sectors

As the public sector's share of GDP grows, the central government
will have more and more resources and facilities for influencing economic
progress, the more so as the Stability lLaw adopted in 1957 stipulates that the
central authority must do everything in its power 4o achieve growth, full-
employment, prices stability and external equilibrium., The central governement
authority influences the development of the different sectors mainly through
direct subsidies, the structure of the budget (particularly research and de—
velopment policy, shovi~term support measures and qualitative measures, perti-
cularly price laws and policy, )whose indirect effects we shall not analyse
here (recent laws on the protection of the environment, for example,should

boost the durable goods sector).
AGRICULTURE

Since the fifties, agriculture has received a great deal of aid in the
form of support programmes called "sreen plans". In 1973 and 1974, State aids to

agriculture and the agrofood industries comprised:

- Subsidies from the central authority and from the Linder
-~ loans from the central authority and from the Linder
- tax advantages.
They represented some 15 % of to%al State aids with DM 45,000-50,000 million,

COAL

Under competition from o0il, coal mines became unprofitable at the
beginning of the sixties. In 1968, the law on the adaptation and stabilization
of the coal indusiry (Kohlenanpassungsgesetz) was passed. The restructuring of
the coal industry in Germany consisted in transferring the loss~naking activities
of twenty-six firms to a new firm, the Ruhrkohle A.G. Its company capital is held
by the twenty-six firms, and it has inherited the old, highly unprofitable plant
and long-term debts representing some DM 3,000 million. The company's turnover in
1970 was DM 7.500 million, and it employs 160.000 people, It has committed itself

to deliver 20 million tonnes of coke at world prices each year, which amounts
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in effect to subsidizing the iron and steel industry. The cost of these State
subsidies is passed on to consumers, who pay a special levy of one pfennig per

KW on domestic electricity consumption.

TELECOMMUNI CATIONS

This sector has received many subsidies, and the central government paid
particular attention to it from 1967 to 1970. Investments in the sector were
remarkable, particularly in an unfavourable economic situation : for example,
in 1967 there was a 16.3 % increase in the volume of .investments in the telecommuni-

cations sector, while investment in industry as a whole dropped by 15.6 %.

These investments will also have a spillover effect on other durable goods

sectors.

RESEARCH AND DEVELOPMENT

Both the central government and the private sector are convinced that the
economic performance of the Federal Republic of Germany depends mainly on technical
progress. Expenditure on research and development is therefore growing rapidly, as
the following Table shows(l):

R & D expenditure (millions of DM)

1969 1970 1971 1972 1973 1974
Public sector 5.674 6.900 8,700 10,000 11.200 12,200
Private sector 54399 7.610 8.735 9.800 10.800 11.900
TOTAL 12.073 14.510 17.435 19.800 22.000 24,100

N.B.: since 1972, public sector expenditure has been higher than that of the private

sector.Moreover, the proportion of R&D expenditure in the budget has increased.

From the sectoral point of view, State aids to R&D granted to the private
sector are concentrated on two branches: electrical engineering, including data pro-
cessing (22.8 % of State aids to the private sector) and aircraft construction

(39 % of total State aids to the private sector).

(1) Bundesbericht Forschung V p. 69
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Absolute figures for 1973 are not availablej the private sector
spent DM 12,800 millicn on R&D, including DM 2,300 million provided by
the government. Since the official aims of research policy are the moderni-
zation of productive apparatus and the improvement of working conditions,
the advanced technology sectors are given priority, i.e. energy (nuclear
research), data processing, telecommunications and electronic components,

the aerospace industry and means of transport.

Since most research and development is carried out by external
agencies financed by the central authority and the Linder, its influence
on the different sectors will be indirect, and depend on spillover or trans-
fers. Its positive effect on profitability will mainly benefit the firms

using the results of research.
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FRANCE : Hconomic policy and the sectors

The impact of economic policy on French productive structures should

be analysed from two points of view:

- the sectoral consequences of overall economic controljg

- specific sectoral policies.

I. Sectoral consecuences of overall economic control

This is without doubt the most influential aspect. A few facts and

trends may be noted.

France has enjoyed faster, steadier growth than its main pariners
("stop~go" policy in the UK, abrupt imposition of mstrictions, for example, in
Germany), and the beneficial effects on investment decisions and prospective outlets
have been felt in industry as a whole, but particularly in the durable goods

industry.

On the other hand, this type of growth (and sectoral intervention) no
doubt contributed to the maintenance of more archaic structures in the sectors
which could or should have retreated or undergone wider changes (current consumer
goods, particularly textilesjiron and steel, etc). From this point of view, the
change of policy reflected at the beginning of the period by the acceptance of
Community membership and the opening of frontiers was probably an encouragement
to structural changes beneficial to certain outward-looking industries (durable
goods, including cars, etc.); this change was reinforcelby the 1969 devaluation,
which coincided with the choice, in the Vth and VIth Plans, of a type of growth
based on industry. On the other hand, structural reforms to change the protected
sectors (building and public works, services, trade and agriculture) were not
undertaken, The result was growth with more inflation than some partners experienced
(for example, compare the evolution of productivity of all the factors of production

and that of profits in these sectors with the same data for industry in general).
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Under the heading of general policy, mention should also be made of
the support given to the concentration process in industry, particularly in the
intermediate goods and heavy equipment goods sectors. This was an explicit aim

of the Vth Plan, partly achieved through tax incentives, especially after 1965.

I1. Specific sectoral policies

Apart from an agricultural policy, which gave rather patchy results,
there was no very precise sectoral policy that affected productive structures.
There were, however, operations carried out in connection with recent plans (the

Vth, and particularly the VIth Plan) such as the industrial "Grands programmes*,

- State Steel Convention 1966~70 (and 1977)3

Computer Plan, 1967-71j

Shipbuilding contract (1968)3

= Main zircraft construction programmess

Space programmes, etc.

The industrial success of these programmes was variable, and they
were not aimed at restructuring the whole industrial fabric to help points of
development, but rather at offsetting the permanent or temporary difficulties
experienced by some sectors in the face of international competiticn, or at

defending projects of national interest.

Present policy on French planning seems to be concentrating more and

more on comprehensive regulation rather than coordinated sectoral actions.
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U.X. POLICIES TOWARDS INDUSTRIAL SECTORS

Egneral

Investment incentives have been available to all industries du+ing
the whole of the post-war period in the form of either tax allowancis
or cash grants. This assistance is available at a higher rate in
regions of high unemployment. (These ''development areas'' cover most
of Scotland, Wales, Northern ireland and north and west England.)

This regiona! assistance is particularly beneficial to industries such
as coal, shipbuilding, iron and steel and textiles which are
concentrated in the development areas; although, the primary aim of

the assistance is to attract ''new'' growth industries to those areas.

The Industrial Reorganisation Corporation was established in 1967
to promote industrial efficiency by encouraging mergers and the re-
organisation of any industry or individual firm. Industries which
received about 80% of the total loans made by the I.R.C. were automobiles,
computers, aircraft, instrument engineering and ball-bearings. The
I.R.C. was ended in 1971.

The National Enterprise Board was established in 1975 with similar
aims but in addition the N.E.B. will provide assistance to companie¢
developing new technology and will Increase government ownership in

manufacturing industry.
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ﬂgnufacturiﬁg_: Services

Between 1966 and 1973 a payroll tax was used to discourage the use
of lLabour in the services sector. The Selective Empmoyment Tax was arranged
to give a subsidy amounting to about 2 % of the average wage to firms in

manufacturing industry. It was hoped in this way

(a) to encourage the use of labour in sectors where value added per head
was high,

(b) to ensure that the firms in manufacturing industry were not prevented
from expanding by shortages of Llabour,

(¢) to raise revenue.

There is Little firm evidence of the effectiveness of S.E.T. as a
method of altering the structure of the economy and in 1973 V.A.T. was
introduced as an alternative source of revenue.

Particular Industries

Much of the U.K. government policies towards industry has been
directed to declining industries - coal-mining, shipbuilding, textiles,
railways. Other industties, such as aircraft and computers, have also

received as$istance.

(i) Coal«mining
This industry has beert In public ownership since 1947 and its
decline has brought unemployment problems since most of the decline
in production was concentrated in areas with little alternative
employment. The aims of the Coal Industry Acts of 1965, 1967,
1971 and 1973 have been to slow down the decline of industry and
to improve the efficiency of the remaining coal mine.. From
l966~7l.;ubsidieﬁ were paid to the industry of about £12 million
per year; from 1972-75 the amount of the subsidy increased to
about £160 million per year. This amount was in connection with
closing mines, routine operations, and payments to the electricity

and gas industries as compensation for their use of coal as

input.

(it1) Shipbuilding
The basic problem facing the industry has been lack of comprtitive-

ness in a world market with excess supply capacity. In 196]}
loans were made to U.K. ship-owners to encourage them to buy

ships built in the U.K. Since 1967 a variety of measures
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have been introduced with four aims:-

a) to encourage shipowners to buy British ships,
b) to finance modernisation of the industry,

c) to encourage mergers,

d) to rescue three large firms from bankruptcy.

The desire to avoid uremployment has meant that greatest

emphasis has been given to (d).

In the 1950s (and earlier) there was much financial aid towards
the scrapping of existing capacity. From 1959 the policy
changed and emphasis was placed on trade protection and
encouraging structural change within the industry. Voluntary
export controls by exporting countries were replaced in 1966

by quotas and in 1973 these global quotas were replaced by
specific product quotas for each country.

The U.K. government has assisted the aircraft industry in three

ways:-

a) As a customer for defence equipment, for civil aircraft (via
the state-owned British Airways) and for research and develop-
ment the governmént financed about 702 of the industry's cut-
put. In 1967 British Airways was instructed to buy the
British Trident in preference to Boeing 727 or 737.

b) By ownership - the government has held 70% of the shares in
Short Bros. and Harland since 1945 and in 1371 the government

acquired Ro!ls-Royce to avoid bankruptcy creating unemployment.

c) By financing development projects such as the RB2-11 engine

for U.S. Lockheed Tristar and Concorde.

Computers

a) Government organisations and the nationalised industries
buy about 30% of the output of U.K. computer industry and
all public sector purchasers of computers are instructed

to buy British computers.

b) Financial support has been given for research and development.
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¢) Financlal assistance was given to mergers leading to the
formation of ICL as an important manufacturer in the world

market.

(vl) Aluminium
The government has assisted the bullding of three aluminium
smelters in various ways = investment grants, regional grants,
supplies of electricity, suppllies @f coal to the electricity
generating plant at one smelter. The aim was to establish an
aluminium smelting industry in order to reduce dependence on
imports which had increased at 9% per year, 1945-67, and also

in order to create employment In development areas.

(vii) Motor-vehicles

The U.K. government gave financial assistance to Chrysler in
1976 and ir the previous year had acquired British L vland.
The government, through the National Enterprise Board, is now
providing capital for modernisation and development in Britlsh

teyland.

Conclusion

Much of the effort and finance which the U.K. governments put into
British industry has been into declining industries in order to
avoid increasing unemployment. Apart from general investment incentives
relatively little assistance is given to the development of new

technology, new firms and new industries.
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IV. SECTOR POLICY IN BELGIUM

Strictly speaking, there is no overall sectoral policy, but rather
a series of separate policies which come under the authority of a fairly
large number of ministerial departments and public bodies: industrial policy,
agricultural policy, energy policy and tertiary sector policy. Bach of these
policies is basicallyconcerned with factors specific to the sector involved,

and they vary widely. Indusirial policy is probably the most developed.

INDUSTRIAL POLICY

Since 1960, the various Belgian Governmenis have mainly imple-—
mented a policy of general guidance, theoretically covering all the industrial
gsectors. This policy has been supplemented from time to time by specific action

in favour of certain branches,

1. General golicx

Generally speaking, industrial policy is aimed at controlling
structural unemployment, rationalizing firms and increasing productivity,
adapting production to the new conditions created by the Common market, elimina—
ting regional imbalance, creating new, expansive industries with high value
added, etc. To attain these objectives, the authorities have a number of instru-
ments at their disposal, mainly connected with investments, technological re-

search and exports.
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Investment aid is granted on the basis of the laws on economic expansion.

At the moment, there are two laws in force: the general law of 17 July 1959
and the regional law of 30 December 1970. Most investment aid takes the form
of interest subsidies or temporary tax exemption. Although there are a
number of directives on the implementation of the laws on expansion (some

of them of a sectoral nature), all the main industrial branches have bene-

fited widely from them.
Aid to technological research takes two main forms:

(i) subsidies granted by the Institut pour 1'Encouragement de la Recherche
scientifique dans 1'Industrie et 1'Agriculture (IRSIA: Institute for the
Encouragement of Scientific Research in Industry and Agriculture) to
finance collective programmes carried out by several firms and basic
research on a specific guestion intended to benefit all the firms of

a branchj

(ii) interest-free loans for perfecting prototypes of new products and

new manufacturing processes,

Export aid consists mainly in supporting the efforts of firms and trade
groups towards the location and penetration of external markets, help with
market research, assistance to Belgian Chambers cf Commerce abroad, partici-
pation in trade fairse abroad, the supply of practical information and do-
cuments, etc., The aid is supplied through the Office Belge du Commerce
extérieur and the Fonds du Commerce extérieur. Moreover, firms may apply to
the Office National du Ducroire (National Guarantee Office) which grants

guarantees to cover export risks, particularly credit risks.
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The general guidance policy has not come up to expectations. First,
the structural changes in Belgian industry, and especially the rapid growth of
branches such as petrochemicals, electronics and vehicle assembly, has been
achieved only through fairly massive foreign investment. Secondly, persistent

structural unemployment and regional disparities, remain major problems in Belgium.

In this situation, the Government intends to carry out a more active
industrial policy in the next few years. It will be based on contracts to be
signed with certain firms (covered by a provision in the law on expaunsion of 30

December 1970), and on public industrial initiative,

For some time, there has been rcnewed interest in small and medium-
sized firms, whose job creation potential was long underestimated. Since 24 May
1959, there has been a specific law on expansion applicable to small and medium—

sized firms.
2. Specific sectoral action

This action was undertaken to overcome the difficulties of certain

industries: steel, shipbuilding, textiles,

The early difficulties of the steel industry in the'60's led to the
creation of a "Concertation" commititee,one of whose main tasks was to coordinate

investment over the country as a whole. The severe crisis which began at the end
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of 1974 has made new measures necessary, but it has become even more necessary

that they be drawn up in a Community framework,

Shipbuilding has received subsidies based on Community directives

to help it maintain its competitive position against foreign shipyards,

The textile and ready-made clothing industries were the object of

special measures for modernizing and rationalizing firms.

The 1975 crisis has created added problems in many industrial activities,
particularly the traditional ones: these activities can only be maintained through
efforts at restructuring and modernization. The Government has therefore created
the Secretariat & la Concertation Sectorielle, to coordinate support for these

efforts from the various ministerial depariment and public bodies.

ENERGY POLICY

Since the end of the fifties, Belgium, like most western European
countries, has been implementing a policy of gradually reducing coal production.
This policy should achieve its aim by 1981, when the last mines of the southern
coalfields (Wallonie) will be closed. Production in the coalfields of the north
(Campine), where mining conditions are slightly more favourable, should be main~

tained more or less at the present level, some 7 million tonnes.,

The first consesquence of this is that the other forms of energy - and
particularly oil products - have been supplying a rapidly inereasing proportion

of the country's primary energy needs.
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Their share exceeded 50 % in 1964, and was about 85 % on average over the last

few years. Since 1967, the amount of natural gas importcd from the Netherlands

has risen sharply. This development has posed the problem of the security of the
country's supplies in increasingly urgent terms. The authorities have tried

to solwe the problem by controlling stocks of oil products, by trying to diversify

supply sources and, particularly since 1974, by implementing energy-saving policies.

Diversification is achieved mainly through developing the development,
since the early seventies, of electricity production in nuclear power stations.
In 1976, such electricity represented 21 % of the net electricity production and
3,3 % of total domestic primary energy needs. Propozals about the future develcp~
ment of this energy source are to be submitted by the Government to Parliament

before the end of 1977, as part of a proposed energy policy.

Generally speaking, the authorities have tried to obtain some control
over activity and prices in the snergy sectors. A monitoring committee for electricity
and g~s was set up in 1964, and a "concertation" committee for monitoring oil
in 1974. In 1976, the Government set up a "concertation" and supervisory body at
the highest level, the National Energy Committee, mainly responsible for discussing

and maintaining the implementation of the overall energy policy.

AGRICULTURE POLICY

In view of the situation in agriculture, characterized in Belgium,
as in all developed countries, by increased capital intensiveness, fewer jobs
and larger forms, and a reduction of total cultivated zrea, the aims of the policy

ares:
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(i) increased income for farmers, so as to reach a level comparzble to that

of non-agricultural workers (equality of income)s
(ii) security to work the landj
(iii) improved living conditions for farmers.

Agricultural policy is mainly implemented by the Buropean Community,
particularly through market and price policy. In fact, only structural policy
and socio—economic policy are still applied at national level, and they, too,

are to be incorporated into Community directives.

Structural policy concerns, among other things, safeguarding ferm
land in regional planning, redistributing holdings, marketing agricultural products,
scientific research, technical health assistance to farms, specialized teaching

and vocational training.

In all these fields, progress will probably be made in the next few
years, Moreover, agriculiural policy should increasingly take account of consumers?*
interests: seocurity of food supply, protection of the quality of products, preser-

vation of the environment and of woodlands.

TERTIARY SECTOR POLICY

The tertiary sector was for a long time a special subject of certain
general economic policies such as price policy, policy on commercial practices

or credit policy.
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The employment potential of this sector, and the need for a suitable

policy, were only realized recently.

Thus, for the past few years, the economic expansion laws may be
applied to investments in the tertiary sector. So far, this application has

remained fairly limited, and confined in practice to the distribution sector.

Regulations have been made to control the setting up of super-~
markets and hypermarkets, not only for reasons of regional planning, but also
to defend the interests of traders. Moreover, successive amendments to the Law
of 24 May 1959 have enabled the same advantages to be accorded to small and

medium-sized trading firms as those granted under the other laws on expansion.
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Report of the Group of Experts on Sectoral Analyses
Description of the branch nomenclature used and reconciliation with
NACE=CLIO Groups

BRANCH NACE~CLIO
NOMENCLATURE GROUPS

DESCRIPTION

Goods

Agricultursl, forestry and fishery products

011 - Vegetatle products from agriculture and forests
012 - i¥ine
1 013 ~ -Olive oil, unrefined
014 ~ Animal products from agriculture and hunting
01¢ ~ Agricaltural products which are exclusively imported
020 - TForestry products
|___030 ~ Fishery products
p— Coal, lignite (brown ccal) and briqueties
111 - Coal and coal triguettes
21 112 - Llignite (trown co2l) and lignite briquettes
120 - Products of coking
Crude petroleum, natural gas and petroleum product:s
130 - Orude petrcleum, natursl gas and titumincus shaie
22 140 - Refined petroleum products
Electric power, gas, steam and water
161 ~ Electiric power
23 162 - Gas (distributed by pipes)
163 - Steam, hot water, compressed air

170 - Water {collection, purification, distribution)
\ ]
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NACE-CLIO DESCRIPTION
NOMENCLATURE GROUPS
Production and processing of radio-astive materials and ores
23(continued) 151 Ores containing radio-active subeiances
152 Froduction and processing of radio-active materials
Perroug ani non~ferrous ores and metals, other than rszlio-
211 Iron ore
212 Non-ferrous metal ores (other than radio-active ores)
31 221 Pig iron, crude steel, hot rolled and cold rolled sheeils,
coated metal sheets (ECSC products)
222 Steel tubes
223 Extruded and drawn metal, cold-rolled products, cold-formed
stesl parts and sections
224 Hon-ferrous metels
b
— Non-netallic mineral products
231 Gravel, stone, sand and clay
232 Salts of potassium and of natural phosphates
233 Rock-~szlt, marine salt
232 Otiher minerals, peat
241 Bricks and pottery producte
32 242 Cement, lime, plaster
243 Euilding a2nd construciion materials made of concrets, cement
or rlsster
244 Articles mzde of asbestos {except for articles made of
astestos—cement )
245 Stones and other non-metallic mineral products
246 Millstones and other abrasive preducts
247 Class (plate, hollow, tachnical, fibre glass)
Lf48 Cersnic productis
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Chemiczl products
252 Petrochemical and carbtochemical products
253 Other bvasic chemical products
%5 Paints, varaishes and printing inks

256 Other cherical preducts, wainly for industrial andagri-

cultural purposes
33 257 Pharmaceutical products

25° Soaps, synthetic detergents, perfumes, cosmetics and
toilet preparations

253 Otner chemical products mainly for household and office
use

260 Artificial and synthetic fitres

— Metal products sxcept machinery and transport equipment
311 Foundry products
312 Metal products which are forged, stamped, embcesed or cut
g€a, '
41 312 Preducts of seccniary processing of metals

314 Structural metal products

315 Products of toilermsking

318 Tools and finished metal articles, except electrical

L equipment
Agricultural and industrial machinery

321 Agricultural mackinery and tractors

322 Machine tools for metal working, tools and squipmen® for
machinery

323 Textile machinery and accessories, sewing mechines

42 J '

324 Machinery for the food and chemical industries; rotiling,
packaging, wrapping and related machinery; rutber
artificial plastics working machinery

32% Mining equipment, machinery and equipment for metzllurgy

for the preparetion of tuilding materials, for building
andi comstructiva, for mechanical handling and lifting
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4z

45

326
327

328

330
371
372
373
374

341
342
343

344
345

346
347

351
352
353

Gears and other iransmission equipment

Machinery for working wood, peper, leather and fooiwsar,
laundering and dry-cleaning equipment

Other machinery end mechanical equipment

Office and data processing machine ; precision and

optical instruments

Office and data processing machines

feasuring, precision and conirol instruments
Medico-surgical equipment, orthopaedic applisnces
Optical instruments and photographic equipment

Clocks and watches

Electrical goods

Insulated wires and cables
Electric motors, generators, transformers, switches, eic

Electrical egquipment for industrial use, batteries and
accumulators

Telecommunications equipment, meters and measuring
equipment, electro-medical equipment

Electronic equipment, radio and television receiving
sets, sound reproducing and rscording equipment, gramo-
phone records and pre-recorded tapes

Electric household appliances

Electric lamps and other forms of electric lighting

Motor vehicles

Motor vehicles and engines
Bodywork, trailors and caravans

Spare parte and accessories for motor vekhicles
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— Other transport equipment
361 ~ Boais, steamers, warships, tugs, floating platforme and
rigs, materials from the breaking up of boats
362 - Locomotives, other railway and tramway rolling-stock,
, vans and wagons
363 - Cycles, motor-cycles, invalid carriages
364 -~ Aircraft, helicopters, hovercraft, missiles, space
46 vehicles and other seronautical equipnent
365 - Perambulators, invalid chairs, carts, ete
-
~— 412 - Meats, meat preparations and preserves, other preducts
from slaughtered animals
413 - Milk and dairy products
Other food products
411 - Vegetable and animal oils and fatis
414 - Fruit and vegetable preserves and juices
415 -~ TFish preserves and other sea food for human consumption
416 ~ Cereals, flour and flakes
417 - Food pastes
412 - Starch and starch products
> 415 - Bread, rusks, biscuits, cakes and pastries
420 -~ Sugar
421 -~ Cocos, chocolate, sweets, ice-creams
422 - Animal and poultry feading stuffs
423 -~ Other food products
Beverages
424 - Ethyl alecohol from fermented vegetable products and
products based on it
425 - Champagne, sparkling wines, wine based aperitifs
426 - Cider, perry, mead
427 ~ Malt, beers, trewers' yeast
428 -~ Mineral waters, soft drinks
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5 (continued) l_- 420 - Tobacco products

mextiles and clothing

— 431* - Processed icxtile fibres, products of spinning, thread-
making, balling
»*

432 = Woven and velvet materials

436 =~ Products of the hosiery trade

438 - Carpets, carpeiting, oilcloth, linoleum and other coahod
fabrics

439* - Oiher textile products

453 - Ready made clothes and clothing accessories

455, - Household linen, tedding, curtains, well coverings and
61 ewnings, sails, flags, bags

456 - Articles of fur

Leathers, leather and skin goods, footwear

441 - Leathere, skins, hides tenned or otherwise processed
442,
L__ 451 - TFootwear, slippers made wholly or partly of leather

i

Lesther and skin goods

Paper “and printing products

471 - TVood pulp, paper, toard

62 472 - Products of pulp, paper end toard
473 - Products of printing

474 - Products of publishing

L
Rubber and plastic products
481 -~ Rubber products
63 482 =~ Re-treaded tyres
L 483 ~ Plastic products
Pimber, wooden producis and furniture
64 461 ~ 3awn, planed, seasoned, steamed wood
462 —= Veneered and ply wood, fibre board and particle board,

improved and preserved wood
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463 - Carpentry, wooden buildings, joinery, parquet flooring
464 ~  Wooden containers
465 -  Wooden articles (other than furniture), saw dust and
shavings
466 -~  Articles of cork, straw, basket ware (other than
furniture), brooms, brushes
467 =  Purniture of wood and cane, mattresses
64 Other manufacturing products
491 ~ Precious and costume jewellery, gsoldsmith's and silver-
snita's producisy working of precious and semi-~precious
etonesj diamond cutting and polishing; striking of coins
and medals
492 ~ Musical instruments
93 - Products for printing and developing cinematographic
and photographic films
494 -  Games, toys, sport goods
L_ 495 -  Pountain pens and ballpoint pens, secls, other products
Ne€sC,
- Building and construction
505 -  Construction of dwellings
506 - Non-residential buildings
7 507 - Civil engineering works
509 =~ Demolition of buildings
e
— Market services
Inland transport services
710 -~  Railway tramsport services and associated services
81 721 -~ Local transport services, including underground, rail-
weys, tranways and regular bus services
722 - Long distance road transport services for passengers
723 =~ Long distance road transport services for merchandise
724 = Services of transport by pipelines
725 = Land-borne transport services n.e.c. (funicular railways,

730 -

cable cars, chair-1ift)

Inland waterways services
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Maritime and air transport services

741 - Maritime transport services
742 - Coastal transport services
750 - Air transport services

Auxiliary transport services

761 - Services associated with land transport other than railways
81 762 - Services associated with inland waterways

763 - Services associated with maritime and coastal transport

764 - Services associated with air transport

771 - Services of travel agencies

772 - 3ervices of transport intermediaries

- 773 - Warehouse and storage services

82 790 -~ Communication services

Wholesale and retall trade
610 - Wholesale trade
83 630 - Services of commercial intermediaries

| 640 - Retail trade

e Services of credit and insurance institutions

811 -~ Services of central banking authorities

812 - Services of other monetary institutions

84 813 - Services of other credit institutions
| 820 - Services of insurance
85 650 - Lodging and catering services
— Recovery and repair services
620 - Scrap metals, waste paper, rags, salvage, other products
from recovery and demolition
86 671*— Repair of motor vehicles and bicycles
672 — Repair of footwear and leather articles, electrical

household goods, watches and clocks, jewellery
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86 (continued)

830 -~

[N T
B V)
o a
t {

97.C
981 -
a2 -

g -

92 A -

Business services provided to enterprises

Services of firancial and insurance auxiliaries; real
estate; services of lawyers, accountants, tax advisers,
management coneultants; publicity services; computer and
data processing services

L

Services of renting of movable goods without accompanying
rersocnnel

Services of renting of immovable goods

Market services of education end regearch

Market services of education

Market services of research and development

Market services of health

Recrsational and cultural services, personal servicss,

other market services n.e.c.

Market services of refuse disposal, sanitation ari
cleaning

Market services of hostels, professiocnal, economic cad
employers' aesocistions

Market recreational and cultural services
Laundries, dry cleaners and similar services.
Hairdressing and beauty salons services

Other perscnal services n.e.c. (funeral services,
metrimoaial egenciss, fortune %elling, ete.)

Non-market services

General public services

General public smervices of national defence, of compul~-
sory social security

Non-market services of refuse disposal, sanitation,
cemeteries, provided by general government
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96 A — Non-market services of social welfare, hostels, tourist

9 (continued)

971 A -

93 A3 -

94 AyB -

95 4,8 =

96 B -

97 B -

99 -

offices, employers' and professional associations,
economic organizations provided hy ganeral government

Non-market services cf recreational and cultural uctivi-
ties provided by general government (entertainments,
sport grounds and clubs, libraries, public archives,
museums, botanic.. <nd zoological gardens )

Non—mark:: services of education and research provided

by general scovernment and private non-vrofit irstitu-

tions

Non-market services of education provided by general
government and private non-profit institutions

Non-market services of research and development pro-—
vided by general government and private non-profit
institutions

Non-market services of health provided by general

eovernmnent and private non-profit institutions

Domestic services and. other non-market services n.e.d.

Non-market services of social welfare, hostels, tourist
offices, trade unions, employers' associatlons, religious
organizations and learned societies, political parties,
consumers ! and civic organizations etc., provided by
private non-profit institutions

Non-market services of recreational and cultural activities
(entertainments, sports grounds and clubs, libraries,
public archives, museums ) provided by private non-profit
institutions

Domestic services
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