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: Commwss1on commun1cat1on on- the
prwnc1p[es of 1ndexatvon in' the Commun1ty

'kﬁ; S In 1ts Annual Report on the econom1c S1tuat1on, the Comm1ss1on
proposed to the Counc1L that mechan1sms for indexing nominal 1ncomes shouLd
be'"used w1th suff1c1ent f[ex1b1L1ty or L1m1tat1ons to avoid passing on,:
1nto wages; unavowdable terms of trade Losses, and to aLLow other necessary :
‘”',adJustments in income. d1str1but1on or tax structure w1thout caus1ng extra :

i

‘1nfLat1on.”L

’

The Council adopted‘this"textnin"jts Dectsion of 15 December 4980,-'

'2;l | ' The” European Council dwscussed the quest1on dur1ng it’s meetvng

~at Maastr1cht on 23 and. 24 March 1981. The Presvdency concluded as foltows"
H1gh and’ dwvergent inflation rates are a threat both to the prospects of .
growth and to the economic and monetary cohesvon of the Commun1ty In this
context the European Council also discussed the effects caused by r1g1d ‘~¢
systems of 1ndexat1on of incomes and. expressed the op1n1on that an adJustment‘

of such mechantsms should be considered."” : ;

3t R : Beg1nn1ng from these d1scuss1ons and gu?det1nes, the Comm1ss1on .

presents beLow various etements and conclus1ons a1med at preparwng the dvscu331ons.c'
o / o L | | R

“ 4. Firstly, the analysis should be considered in the light of two gereral

. remarks:

;. = the f1rst concerns the way in wh1ch estt1ng indexation mechanisms in

var1ous Member States contrwbute to the setttement of pay 1ssues. Th1s

suggests: that any changes in these systems shouLd be made onLy wwth caut1on'
‘and with a fuLL understanding of its 1mpL1cat1ons, Thus the essent1aL ob;ectnve
snould be to adJusted ex1st1ng mechannsms so_as to remedy the1r maxn d1s« ‘

advantages."

- the second concerns the fact that 1n pract1ce, the consequences of an S
*ndexat1on system greatLy depend on how the mechanwsm in quest1on Operates?Air
-how " general it is, the definition and content of the price index used the
degree and frequency of COmpensatvon, what categorxes of prices and 1ncom sw
are 1ndexed R A R o S

R T



5. - . A automat1c or sem1-automat1c Link between the cost of living
“and- wages or other pr1ces or wncomeS'- wh1ch ex1sts at present in a number ’_V
_of Member States —<may form a serious obstacle to- efforts to correct an _.
gunderly1ng baLance of payments d1sequ1L1br1um,to 1mprove the product1on‘ 3
gstructure of an economy or to measures desvgned Last1ngLy to reduce -

1nfLat1on. In part1cular° ) _ - L C “~H; o B

- where the economy 1n questton suffers an 1nfLat1onary shock wh1ch
has noth1ng to do with.the relative shares of wages and profwts»- such’ as a
rise in the price of oit = automat1c 1ndexat10n exfends the 1nftat10nary

process andbtocks ad;ustments requ1red by changes in reLat1ve prvces,

- where the exchange rate is m0d1f1ed to correct an externaL 1m—

. baLance, an- automat1c L1nk graveLy hampers the adJustment process and thus

\'tends to keep the -economy in’ 1ts position of 1mbaLance,

‘"_necessary ad)usrments. . N : e . A

e where, for budget poL1cy reasons, the authorwtwes w1sh to. ,
increase taxes or soc1aL secur1ty contr1but10ns (w1th a short term effect
on pr1ces) automat1c 1ndexat1on pushes up wage costs, - at the same t1me fueLLwng

‘domest1c 1nfLat1on and damag1ng compet1t1veness. ,

Thus, by making adaptat1ons 1n cost and pr1ce structures more d1ff1cuLt,

an automatic. L1nk between pr1ces and wages can endanger the v1ab1L1ty of
existing JObS as weLL as 1ncrease,obstactes,to the creat1on of‘new Jobs,

, 6. - Furthermore, 1ndexat1on mechanisms represent a cons1deraoLe :

' danger that d1vergences w1th1n ‘the European Monetary System w1LL be proLonged k
sinte such mechanvsms may. hetp to: preserve 1nftat1on d1fferent1aLs and d1stort'
3reLat1ve costs. - In a country seeking = by the use of budgetary and monetary .
poL1cy measures = to keep the exchange rate w1th1n marg1ns of fLuctuat1on,
,Untwmwted 1ndexat10n aLso resuLts in purchas1ng power

compensation, thus weaken1ng the. aan1ty of economic poL1cy to tackLe the

t

:?. _" ‘At present, Belgium, Luxembourg and Italy are the onLyJMemoer o
States to have a very. devetoped and raptd system of Ltnk1ng a consumer price

) 1ndex on the. one hand to hourLy wages (and other prwces\ on the: nther ’
‘In Denmark,v1ndexat1on is: sem1~annuat on the ba51s of a spec1aL 1ndex whwcn

exctudes the effects of rises. in 1nd1rect taxes and- the prwce of energy . -



products. In the Nethertands 1ndexat1on is aLso sem1—annuat on the bas1s
fof a spec1aL 1ndex wh1ch exctudes 1nd1rect tax 1ncreases and gives a-
réduced wewght to medical services. In the other Member States,r

o_to ‘the extent that 1t ex1sts at aLL, automat1c

L 1ndexat1on 1s L1m1ted In France, automat1c 1ndexat10n appres only to ,the

statutory m1n1mum wage (SMIC), but th1s is pr1nC1paLLy ‘a Low 1ncome
,lyprotect1on mea3ure, in Germany, 1ndexat1on is 1LLegaL HOwever, in Greece
<iand Iretand the Last coLLect1ve wage agreements provwde for compensat1on
/shouLd the rise 1n consumer pr1ces go above a certa1n threshoLd (ZOA and- 1OA

respect1veLy)

i78.} - In v1ew of the need to 1mprove empLoyment prospects in the Commun1ty

. by strengthen1ng compet1t1veness, making a- flexible. adJustment to

" the new economic . swtuat1om.substant1atty slowing down 1nfLat10n and reducvng

'~ifthe extent to. which pr1ces and costs. d1verge, and 1n view also. of the need’

» to reduce budget def1c1tsand baLance of payments d1sequ1l1br1a, the Comm1ss1on
.nsuggests that the Counc1L adopt a rec0mmendat10n retat1ng to indexation

,fpractjces.

) hi,1n the Member States in: wh1ch the pr1nc1ple of wage 1ndexat1on is
" accepted, ‘the bas1s for 1ndexat1on shouLd be.-a price 1ndex adapted "'
v.1n such a way as to prevent or1ce 1ncrease factors outside corporate controL
fron;workwng through to wage costs the regutatvon 1ndex ought thus to excLude
, ﬁthe 1mpact of any changes in 1nd1rect taxes and certajn pubL1c serv1ce
hpr1ces such as pubL1c transport and med1caL servwce charges, here .
the rise in pr1ces is attr1butabLe to a- deter1oratwon in the terms of-
trade due, for exanple, to a rise 1n 1mportant raw mater1aL pr1ces or
to a depreciation of the currency, the 1mpact of these factors ought to
be excLuded from 1ndexat1on,, o
'(jt) . in order to prevent temporary fLuctuat1ons 1n consumer pr1ces from
) .be1ng permanently 1ncorporated into wage costs, g1v1ng a further
Tboost to the pr1ces and 1ncomes sp1raL, wage adJustments shouLd be 1mpLe-
'mented, w1th a detay and shoutd number no - more than two a year,,»' '

e ; , , | o - . C
(i) where the»inftation rate is'appreciabLy above the COmmunity average ‘

‘ ‘ H_and the 1ndexat1on pr1nc1pLe w1deLy appL1ed the a1m shouLd be to Llimit
’the degree of wndexat1on to an agreed rate, for example.the Communwty

average meatwn rate, so ‘that the upward movement of prices ‘and costs-

L is gradually sLowed down and exchange rates become more stabLe

: -'\,---/----
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S’,

GV 8 simple and temporary fechn:sue fnr adap;:ng to an 1nfLa+1onary 'hbck»
B coutd he to fareggaentxrety a certain number of vndewa+30n adjustments

9. : These pr“nuaptes shouLd alac appty to othef types of 1ncom°
such as the fees of the waeraL Ry OfESSYOGb~and rentaﬁ ﬂhere they are
indexed to consumer prices. | ' ’

10. o *he Fecommendataon ought to be. adreqsed te the qocvaL partners in
the Member States concerned so that. they can underfake neqot1at1ons wvth
‘a view to makwng rap1d changes 1n thn ex1st1ng 1nd9xat1on mechanﬂsms.

'11. i Look1ng ahead to the 1nst1tut1onat phase of the European Monetazy
System, the Comm1ss1on con¢1ders 1t vital for the Conmun1ty to clarify the
monetary pr1nc1pLes of ‘the Eur opean economy . In this regard, the Euro~7
pean economy must move towards a system whlch adopts as its bas1c objectave
the defence of the nominal value of money for its use . din contracts and

~transact1ons and for the denom1nat:on of monetary and f1nanc1aL assets,

\

12. ' In the nght of the dwscussvons wh1ch w1LL take pLace on the basws
of -this commun1catwon, the Comm1sswon w1LL present a, draft recommendat1on ’

'1mpLement1ng the prwnc1ptes set out in, paragraphs 8 and 9.
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