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THE COUNCIL OF THE EUROPEAN COMMUNITIES AND THE GOVERNMENTS OF THE 

MEMBER STATES, 

Having regard to the Treaty establishing the European Economic Community, 

and in pa.rticular the Preamble thereto and Articles 6, 105 and 145 thereof; 

Having regard to the Council Decision of 18 February 1974 on the attain­

ment of a high degree of convergence of the economic policies of the 

Member States of the European Economic Community, and in particular 

Article 6 thereof; 

Having rega.rd to the Commission draft established on the basis of the 

preliminary draft prepared by the Economic Policy Committee; 

Having regard to the Opinion of the European Parliament; 

Having regard to the Opinion of the Economic and Social Committee; 

Whereas the economic policies pursued by the Member Stettes must meet the 

objectives set out in Article 104 of the Treaty establishing the 

European Economic Community; 

HAVE ADOPrED THE FOURTH MEDIUM-TERM ECONOMIC POLICY PROGRAMME SET OUT 

BELOW AND HAVE EXPRESSED THEIR INTENTION TO ACT IN ACCORDANCE WITH THE 

GUIDELINES CONTAINED IN IT : 
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F 0 R E vJ 0 R D 

1. The fourth medium-term economic policy programme must be seen as the frame­

work for Community action in the economic field behJeen 1976 and 1930. It 

lays docm. the economic development to be aimed at in the medium-term and 

the economic policy consequences whict arise from this. It therefore provides 

a firm basis for the measures to be taken between nov; and 1980 vli th a viev; 

to achieving progress to>vards economic and monetary unior.. 

2. The fourth programme reflects the objectives put forward at the tripartite 

conference held in J~~e 1976. It considers that the reestablishment of full 

employment must be the prime econorr.ic policy objective at Community and 

national level over the coming four years. The Community cannot, on social, 

econon:ic and political grounds, accept a continue.tion of the level of unemploy­

ment recorded in 1975-1976. Full employment Inust be reestablished in the 

whole of the Community by 1980 at the latest. In concrete terms, this means 

that the present number of unemployed must be roughly halved by 1980. 

3. Full employment can only be reestablished if at the same time at least two 

further bo.sic economic policy objectives are met : 

- GDP must groi·! faster c;,nd more evenly than in the last five years; 

- inflation must be reduced to a more tolerable level. 

4. The 4.5 to 5 % annual growth rate of GDP put forward in the medium-term 

programme for the period 1976-80 must therefore be seen as a minimum. 

An increase in the production of goods and services of at least one quarter 

by 1980 is,perhaps,not an objective in itself. It is, however, necessary 

to put the Community in a position 

to reestablish full employment, 

to undertake urgent and necessary social reforms, 
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- to meet private and collective needs more satisfactorily, 

to reduce regional income differentials and to increase productivity in 

the less favoured regions, 

- to make long-term progress towards greater independence in energy and 

raw material supplies through related investment, 

- to devote more resources towards improving the environment in general 

and working conditions in particular. 

5· In the medium-term,rapid economic growth will facilitate the reestablish­

ment of stability. 

For this purpose, reducing the rate of inflation in all the Member States 

to 4 - 5 % by 1980 at the latest must be seen as a minimum requirement. 

An ambitious objective on price stability is essential : 

-on external economic policy grounds. Even with floating exchange rates 

vis-~-vis the rest of the world, the Community can only preserve or improve 

its international competitivity and therefore its capacity to import, if 

it has a high degree of internal price stability; 

on social and economic policy grounds. The social tensions which have 

appeared in many Member States can be resolved only if there is a con­

siderable reduction in the rate of inflation; 

on integration policy grounds. As long as inflation rates in the Member 

States are not reduced to a more or less common level, efforts to achieve 

greater convergence in economic policy and greater exchange rate stability 

between the Member States and, consequently, progress towards economic and 

monetary union will be impeded. 

6. A return to full employment must be based on a strategy comprising three 

main elements : 

- an active, regionally and sectorally balanced growth policy: the higher 

the growth rate of GDP and therefore of total demand in the Community, 
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the greater are the chances of reducing unemploymer.t; 

- a sustained effort by the two sides of industry to take account of overall 

economic constraints in their attitudes to incomes. This is of major 

importance for the competitiveness of the Community with the rest of the 

world and the maintenance or creation of jobs Kithin the Community; 

an active and forward-looking employment policy to achieve a better 

balance bet\v-een labour supply and demand. 

7. The return to a stable situa-tion can be achieved only if internal economic 

cor...flictc over distribution betHeen the ma.jor social groups can be reduced 

to a more normal level. This must be seen as an esGential part of any 

economic policy strategy whicl: aims to reduce infletion. 

Limits m~st be set to the self-interest of social groups. Derr:ands mcdc 

on society muct be accompc.nied by corresponclingly high returns 'ty th0. gTo::l.p: 

- the social group::; must put their ovrtl particulc;.r interests further behind 

those of the pu1:1ic az a whole. This should take place volunturily. In 

this context the duty of public authorities is to represent wi~h approprieto 

determination the interests of the general public; 

- no group should hc.~ve the impression of being exploited or disadvnntac;ed; 

the governments and the Co~unity, acting together with the two sides of 

industry, must discuss and determine the necessary macro-economic framc­

i'fOrk for this. 

A larger degree of social consensus in all the I.:en:ter States is essential, 

if excessive and therefore inflationary demr.nds on the national product 

are to end. 
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8. Greater social consensus can be achieved only if two important social 

policy goals are tackled as quickly as possible : 

greater -vmrker participation in management decisions; 

- a greater degree of justice in respect of wealth, income and taxation. 

At the tripartite conference held in June, the governments and the two sides 

of industry agreed to take steps to promote the participation of employees 

in managerr.ent decisions and capital accumulation by employees. During 

1977, therefore, discussions should concentrate on these two areas. Con­

crete reforn:s along these lines should be in force in all Member States 

by 1980 at the latest. 

9· The success of the programme also depends on the carrying out of concrete 

measures in other fields of economic and social policy which, besides their 

own intrinsic value, also help to improve the social consensus. Particular 

importance must be attached to the follovling points 

investment, employment and labour market policies, 

competition policy, 

consumer protection. 

With particular regard to industrial policy, the Commission will introduce 

the instruments needed to ensure : 

a) detailed information on national industrial objectives and their 

compatibility with Community objectives, 

b) transparency of resources allocated by the national public authorities 

to support these objectives, 

c) identification - on the basis of the Community's industrial objectives -

of the major priorities to be carried out at Community and national level, 

d) determination of the necessary resources and, on this basis, coordination 

and concentration of Community instruments on priority objectives. 
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A process of continuing and regular consultation and cooperation with 

the government authorities and the two sides of industry should be developed. 

In addition, so as to improve transparency in certain highly capital­

intensive industries where there is a danger of surplus capacity the 

Commission ~Qll set up a system for the regular notification of information 

on investment projects. 

The guidelines set out here in the programme must also lead to concrete 

measures in 1977. 

10. The creation of greater stability also means that public deficits must be 

significantly reduced and public expenditure must grm: much more slowly 

than in the pest five years. Hov-•ever, this objective must also be set 

against the economic and budgetary problems l<Jhich Heigh against a short-

term normalization of the public sector share of GDP in some Member States. 

11. The programme in no way alters the desire to progress tm-;ards economic and 

monetary union and this objective must be retained in full. 

It is clear from the analysis given in the fourth programme that a real 

solution to the problems of economic policy coordination can only be poli­

tical and institutional in nature. Even if no major institutional progress 

can be immediately achieved at present, the procedures and instruments for 

economic and monetary policy coordination must be improved and developed 

within the existing political and institutional frame>vork. 

The direct elections to the European Parliament ~l~without doubt1 give 

the Community a ne>v impetus, thus providing a more favourable basis for 

the urgent and necessary task of resuming progress towards economic and 

monetary union. 

12. Progress must also be achieved between 1977 and 1980 in the following areas 

a) The creation of a greater degree of convergence in economic development 

between Member States. 
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b) A greater degree of economic policy coordination by the Member States, 

both internally and externally. Economic policy consultations at 

Community level must be greatly increased and must include all 

important national economic policy decisions. In concrete terms this 

means that : 

• The Community's medium-term economic programme must be seen as the basic 

criterion in implementing national economic policies. The Member 

States' o~m medium-term economic policy programmes, all important 

structural reforms and any short-term action plans should be systematically 

reviewed before their adoption to ensure their compatibility with the 

objectives of the fourth programme • 

• The annual updating of the medium-term projections should be complemented 

by quantitative information on how the short-term ~o~nh path fits in 

with the medium-term outlook, on desirable differences in the con­

junctural situation between countries and on public finance. Particular 

attention must be paid to the employment position • 

• The compatibility of budgetary policy with medium-term stability and 

employment goals and with basic macro-economic data should be regularly 

reviewed • 

• The Commission will annually propose quantitative objectives for mone­

tary policy to the Council and will periodically check that they are 

being observed. 

c) Increased efforts to achieve the gradual establishment of stable exchange 

rate relationships between the currencies of the nine Member States. 

This means in practice 

• The retention of the present exchange rate agreement between five of 

the Member States • 

• Extension of exchange rate policy cooperation between these five Member 

States and the remaining four, with a view to ensuring the gradual re­

grouping of all the Community currencies within the "snake" • 

• Development of the European Monetary Cooperation Fund • 

• Improvement of the operation and organization of the capital market 

so as to achieve effective liberalization of capital movements within 

the Conununi ty. 
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d) Removal of customs checks for persons travelling within the Community. 

e) Further development and strengthening of external economic policy. 

The Community must promote a stable international order which will ensure 

in particular: 

• The maintenance and development of free trade in the world, 

• Efforts to reduce exchange rate fluctuations. 

In this context, the Community must develop its capacity to act as single 

entity. It is the Community's duty, bearing in mind the grm.;ing inter­

national interdependence of economies and the search for a fairer dis­

tribution of wealth, to concentrate increasingly on enabling the develop­

ing countries to achieve their aspirations in the matter of economic 

and social development. 

13. The reference framework which the programme represents \'ti.ll have to be 

translated into concrete economic policy measures; the Commission will 

put forward appropriate proposals for these. 
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I N T R 0 D U C T I 0 N 

14. The preparation of the fourth medium-term economic policy pro-

gramme, covering the 1976-1980 period, comes at a time v1hen the situation 

is very different from that prevailing v1hen the three previous programmes 

were dravm up. 

Whatever the objectives and particular content of each of the 

first three programmes, one factor they all had in common was that they 

\-rere dral-.n up during periods when the overall situation v:as relatively 

favourable. The Community's economies were operating in a world economy 

which seemed assured of continued growth. The Community was progressing 

along the road to integration, despite inevitable difficulties and temporary 

setbacks and was setting itself increasingly more ambitious objectives. In 

the Western industrialized world, and more precisely in Europe, the last 

few decades have been ch::racterized by exceptional economic growth, together 

l-rith progress in social welfare and a spread of knowledge and culture, against 

a background of domestic political stability and international cooperation. 

15. The background against which the present programme has to be 

drai-m up is radically different. The Community has taken the full brunt of 

the economic crisis of the last two years, at the very time when the achieve­

ments made along the road towards integration were shown up in all their 

precariousness. 

Thus, the period covered by the fourth medium-term economic 

policy programme must be seen as a crucial period for the Community, in which 

the Member States will have to achieve a joint recovery in economic activity 

while overcoming the hazards and constraints involved, to halt the process 

of disintegration in what has already been achieved in the Community and 

evolve new ways of stimulating integration, to define the role and place of 

the Community in a changing system of international relations, and finally 

to endeavour to find better ·Nays of meeting the aspirations of society. 

16. Beyond the long-term objectives of developing and strengthening 

economic and social structures, the programme must as a matter of priority 

aim at achieving the following objectives : 
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_ bringing inflation under control through the re-establishment of major 

domestic equilibria, through appropriate measures including structural 

measures, and by creating conditions making for a better social consensus 

within the Community; 

moving back to full employment, principally on the basis of a sustained 

and balanced rate of growth, by a reduction in cost increases and the 

stimulation of investmen~ and by ad hoc policies; 

progressing towards the restoration of external payments equilibrium. 

17. The programme consists of three parts. The first presents the 

background. The second sets out the macro-economic guidelines for Community 

action over the period covered by the programme and a strategy for applying 

these guidelines. The third concentrates on the areas where they should be 

implemented rapidly. 

In view of the uncertainty which continues to weigh on the eco­

nomic situation, the programme must continue to evolve during the period 

it covers, with this document representing only the initial stage. There 

must be a continuous and detailed follow-up throughout the 1976-1980 period. 

This continuous process should involve regular examination and, 

if necessary, adaptation of the macro-economic guidelines presented here, 

and should thus mnke it possible to bring about greater convergence of economic 

trends in the Community • 

collsvs
Text Box
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A. THE ECONOMIC CRISIS 

18. The world recession in 1974 and 1975 was of exceptional gravity; its 

scale and pervasiveness were without precedent in the periods of economic 

downturn observed since the last world war. 

The gross domestic product of the OECD industrialized countries stagnated 

in 1974 and fell by 2 % in 1975, while at the same time the total number of 

unemployed reached a record level of some 15 million, with the Community account­

ing for one third of this total. 

The repercussions of this crisis, although varying in form, affected all 

the economic areas of the world, not least the Community. 

19. The source of this recession is to be found mainly in the continuous 

and accelerated development of inflation which began in the mid-1960's. It 

was amplified by the interplay of several factors, some of which were themselves 

caused by inflation : the rise in oil prices, the restrictive policies adopted 

by the member countries, and a number of structural factors such as the 

saturation of the building and construction market. 

20. While in the past the annual price increase in the industrialized 

countries was on average around 3 to 4 %, it has more than trebled since then. 

This inflation is the result of a combination of widely differing causes varying 

in importance and composition from one country to another and including 

insufficient and belated awareness of the dangers of inflation; 

the excessive growth of domestic and international liquidity; 

- the excessively high rate at which incomes have risen; 
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the particularly marked economic boom in all the industrialized countries 

aft~~ 1969, together with the growing ~ohronizatlan of cyclical movements 

within the Community; 

the rise in raw material prices, resulting from economic overheating, the 

short supply of a number of agricultural products and especially the sharp 

escalation in oil prices. 

21. These factors, which explain the acceleration in inflation over the 

last few years, are part of a long-term structural inflation process, particularly 

in certain countries, whose roots are to be found in the changes which have 

taken place at economic, social and political level over the last twenty years:: 

- competitive pressures from different social groups for better shares in 

the distribution of national product and changes in the structure of incomes; 

- an increase in social tensions, and growing difficulties in obtaining a 

political and social consensus; 

an increase in the number and size of dominant firms which, whatever their 

advantages, alter competitive conditions and introduce rigidities into the 

economic system; 

a lack of flexibility on the labour market. 

Differences in the relative impact of these structural factors·explain 

in part at least the present differences between inflation rates in the member 

countries. 

22. To the extent that they have to deal with struotural causes of inflation, 

traditional demand management policies alone cannot provide a solution to them. 

In most of the Community countries, not only were the necessary structural 

policies not implemented but also the tightening up 
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of economic policy came too late. In particular, the excessive growth of 

domestic liquidity allowed excess demand to continue over too long a period, 

and led to excessive demands being made an domestic product. In the absence 

of deliberate policy decisions it was left to the indiscriminate effects of 

inflation to bring aspirations into line with what was actually feasible, a 

process which entailed high economic and social costs. 

23. Inflation has been made possible and reinforced by the unbridled growth 

of international liquidity. International liquidity, whose growth had been 

relatively moderate up to 1968, increased at an average annual rate of some 

20 % between 1969 and 1975• This trend was initially triggered off by the 

emergence of balance of p~ents deficits in key currency countries, particularly 

the United States. It was amplified by the facility with which deficits could 

be financed and by the uncontrolled growth of the Eurocurrency market. 

Although the dangers involved in the deterioration of the international 

monetary system were perceived at a very early stage, the scope which it allowed 

for domestic liquidity to expand without major balance of payments constraints 

was at first broadly accepted. 

During the mid-1960's, when the United States ceased to be the major 

centre of stability in a system of fixed exchange rates, the other less important 

zones of stability experienced increasing difficulties in entirely escaping 

the inflationary environment. 

24. Unsuitable exchange rates were maintained over too long a period. This 

was true of a number of currencies, in particular the dollar, which was overvalued 

for a long time. Although a new structure of parities was established in 

December 1971, it was impossible to maintain a balanced relationship between the 

various exchange rates. This process led in February 1973 to the widespread 

introduction of a system of floating exchange rates. 
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25. The system of flexible exchange rates gave increased autonomy to 

national policies. However, the countries whose currencies were falling in 

value came to recognize that, apart from their short-term perverse effects, 

alterations in exchange rates do not lead to an improvement in the balance 

of payments in the absence of an ad.equate domestic policy. Within these 

countries, pressure for the readjustment of nominal incomes made it more 

difficult to transfer real resources towards the foreign sector. Countries 

whose currencies were rising in value were better able, though not entirely 

able, to dissociate themselves from external inflation. 

The very different policies pursued by the countries led, in some 

cases, to short-term variations in exchange rates which considerably exceeded 

actual cost and price differences. Some currencies fell heavily in value, 

thus causing further surges of inflation, and this process was in some cases 

reinforced by the general tendency for prices and nominal incomes to be 

adjusted almost exclusively upwards. 

The flexibility of exchange rates did, however, make external 

disequilibria more tolerable and has so far made it possible to avoid general 

recourse to protectionism. 

26. The liberalization of trade, which was already well advanced at the 

beginning of t~e 1960's, provided the basis for a considerable development 

of world trade and contributed to the improvement in living standards. At 

the same time, this led to the development of relationships, though sometimes 

unequal relationships, of economic and monetary interdependence between 

industrialized countries and between such countries and the raw-material­

producing developing countries. 

27. At the end of 1973, the prices of oil rose sharply. This rise has 

increased the disparity in economic structures between the industrialized 

countries and the developing countries and between the developing countries 

themselves. The oil deficit has been spread unequally amongst the various 

importing countries, giving rise to or aggravating balance of payments problems 

at world leve 1. 

.. 
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28. The deterioration in the terms of trade induced by the rise in 

oil prices in the importing countries resulted firstly in indebtedness, 

then in the transfer of real resources, in the form of additional exports, 

as the oil-exporting countries were able to convert the increase in their 

revenue into additional imports. However, principally because inflation had 

already reached such a high level, this adjustment process has so far produced 

only partial results. 

29. All these factons, and in particular those referred to in paragraphs 

19 to 21 above finally triggered off the world recession and a massive rise in 

unemployment. 

During the recession, it also became clear that what was involved was 

a crisis of "stabilization" and restructuring. The recession highlighted the 

unsatisfactory allocation of resources between private consumption, investment 

and the foreign sector, distortions between the various categories of incomes, 

between the private and public sectors, between the various branches of the 

economy and between countries, and the saturation of the market in a number 

of sectors. Unit labour costs increased very rapidly and the profitability 

of firms deteriorated to such an extent that an insufficient amount of 

job-creating investment took place. Hardly has recovery begun to get under 

way when the fear is expressed of a further acceleration in inflation, and this 

from a Community inflation "base" of almost 10 %. 

B. WEAKNESSES OF THE COMMUNITY 

30. Although the dangers of disintegration have so far been overcome, the 

Community is now under a particularly serious threat, and the period covered 

by the third programme has been one of setback. The objective of achieving 

a Community of growth and stability has not been achieved, there has been no 

progress towards economic and monetary union, and the Community has shown itself 

to be incapable of finding a collective and creative response to the crisis. 
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31. Attempts to coordinate economic and monetary policies proved incapable 

either of containing the Community's average inflation rate or of avoiding 

the dispersion of national rates. Over the period covered by the third 

programme, the average annual rate in some countries was double the rate in 

other countries. In 1975, the spread of private consumer price rises ranged 

from 6 % to 20 %. The process of liberalizing capital movements within the 

Community area has, depending on the case, come to a standstill or has been 

reversed - the degree of liberalization in this field is less today than it 

was at the beginning of the 19601 s - while no common policy has been defined 

with regard to external capital. The common agricultural policy has faced 

continuous difficulties. Most of the other Community policies, despite partial 

progress, have remained below the threshold of minimum effectiveness. Given 

the fact that the customs union for industrial and similar products remains 

the principal cement in the Community edifice, the considerable current account 

payments deficits of some countries continue to pose a threat to the free movement 

of goods within the Community. 

32. In the face of the problems posed by developments in the international 

monetary system, the Community has admittedly been able to achieve coordinated 

or joint positions on particular points, but it has proved incapable of 

justifying a coherent overall solution and all the more incapable of putting 

it across at international level. It has not been able to insulate itself 

from external disruptive factors, and has had to give up hope of achieving 

any substantial progress on the road towards economic and monetary union. 

The "snake" has been subject to grave difficulties and now includes only a 

section of the Community. 

33. The oil crisis developed at a time when economic policy divergences 

within the Community were particularly marked, and it accentuated balance of 

payments discrepancies even further. 

The Community has been unable to define or to apply a common strategy, 

either in the face of the oil embargo or to deal with the economic effects of 

the rise in oil prices, and has encountered considerable difficulties 
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in avoiding appearing in disarray in the various international negotiations 

which have followed the oil crisis. 

Although it has so far managed to avoid protectionism between the 

Member States and has exercised a dissuasive effect on the other countries 

in this area, the Community has not succeeded in exerting sufficient influence 

on the international situation, nor in coordinating effectively its domestic 

policies. If Community action had been decided on and introduced in time, the 

economic and social costs resulting from the crisis could probably have been 
reduced for all concerned. 

34. The causes of these failures are complex. However, three broad ranges 

of factors can be identified as basic re.asons : 

- the disparity of economic and social structures and the different priority 

given to various economic policy objectives; 

- differences in adapting to changes in society, and the erosion of the 

social consensus in several countries; 

- finally, policy coordination within the Communit was inadequate. 

35· Community coordination comes up against differences of priority between 

the member countries in the conception of economic policies, differences which 

are based on structural disparities of an economic, institutional and social 
nature. ( 1) 

Some of these disparities relate to, for example, demographic factors, 

the productive apparatus, and in particular the degree of industrialization, 

differences in real income per head of population between countries, and the 

varying scale of regional disequilibria. 

(1) Some of these disparities have been highlighted in the document entitled 
"Structural indicators system". 
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Although these disparities are not a recent phenomenon, they have 

not been sufficiently taken into account. 

Regional disequilibria and the differences in. per capita income they entail 

are of particular importance, especially since they have persisted and have 

sometimes even increased, thus accentuating, despite sustained growth, the 

tensions existing between the economies of the member countries, if not within 

the countries themselves. Sustained growth is a necessary precondition for 

solving the problems involved in regional disequilibria, but a conscious and 

purposive regional policy is also vital. Community policies have on the whole 

proved insufficient. 

36. At national level, apart from direct financial redistribution measures, 

these disparities are reduced by spontaneous mechanisms based on, for example, 

the availability of an integrated banking system and the existence of a single 

tax and social security system. 

At Community level, redistribution through spontaneouB mechanisms can 

take place only slowly in step with the gradual integration of the whole 

fabric of the economy. A necessary precondition for greater financial soli4arity 

is, however, the achievement of control of overall equilibria and progress at 

the institutional level, since without these it is difficult to find acceptance 

for the very notion of solidarity. However that may be,the available Community 

instruments should be put to more effective use. 

37. Other structural factors have had a varying effect on the degree of 

economic policy flexibility in each country. These factors (tax structure, 

extent and system of social security, method of formation and redistribution 

of incomes, level, composition and financing of public expenditure, and the 

organization of competition), had and still have a widely differing impact 

within the Community. 

38. Disparities of another kind result from the fact that machinery for 

cooperation and dialogue between the social groups and participation at the 

various levels of the decision-making process differ in effectiveness from one 

country to another. Furthermore, while there is in some countries very broad 
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acceptance of the existing economic and social framework, in other countries 

important social groups dispute its operation and its objectives. 

39. The sustained growth of the post-war years provided the basis for a 

considerable improvement in living standards and in education, but it was 

inevitably accompanied by very far-reaching changes in economic and social 

structures. For a very large section of the population, this has resulted 

in migration and changes in occupation, way of life and job. Examples here 

include vhe movement from outlying areas to industrial centres, the drift 

from rural to urban life, and the tendency for small-scale independent entre­

preneurs, farmers, traders, and craftsmen to move to positions as wage and 

salary earners in larger industrial or tertiary organizations. At the same 

time, the traditional social units, the extended family and the village commu­

nity, have often lost their importance. 

40. The boom also went hand in hand with problems arising from the lack of 

proper control over the development of conurbations, pollution of the environment, 

and an increasing drain on~tural resources. This process led to increasing 

protests and demands, and the attempts which have been made to meet them have 

not been homogeneous from one country to another, nor can they always be considered 

satisfactory. 

In some cases, the differences in income and wealth between and within 

social groups are considered too wide and jeopardize the efficacy of government 

policies. In other cases, the tendency towards levelling of incomes is felt 

to have gone too far, and the growth of government activity is considered to be 

too rapid, entailing the risk of stifling the will to work and of harming private 

initiative. 

41. The· recession has clearly highlighted employment problems. 

Irrespective of the level of and arrangements for unemployment benefits provided 

under the various national systems, the ~fact remains that to be on social 

assistance often has unfavourable social and psychological connotations, even if 

the cause of unemployment is economic, as is indeed the case for most of the 

unemployed in the Member States. This means that the acceptance of a high rate 
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of unemployment in the medium or long-term would bring about a deterioration 

in the social fabric with unforeseeable socio-political implications. 

42. A gap had already emerged in previous periods of high growth between 

the structure of qualifications and that of jobs available on the labour market. 

There are various reasons for this widening gap. The rise in the general standard 

of education and level of knowledge of workers has naturally led to higher 

demands not only as regards remuneration but also the quality of jobs and the 

nature of working conditions. However, the t.e.chnical choices made have shaped 

the structure of available jobs in a very different wa:y : the greatest demand, 

apart from a limited demand for executive staff, is for highly Skilled workers 

and, in certain countries, for unskilled workers who can quickly be trained 

to carry out repetitive duties. 

43· At the same time, there are increasing demands for broader participation 

in the decision-making process and management of firms. On a more general level, 

the two sides of industry are expressing their desire to be more closely associated 

with the making and implementation of economic policy decisions. As in other 

areas, reactions to these problems vary considerably from one country to another. 

Finally, the consumer is not always wholly in a position to assume his 

role as a fully equal partner in economic activity. Competition only functions 

partially in certain areas, and in same countries the consumer does not have 

sufficient information to deal properly with the market strategies adopted by 

firms. 

44• Coordination within the Community has proved inadequate. 

The definition of a common policy assumes, firstly, the existence of 

the political will and political trade-offs permitting the common interest 
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to be identified. Secondly, it cannot always be guaranteed that the deci­

sions taken will be the most appropriate ones, and it is therefore necessary 

to accept the notions of solidarity and joint-risk. 

At national level, the definition and implementation of economic 

policies meet these requirements. The risk of a bad trade-off is counter­

balanced by national solidarity and political responsibility to parliament 

and, in the last resort, to the electorate. Consequently, an unsuccessful 

economic policy does not usually jeopardize national unity. 

At Community level, any differences in assessment of the situation or 

on the nature of policies to be pursued make it very difficult to find a 

Community solution, as national preoccupations predominate in the absence of 

real political responsibility at Community level. Consequently, there is little 

scope for notions of joint-risk and solidarity. This means that there is a 

constant danger of differences and tensions jeopardizing Community unity. 

This situation can perhaps be improved to some extent by developing 

the technical analysis of Community problems, but the real response must be 

political and institutional. 





- 25 -

A. :MEDIUM-T.Em:l FROBI..Zr:.S 

45. A."lal;rsis of the froblcms facing the Community over the next five years 

has been based on \~Ol'k carried out by the Study Group on 1-lediwn-Terrn Economic 

Assessments. 

a) The international situation 

46. The Comrr.unity's economic o.ovelopmer:.t in very significantly influenaed 

by the international situation since the member countries o.r·e ver:; heavily 

dependent on exterr~l t.cade. 

~1i~ meru1c tr~t if wcrld trade fails to expand strongly, if allY 

restrictio~ls .:ll'C pl:1ced oa freedom of trade and if inflation continues at a 

higl:.. level in the CECD .:1rea, the Conmr.mity would find it very difficult to 

solve its internal econooic problems and \-:ould have to initiate very vigorous 

action of its 01.«... in order to prevent the situation frorr. developing too 

unfavoura.bly. 

The problemo dealt i·;i th in the following pages are based on ass·.1mp-

tio::1s 1.vhicll disreg-ard such extreme de\'clopments an:i assum" c.~.n average grm•th 

of 13 to S~~ a year iG thE:. 'tolun:c of "lo:Orld importo. This rate correspond::;; to 

that obscr~·cd d'.lrin.; the 19~:J's and the beginning of the 1970'o. Taking into 

o.cco . .l.nt the co.tchin,3-up of "the effect:::: of th8 raccccion, this lll;)ans that tLo 

uJerlyinc:; trend (;,"l'Ov:th rate is lo-v•or. 

Il: ::.ddi tim:., i "'.: haz ooen aszwne:d tf.at the GDF defldor for the ma.in 

ir:du:::;trial countries in the O::::!CD are:1 will rise by 1 to B;;, ~ yeo.r. This 

fi.;u.ro corrc:::;pondG to the trend in recent years, if one ignoreG the effect:J 

of the oil price incron.se;.:: or. tho genol'al level of prices. But, whereas 

thi~ average reflected an UPI<ard trenci in the l<J.st fei·.; yen.rs, the tendency 

should in future be reversed, -vri -th o. marked decoleru:tion in inflation over 

the 197C--19C0 porio:l. 
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49. Achieving high growth appca.rs particl.i.la!·ly difficult in tbe case 

of Italy, Ireland and the United Kingdom. This preocnls the Comrnu.nity Hith 

a problem, oince without cuch growtb these count.d.es, v1hich have the loHct:t 

incomGs per head of population, would be una1Jlc to cr,:'cch u.p >-Ji tL tLc otho· 

mem1:xn~ countries. 

50. There is a risk of high unemployment over the next feVT years. :l:Jo 

present high rate of unerr.plo;yment reflects fir3tly the impact of thE. reccssio~'lt 

but in a number of countries the fall in the proportion of GDr invested. 

over the past number of ;years had alro'.ldj' rcsu.lted. in a decline in jo1 cre­

ation, particularly in industry. The relatively high cost of labour, quite 

apart from its impact on overall invectment, has };acl t:!:'"1e effect of enc )1.;;.r:~.gL'1g 

rationalizing investment. Elirnina"tinc unemplO;JTlCn"t ccu1c1 IJe a ::lo1:1 p:c::>cccs 

in vievr of the su1•s"!:;:mtia1 nun,ber of m:clcremploycd 1vor~:e:2s at present in firr:1:J. 

Reducing the unemployment ro. Le is 1w.dr:: r.10l'0 U.ifficult l;y ti'w fore­

seeable trend in labour supply. Dom02,1-"'aphic fac·Lor:::: 1-;ill Il.i.l.VP. tho eff()~~ of 

increasing the nt.L.'IlberE: of school-leavors seeking i-JOrk, ~r~-.i le at tLc other end 

of the scale thGrc will be fewor people eli~i tlo for cG.rl;y retiroml'nt (.;raph 1). 

Beyond. 1980...85, ·t.his trend viill be rc·v·crscd as a rcsul-!, of a marl:ec'. drop in 

ttc birth rate over recent years. This ageine of the Commun~ty popub;ti:m js 

a cause for concern and calls for furthE.r thought. 

There is no reason to believe that the ur::.dorlying grovrth in the 

female participatior. rate will fall ·~o ar:..y a.t;:prociablG extent dc:::pi tc tLc 

reduced attra.ctiver..ess of the lubour ma.rl:et. C1: the oth::r ho.r:U., so1~.s :.::1~\·:in.; 

dcv.rr~ in il11L.igrn.tion rna;y be anticipated, though this tr0nd vrill be lirni~cd 

in scope by association agreements, the particular coa":li traents of ccrta.in 

Mem"cer States, n.nd by the specific r..ature of the needs 1rJ1:licl:: tl::is irr,rdg.c~1t 

labour meeto. 

51• vn1ereas in the past the public authori tics sector playeu an import2.11t 

role in job creation, it seems les;:; likely that this pattern will continue in 
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future, particularly in view of the constraints weighing on public finance 

management. Since agriculture is continuing to shed its labour force, the 

creation of jobs must be based more on the non-agricultural private sector. 

In addition, a large number of rigidities of attitude which have 

traditionally stood in the way of any satisfactory balancing of labour supply 

and demand, have become more prominent over the last few years. Resistance 

to geographical mobility is particularly significant here. Indeed there 

seems to be a tendency towards greater resistance to mobility within regions. 

Job expectations, both in terms of remuneration and job content, are now 

higher, particularly as far as the young are concerned. Unemployment is 

thus being prolonged by the desire of those seeking work to find jobs which 

meet their qualifications and aspirations. 

Finally, differences in v1age and salary levels between industries 

and different jobs do not always compensate properly for the differences in 

terms of attractiveness, arduousness, or social status between certain jobs 

or occupations. This produces a distortion in the supply of labour which 

has the effect of creating bottlenecks and pockets of unemploJ~ent at one 

and the same time. 

52. These analyses taken as a whole show clearly that the major economic 

policy problem during the coming years will be the achievement of a lasting 

return to full employment. In view of the unemployment rate of some 4% 
in the Co~ity in 1975, a particularly active policy will be necessary to 

ensure that the level of unemployment falls below 3% by 1980; this compares 

with a rate of between 1.5 and 2% for the Community during the 1960's. 

c) Price trends and external equilibrium 

53· lfuile the return to stability can only be gradual, the maintenance 

of high rates of inflation implies serious risks for growth and employment: 

wage and cost drift, exacerbation of labour disputes, misallocation of 

resources, balance of payments disequilibria, and the need for new restrictive 

policies. 
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Given the very marked interdependence of economieo, it is difficult 

for the Community to set price objectives differing to any appreciable 

degree from the international pattern, in the absence of exchange rate 

alterations and a deliberate internal policy. n1cre is a clear danGer of 

substantial divergences developing within the Community if, as in the paot, 

some countries align themselves on the average inflation rate of their main 

trading partners while others opt for a vigorous stabiliz~tion policy and 

try to dissociate themselves from the international inflationary trend. 

54• Other difference£ in rates of infla.tion could result from tho forcer; 

introduced by recent exchange rate n:ovements. Particularly in those countries 

whose currency has fallen sharply in value, thought should be given to vtays 

of stabilizing the trend of costs so as to make it possible to revert to a 

more satisfactory balance of payments situation and to avoid the dev8lopmcnt 

of an exchange rates and prices spiral. 

~ese possible differences in trends bctHecn cow1tricn chm~ "L:ht;.t 

monetary tensions and the problem of adjusting relo:tive costs and prioc3 

will not be easy to overcome. 

~e achievement of economic and monetary union would 'ce hindc:rc::l. 

by the peroistence of substantial divergence::; in co:::;t and p:i.'icc trendn. 

Indeed, the Con:muni ty' s cohesion would be jeopardized if t}le present d.i vcrt;cnces 

were not reduced cr, worse, vddened fur Lher. 

55· In the past, achievement of a positive external balance (goods, 

services a..YJ.d factor incomes) of some 1% of GDP enabled the Community to achieve 

external equilibrium. It was indeed this surplus which provided the means 

of financing transfers to immigrant workers and development aid. 

Looking to the future, account must firstly be taken of the tren~ 

of imports by the oil-exporting countries. So long as these countries are not 

in a position to reduce their SUrplus vis-~-vis the ind~~trializcd COlli1tries, 
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given the initial situation and the possible divergences in cost and price 

trends. 

d) Utilization of resources 

57• The structure of uses of GDP at constant prices has altered appre-

ciab~ over the last few years as a result of the recent development of the 

economic situation, but also as a result of a number of structural factors, 

such as the rise in oil prices and in particular the trend of wages and 

salaries and of taxes and parafiscal charges. 

58. From 1970 to 1975, at 1970 prices, the share of GDP accounted for 

by consumption and the external surplus in goods and services rose by 3.5 
and 2.2 points respectively. The increase in the balance of goods and services 

at constant prices partly offset the deterioration in the terms of trade 

by transferring real resources to foreign trade (see Table 2). By contrast, 

the relative share of investment fell sharply by 5.7 points. About half of 

this difference can be explained by variations in stock levels, which is 

a purely cyclical phenomenon; as far as gross fixed capital formation is con-

cerned, part of the difference can also be attributed to the economic cycle. 

For the rest, the change in the pattern is part of a process which began 

several years ago, especially in Italy, the Netherlands, and Germany, with the 

changes in Germany being especial~ marked in investment by firms, 

59• As has been seen over the last few years, a decline in gross 

fixed capital formation makes job creation difficult and affects growth 

potential. This means that there must be a significant increase in the share 

of productive investmen-t in GDP. The transfer of real resources towards 

foreign trade (balance of goods and services) must increase still further its 

relative importance, so as to cover not only the deterioration in the terms 

of trade, but also the interest on the oil debt. In contrast to the pattern 

in 1974 and 1975 1 with all its detrimental effects on the employment situation, 

this increase must not be at the expense of investment. 
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This means that it is cons~~ption, particularly private consumption, 

which must be looked to in order to achieve the necesaary redistribution of 

the uses of GDP. It must be empha~ized that these adjustments mu~t truce 

place in the medium-term, while in tl1e short-term the picture is different. 

This point is explained in Part Three. 

60. This overall assessment calls for individual qualification~ as 

regards the various countries. The countries which had a difficult balru1ce 

of payments situation before the crisis or which have been hardest hit by it, 

that is to say Italy, the United Kingdom and Ireland, will have to curb 

private consumption most sharply. For the countries with a comfortable 

balance of payments surplus, particularly Germany and the Benelux countries, 

this constraint is ouviously weaker. In France, the adjustment, although 

it will have to be on a fairly substantial scale, is essentially cyclical 

in nature. 

Achieving these changes in the structure of uses of GDP implies 

considerable difficulties, since it entails, at least to some extent, adjust­

ments in the distribution of incomes and in the trend of public finance. 

e) Trend of primary incomes and public finances 

61. ~1e adjusted share of wages ~~d salaries must revert to a more 

normal level before a more satisfactory growth rate and unemploJ~nent level 

can be achieved. The sllare of wages and s~laries in GDP, adjusted to to£e 

account of the proportion of wage and salary earners in the working population, 

is a rough means of ~eas·uring the division of incomes between wages and 

sa.laries and profits. 

'Qp to 1970, this ratio Lendel:. to be relatively stable, both for the 

Coir.rr.uni ty ac a \'Ihola and for most of the merr.ber countries (see graph 3). 

Frorr. 1970 to 1975 there was a steady increase in this ratio througho;..tt the 

Community, rising from 52.5 in 1970 to 57•5 in 1975. In other words, the 

rise in wage and salary costs during this period was more t~~n 9% above the 

rise in the general level of prices. 
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(-i2. 1Tur.1crous factors in tho process of wage and salary formation lay 

behind this trend; the effects of changes in exchange ra~es, the deterioration 

in the terms of trade \~hich has not so far made itself felt on the real 

income of 1·m.ge and salar;y earners, the increase in tax and social security 

charges insofar a::; tl~eir impa.c t on the net income of wage and salary earners 

had bc0n offset by additional rises in gross wages and salaries, the under­

estimation of the effects of counter-inflationary policy and of the risk of 

recession in tho conclusion of collective agreements, etc. This trend has 

led to a considerable ::;queezing of firms' profit margins and has reduced 

t~10ir propcnsi ty to invest. 

In the case of France, Ireland and Luxe~bourg, the rise in the 

adjusted share of wages g,nJ. salaries seems to be baa:cally due to a failure 

to take account of tho deterioration in the terms of trade and to the reces­

sion. Over :1nd alJovc the cyclical effect, in Gernnny, Belgium, Italy, and to 

a cert;J.in extent, the 'C'ni -'..ed Kin.;d.om, t1lC increase began in 1970, while in the 

Netherlands and Denmark the change seems to have been part of a long-term 

trend. In these last t\·Io countries, the trend is to a large extent <... reflec­

tim: of tho grouin.; im:t:ortance of p~blic services in anr. 

j3. In all -the member cou.'1trieG 1 there was a continuing rioe in the ::;hare 

of pJ.cl:.c revenue and expsndi",;UJ:'e in GDP bet-v;een 19()0 and 1973 (sec grg,phs 4, 

5 an:l 6), anU. in ce.;rtain countries a subntantial deficit has emerged. The 

financlng of these deficits on the capital ILa.rket means that less is available 

fc.r financin; i.:wcztrnent by firms. i'lhen private invcstmen t increases again 

in the medium-term, unlesu there is a high level of private saving, these 

cou.."ltries arc faced with a choice bc·bvcen improving their public finances 

and accepting pcrw~rtent external indebtedness. The extent to which these two 

alternatives arc folloi.-ed depends or: various econorc,ic ar:J. political factors 

inherent in eacl: cou."ltry, but also on the rneas'.ll'cs taken, where appropriate, 

at Community level. 

64. In 1974 and 1975, the deterioration of public finances in all the 

r.:cmlx:r States ha::> been largely the rosJ.H of the built-in effects of the 

reccscion, the rise in prices, a.nd the short-term economic recovery programntes 

pursued. Uevcrthcloss, a number of the mea:;:,urcc introduced may prove 

difficult to rc\"er~c. 





- 35 -

s-v;elling of nominal incomes and the increase in taxes (fiscal drac). The 

gToHth in the burden of taxes and social vJelfare contributions has often 

resulted in additional increases in gToss v;ages and salaries so as to r;.aintain 

the grO\·;th in net income • 

Such a process, resulting in fact froffi a refusc.l to accept this 

heavier burden, either stimulates inflation or acts as a company tax VJhcre firms 

are no longer able to pass on these incrEJased costs. In this latter case, 

profit margins are squeezed. an1 the propensity to invest declines. 

Thus, alloidng public cxpc"':ld.iture l;o continue its reb ti vc g:roi·r~ll 

at such a high rate would. prese.L'lL wany !~ember States vJi th tho pro1Jlo.uJ of 

increacing further the level of taxec and. social welfare contri b.t-Lim·.:::; v1l-Lh-· 

oJ.t jeop::rJ.izinJ ·Lht.: ccono:r.;y'::: nor-mal opcr<.:::Lio:1. 'TI.1i:::; is mere par·~iculc.rly 

the case for the Benelux countries, Irole.nd uncl Dc1:.nnrL, tu·t tho pr·oblcm io 

aloo pressing in Germany. Cor.:JCCfJ.en!;ly, recou.1·sc to a further· incroo,sc ir1 

tho ·Lax and parafiscal burden ohoulcl l·c limited. 

B. TSE Q.:JAUTITATIVE GUIDELINES 

68. In order to meet tho problor1s outlined abovo, the Cor:.r::unHy proposes, 

within tho framc-vwrk of the fourth mediUl~1-terin economic policy pro&"''.:J.mme, to 

set itself objectives wl1ich are both balru1cod and ambitious, especially a8 

regards a lasting return to full employment and the gradual control of infla­

tion. However, these objective::; must be realistic and erodible. 

69. Realism demands that account be taJ:en of the constraints Hhich 

continue to vreigh on Community action: 

the degree of economic and social consensus differs amongst the variou:..; 

member countries; 

structural disparities \'li thin the Com.~uuni ty remain excessive; 

the member countries are inclined to give different priorities to major 

economic policy objec-tivca. 

?ne necessary political and. institutional b~sis for Comrnunity 

action capable of overcoming the::;e obstacle:J cloea not yet exist. However, 

achieving the objectives set \-Jould help establish this basis. 
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70. Credibility requires that, at the same time as quantitative guide-

line~ are set, conditions necessary for their implementation be defined. 

There will also have to be growing awareness not only by public authorities, 

but also by all those involved in economic activity, of the dangers which 

exist and, consequently, the need to accept these policies on a joint basis. 

If this is not the case, the trend could be much more unfavourable 

and would have serious consequences at political and social levels. 

71. The quantitative guidelines given below constitute medium-term 

macro-economic points of reference; they must be related to an overall strategy 

and backed up by overall and specific policies. 

Between 1976 and 1980, as present uncertainties lift and the nece­

ssary economic, social, political and institutional conditions are met, these 

guidelincn can be made more ambitious. 

They \iill have to be examined al'mually and possibly up-dated as 

part of the first examination of the economic situation in the Community 

provided for in the Council Decision of 18 February 1974 on "the attainment 

of a high degree of convergence of the economic policies of the Member States 

of the European Economic Community". 

72. To reduce unemployment and allow needs to be more fully met, there 

must be continuous and sustained growth. This is vital in order to halt the 

continuing undcrutilization of existing capacity, the waste of productive 

resources, to allow income allocation and distribution problems to be more 

easily solved, and to achieve social and societal objectives. 
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Insofar as Community action is able to reduce the constraints weigh­

ing on each of the member countries, the growth objective can be made more 

ambitious. No member country taken in isolation can pursue a policy aimed 

at vigorous grm·1th without entailing the risk of substantial disequilibria, 

nor is any individual member country acting alone capable of influencing 

trends in the rest of the i'l'Orld. Consequently, there is a need for concerted 

action aimed at growth vlhich is both more sustained and more stable, while 

at the same time ensuring a satisfactory equilibrium between member countries. 

The mere announcement of such a policy by the Community, which in 

several respects occupies a more important position in the world economy 

than the major powers, would have positive psychological effects both inside 

and outside the Community (see Table 7)• 

73. The Community's guideline for the 1976-80 period is to achieve an 

average annual growth rate of GDP in volume terms of 4~% to 5%· The growth 

rate in France should be about 5i%; this is necessary as a result of the 

growth of the working population and possible since the fall in investment 

has been lesE: :r.JC.rked in France than in many other countries. Italy, Belgium, 

Irelund and Denmark should achieve growth of between 4~% and 5%• In GermaJ:".y 

and. the Netherlands, growth should lie between 4 and 5%• The United Kingdom 

could well achieve a grorrth rate of 4 - 4!-%, if every effort is made to ensure 

that it developo its growth potential. In view of its structural character­

istics, \-lith its inductry not very diversified and centred on steel, the gro\·rth 

rate of tho Lu..'Cem"tourg econorr.;y· should reach 3 to 311o. 

74. Ambitious guidelines for the reduction of unemployment imply both 

the achievement of sustained gro\vth and tho implementation of a specific 

employment policy. Recovery chould permit a rapid reduction in cyclical 

unemployment. The promotion of investment and a specific employment policy 

should lead to suctaincd growth which vlill reduce the level of structural 

unemployment. 
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The objective for the Community betvveen noN o.nd 1980 must be a 

return to full employment, that is to say, a situation in lvhich o.nybody 

willing to work should be in a position to find a job, through additional 

training if necessary, so that nobody need be subject to prolonged or repeated 

unemployment. 

75• The Community's objective on prices must be tv10fold: 

to give price trends a.n autonomous value independent of price trends at 

international level, so that the Community can progress tm·.rards its goo.l 

of becoming a "Comrrnmity of stability and grovvth"; 

to reduce divergences in prices trends between member cou."ltries so as to 

reduce the risk of changes in exchange rates, and thus to pron:otc intra­

Community trade and create -the ba.sio for renewed progress alont; tho road 

towards economic and monetary union. 

The rate of inflation in the member countries of the Commwli ty 

should be gradually reclt:ccd to one compatible with las-ting otability and should 

be of the order of 4 to 5% by 1980 at the latest. 

For some ccuntries such an objective is no doubt extremely c.mbHious. 

But it is essential that every effort be mo.de to achieve it o.nd tha.t, in 

particular, the policies outlined in Part Three should receive all tho 

backing that proves necessary. 

76. The Community's external equili briUlu objccti ve must be defined 

flexibly; it must be adapted to the balance of po.yment::; situation at world 

level. 

Ai the beginning of the projection period, the Community should 

accept an external deficit, but by 1980 it should achieve a positive external 

balance (goods, services and factor incomes) of some 0.5 to 1% of GDP. 
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The servicing of the oil debt is already included in this balance, 

and repayment of the debt will hardly begin before 1980. In addition, trans­

fers, particularly to the developing countries, should continue in at leant 

the same proportion as in the past. The guidelines adopted correspond there­

fore to equilibrium or a slight deficit in the balance of payments, as past 

experience !:as shown. Hov1ever, this objective is conditional, since it pre­

supposes a fairly strong deterioration in the balance of payments position 

of some countries outside the Community. If this does not come about, the 

Community would have to tolerate an even higher deficit so as to maintain the 

priority given to growth and full employment. In that case, problems would 

arise if the deficit was concentrated in certain countries. 

C. A COlliM.UNITY STRATEGY 

77. The quantitative guidelines outlined above rnu::rt form part of a 

strategy setting out the rclati vc priority of objectives and ::>pecif.:,•iag the 

general economic policy condition:J necessary for their J.chievement. T..ilis 

strategy should provide the frameHork for the policies described in fart T:trce. 

In the present si tua:~ion top priority r.mst be given to the objec­

tive of achieving a lasting return to full employment. 

Gro\·rth and price stability are essenthl if a tetter satisfaction 

of needs and an optiml allocatio:r.. of re:::ourcc:J :1ro ·~o be obtained, t.ut tl1oy 

are also a '.:ado condition for achieving a satisfactory level of cuploymcnt. 

The guidelines for the external balance J.rc general conditions for 

achieving equilibrium; they should be qualified in the light of the international 

situation and the short-term path. 

78. These four quantitative guidelines clearly car>~'lot cover the v1hole 

ra..'lge of social and economic objectives. Other objec·~ivcs, often more 

qualitative and more difficult to formulate systematically, have a very 

important place in the aspirations of the public at large and in the thillidng 

of those responsible for policy. They include in particular the achieve­

ment of a better regional equili '.Jrium, protection of the enviro:ment, justice 

in the distribution of '\·;ealth al1d incorue and tho reduction of inequalities, 



- 40-

the improvement of living and working conditions, and social progress in general. 

Other factors are the need to save energy and materials which are in short 

supp~, and to help the developing cou_~tries. 

79• Present socio-economic conditions and the progress alrea~ achieved 

in the more qualitative areas vary between the member countries. Thus, it is 

not surpris.ing that there are differences of priority in defining the com­

ponents of social progress and growth as well as in the choice of instrwnents. 

Although one should not seek uniformity in this area, certain conditions 

making for convergence within the Community should nevertheless be fulfilled. 

80. The apparent contradiction which is felt in certain quarters and 

in certain countries between the pursuit of macro-aconomic o~jectives and 

equilibria on the one hand and the achievement of more qualitative objectives 

on tho other, should be overcome: full employment based on sustained and 

stea~ growth, in conditions of' stability and renpect for the constraints 

imposed by macro-economic equilibria, io a nccossaz·y conU.ition for social 

progress and a b::;tter achievement of other qualitative objectives, o.nd is 

thus a prerequisite for social sta1)i1Hy. 

Attempting to achieve qualitative objectives oy :Jlo·..ring do>v:i.'l or 

halting eocnomic gro>vth would be unrealistic in vie'l'l of the ocala of needs 

still to be met; to try to press ahead vii th social prot;re:.;s in such a situa­

tion without taking account of the restriction::~ placed on tihat is economically 

possible would be self-contradictory. To aim at "unrestrained" growth in order 

to achieve full employment and enlarge the area of social pro5Toss runs up 

against the imperatives of macro-economic equilibrium, and in particular the 

constraint imposed by the external balance: social proti!'ess "at the expense 

of others" ·must inevitab~ prove ephemeral. All these solutions in the end 

result in the bidding up of aspirations and in struggles over tho distribution 

of resources which remain limited. At the same time, the regardless pursuit of 

macro-economic objectives, without a minimum consensus between oocial groups 

and with the public authorities on the definition of the medium-term common 

interest, is an exercise equally doomed to failure. 
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The first option can only result in the medium term in accelerating 

inflation, persisting unemployment o.nd economic decline. The second option 

vJOuld result in inadequate economic performance, restricting or 3tifling 

social progress. Both vJould in the long run jeopardize the democratic order 

of society. 

81. 1U1 esoential condition for the achievement of the guidelines laid 

down in the fourth programme is the promotion of a de facto con::;ensus reached 

by the t\vo sides of industry 1 both amongst themselves and ~vi th the public 

authorities, not only at national level, but also in overall terms at European 

level. Thio consensus should not be restricted to the objectives of full 

employment, gro't"rth and stability. The general objectives of qualitative and 

social progress must also be included, vThile at the same time ensuring their 

compatibility 'tvith the btter objectives. 

82. ~1 a practical level, the achievement of the programme's objectives 

is dependent on a short-term srouth path policy which i·JOuld permit sustained 

and continuouo grm·rth in more stable price conditione; this g.ro't-Tth path must 

take account of the differences of phase in the economies of the member 

countries, differences v.rhich are necessary for the re-establishment of macro­

economic equilibria within the Community. This path should be achieved through 

overall economic management policies and with the help of appropriate behaviour 

by the t·No sides of industry \-vi th regard to incomes. It should also be the 

criterion in establishing a time-table for structural policy measures and eco­

nomic and social reforms. 

83. TI1e return to full employment and the achievement of sustained and 

regular growth will be largely determined by success in controlling inflation. 

In particular, stricter and cteadier management of monetary and cred,it policy 

must play a major role in achieving a gradual reduction in inflationary 

expectations by producers, dealers and consumers. In this connection, there 

could be advance notification of the limits of monetary expansion in relation 

to anticipated growth, a practice already followed in some countries and being 

studied in others. Thus, the two sides of industry and the public authorities 

would have a point of reference for possible overall nominal expansion. 
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The member countries' monetary and credit policies should be closely 

co-ordinated; this would also be an important factor in the gr~dual alignment 

of cost and price trends within the Community, and in exchange rate 

stabilization. 

84. Public finance policy has a key role to play in this overall stra-

tegy. It must be ccnceived around the following broad guidelines: 

contributing to steadier economic growth, with continuous monitorin6 of 

the part playeJ by financing balances in macro-economic equilitria; 

eliminating or reducing deficits; the relative reductions in expenditure 

or increases in taxes and social security contributions vihich this calls 

for could provoke defensive reactions from the social groups concerned; 

continuing to meet public needs by means of public financing; the public 

authorities must set an example of rational management, and, while aiming 

to meet legitimate needs in full, must avoid giving rise to aspirations 

which are impossible to satisfy and eliminate costly policieo which are 

no longer justified. 

Finally, this overall conception of stabilization policy should be 

supplemented and backed up by more specific measures in the fielJ. of com­

petition and consumer protection ~nd by measures to promote a fairer distri­

bution of vJealth and income and social progress. 

85. In view of the pri'ori ty given to full employment, the overall 

strategy must give particular emphasis to the creation of nevr employraent, the 

maintenance of existing work opportunities by restricting cost incrcases,and 

the reduction of unemployment. 

The creation of new jobs means the promotion of productive invest­

ment, and consequently a slackening of domestic consumption, a trend '\'IThich is 

also necessary if external equilibrium is to be lastingly restored. This 

implies, in the short term, a slower increase in private households' dis­

posable income in exchange for a stronger mediwn-tcrm growth of real income 

and employment. If private investment is to increase again and become employ­

ment-creating rather than labour-replacing, profits and relative labour costs 
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must return to more nor1nal levels. Income trends are the key to this process. 

Difficulties in allocating national product may be reduced by regulating 

short-term cyclical movements so as to avoid abrupt changes in income dis­

tribution as between wages and profits, and by asset formation policies and 

measures to promote savings. 

86. However, solving the employment problem also requires the intro-

duction of a specific employment and labour policy. 

Measures to reduce labour supply, such as bringing forward tho age 

of retireme!lt and reducing hours of work, do not provide a fundamental 

solution to the unemployment problem; their effects on social progress and 

the improvement of the unemployment situation must be 'vJeighed against their 

costs for society, costs \vhich vdll become very heavy, particularly as a 

result of longer-tor~ population trends. 

Positive measures, such as premiums for th~ voc8.tional training of 

young people in.firms, accelerate the absorption of cyclical unemployment 

and thus brin.; in high social returns. 

t.:ore general r.1easures connected with improving voca tior~al training, 

retraining and mobility contribute, especially in the medium-term, to are­

duction in structural unemployment and to an increase in the economy's flexi­

bility. The policy of humanizing the work context must be continued and 

developed. 

These matters are above all subjects for diccusolon and agreement 

with the h;o sides of industry. Moreover, time should be allowed for firms 

to adapt to the measures take!l. 

87 o If the main elements of the overall strategy >vhich have jllst been 

ou L lined can be in;ploment ed. in all the r11cmber countries 1 dccisi ve progress 

vd 11 ha vo been made in strengthening the Community. 

But the use of the Community dimension and weight must, in its 

turn, be an element of the overall strategy. 
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The Comrr.unity's external econolliiC policy must be Euch a.Ei 

to allow the Community to exercise its full powers and n:i.:.u-G be further deve­

loped along the lines it has set itself: the extension of liberalization and 

resistance to the gTO\;ing d.D.ngers of protectionism, development aid, the 

transfer of real resources a.'1.d technology to the developing countries, the 

opening of frontiers to their products, and the establishrr.ent of an accepted 

order, "OO.sed on n1ultilateral agreement;;;, in rela.-tions \'Ji th the other indus­

trialized countries, the developing CCt.lntries, the OPEC ccuntrieo and the 

sta to-trading cowl-~ries. 

Over and above th:s importa.n·L contribution to est<J.blishing a 

better international economic order, the Community is of sufficient size to 

achieve sustained stable growth, even if the international econordc situation 

develops unfavourably; this assumes, hovvever, that the overall strategy 

contained in the prograrr.me is carried out and that the Comrm.mi ty' s cohezion 

can be strengthened. 

Efforts to co-ordina ie national econon;ic policy measures \'lithin 

a Con:muni ty framework rr:u: . .r~ continue. 

In such a stricter Corr:mun.ity framework, Community solidurit;y, 

policies designed to reduce regiono.l and structural imbalances and, ll!Ore 

generall.Y, commcm policie~ aimoJ. at strengtl1er.in0 the COlr.:rr.urli-~;y '~ internal 

structures could all make greater pro3Tcss. 



- 45 -

PART THREE 

IMPLEMENTATION OF THE GUIDELINES 
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A. POLICY AD.TIJSTMENT TO SHORr-TERM ECONOMIC CONDITIONS 

88. A key factor in the implementation of the overall guidelines of 

the fourth programme will be the growth path of the next two or three years. 

Overall economic management policy and the behaviour of both sides of industry 

with regard to incomes will therefore have to look beyond short-term economic 

requirements and take account, from the beginning of the period, of the requirementE 

of more balanced medium-term growth. 

Economic policy will have to achieve a balance during this period 

between the obvious conflicts of short and medium-term objectives. Thus, 

during a period of recession, economic activity is sustained by public deficits 

and private consumption; at a later stage, however, the relative share of 

private and public consumption must be reduced in favour of investment, while 

public deficits, depending on the country, must be appreciably reduced or 

eliminated. The measures to be taken in this direction should be modified, 

however, if the weakness of overall demand persists. 

The external balance·should deteriorate as recovery gets under way, 

but its level of equilibrium must be restored in the medium term. This must 

not be to the detriment of investment rates, as was the case in 1975· In order 

to facilitate the economic upswing, consumption should at first be stimulated 

by a reduction in the savings rate of private households; as investment begins 

to pick up, the savings needed to finance them must be available; finally, once 

external equilibrium is restored, domestic savings must be increased to take 

the place of the foreign savings linked to the external deficit. 

89. During any recovery period, there is a danger of straying off course and 

of labour conflicts developing. If short-term economic development is not kept 

under a tight rein, the risk of inflationary overheating of the economy, bringing 

growth prematurely to a halt, will be very great especially if the same situation 

occurs simultaneously in a number of other major countries. 

Although the short-term forecasts and the present time-path scenario 

assume that cyclical trends in the major countries, both within and outside 

the Community, will be out of phase to an appreciable extent, it is possible 

that relatively soon activity will be expanding strongly in virtually all the 

industria~ed countries. Multiplier effects could well then give rise to 

world-wide inflationary tensions. 
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90. This would make it impossible to achieve the growth rates projected. 

For this reason, an effort must be made to avoid too rapid an acceleration in 

growth and to achieve instead a more regular profile. Such a profile would help 

to dissipate the fears and expectations which would be unleashed by an 

interruption in growth and would thus help to promote the rapid and continued 

re-establishment of the rate of investment. A sharp and rapid recovery of 

investment is indeed a necessary condition for a return to full employment 

and for the elimination of bottlenecks which might make an early appearance 

in certain industries. 

91. Consequently, given the vigour of the recovery which is now evident 

in a number of major countries, the Community's actual growth in 1977 and 1978 
may be expected to substantially exceed potential growth. It is important that 

the policy pursued should aim to avoid overheating. At the end of the period, 

actual growth must revert to the level of potential growth. 

Some growth paths will necessarily have to be out of phase with the 

average pattern adopted for the Community (4t to 5% between 1976 and 1980) in 

view of the particular economic situation of individual member countries. 

Recovery within the Community has begun to get under way in Germany, 

followed by the Benelux countries, France and Denmark. Italy, the United 

Kingdom and Ireland should above all endeavour to control their costs and prices 

so as to enable exports to act as the driving force in generating growth. 

92. In the countries where there are prospects of profits expanding too 

sharply during the recovery period, measures should be prepared now to avoid 

new struggles over income distribution, while at the same time allowing conditions 

of profitability to return to normal. In this context, income distribution 

problems could be 1nade easier to solve by policies aimed at steering the 

economy in such a way as to avoid disruptive changes in factor shares of national 

income. 
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More generally, measures should be envisaged to improve the social 

consensus and to involve the two sides of industry more closely in economic 

decisions. This point is treated in greater detail later in Part Three. 



- 49 -

B. IMPROVED CONTROL OF INFLATION 

a. General guidelines 

93. In order to achieve greater control over inflation an effort must 

be made : 

to find a solution to the delicate problems of demand management, of monetary 

policy and of public finance equilibrium, 

to tackle gradually the more structural causes of inflation. 

With regard to the problems involved in the control of liquidity 

and the trend of public finance, the desired objectives for the Community 

may be summarized once more here 

the growth of domestic liquidity should be better controlled; 

public deficits should be gradually reduced, in particular through 

rigorous control of expenditure, so as to avoid a further surge of 

inflation as a result of excessive increases in taxation and parafiscal 

charges; 

at international level, the maintenance of free trade and better cooperation 

with the rest of the world should help to contain rising prices; 

insofar as governments can control them, exchange rate fluctuations should 

be limited to changes which are economically justified. 

In addition, the following problems deserve particular attention : 

control over the trend of incomes and participation of broad sections of 

the population in asset formation; 

the effectiveness of competition policies. 
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b) The growth of incomes and asset formation 

94· The fight against inflation requires supporting measures, one 

aspect of which must be better control of incomes : their overall development 

and distribution must be made consistent with the output actually achieved and 

with the requirements of its continuing growth. This means firstly, that, 

profits must return to a normal level to allow the necessary productive investment, 

and, secondly, that both sides of industry agree not to seek to maximize their 

share of national income in the short-term, but direct their efforts towards 

optimizing the medium-term development of their real income. Such an 

optimization requires that they accept the burden~ in the form of lower income 

increases, of an appropriate share in the costs imposed by a return to balanced 

growth. 

Because of its relative weight in total income, the trend of the 

adjusted share of wages and salaries in GDP is the determining factor here. 

Any increases in real wages and salaries made possible by growth in real GDP 

per head of the occupied population should not take up the whole of such growth. 

Wage and salary earners must also bear an equitable share of price increases 

or income reductions resulting from any deterioration in the terms of trade 

or from tax or parafiscal measures. 

This self-discipline on incomes required of the two sides of industry 

will be all the more easily attained if policies designed to share out the 

constraints satisfactorily are implemented. 

In some Member States, adjustments to the wage structure designed to 

reduce dispersion, upgrade manual labour and attenuate present disparities 

between men's and women's wages would bejustified both for reasons of social 

justice and on economic grounds. 

More generally it is imperative that the existing inequalities in income 

between regions be reduced. 
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In the field of personal non-wage income, the elimination 

of certain unjustified gains - in particular through an extension of competition 

in various professions - would at the same time allow direct action on one of 

the causes of inflation and make it easier for the other social categories to 

accept the self-discipline required of them. 

Improving the distribution of incomes, so as to reduce excessive 

inequalities and ensure a fairer distribution of the costs involved in the 

process,call for improved knowledge on actual incomes. In some cases the 

limited nature of this knowledge and the diversity of individual cases do not 

permit a clear view of either the situation or the way in which a collective 

effort should be shared between the social groups and, within groups, between 

individuals. 

95· Achieving this self-discipline could be complicated by relative trends 

in the various income categories over the trade cycle. In countries where there 

is a possibility of profits expanding too sharply during the recovery period, 

over and above the level needed for their reconstitution, measures should be 

prepared now to avoid new conflicts over distribution, while at the same time 

allowing profitability conditions to return to normal. If actual economic trends 

differ substantially from those anticipated when collective agreements are 

concluded, both sides of industry must be able to renegotiate the adjustments 

necessary to take account of forecasting errors. 

In this context greater participation of wage and salary earners in asset 

formation should be encouraged, though this should not have the effect of 

harming investment. Such a move could be based on profit-sharing schemes or 

other forms of ownership, or on "investment wages and salaries" (in which part 

of the wage and salary is put into savings and reinvested). More generally, 

an active policy to encourage household savings by means of various incentives 

(bonuses, savings-schemes etc) would improve the conditions for financing 

investment, while at the same time contributing to the establishment of a 

better social consensus. 
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c. Competition Policy 

96. Implementation of the programme must draw on an active competition 

policy. Such a policy can improve the effectiveness of the instruments of 

overall demand management and in particular help to fight inflation. Its 

objective, in the general interest, must be 

to obtain as rational as possible an allocation of the factors of production, 

in particular by exerting constant pressure on costs and prices; 

to promote continuous adaptation of the productive apparatus by encouraging 

a rapid reallocation of labour and capital towards those sectors which have 

the greatest future potential; 

- to prevent firms from using restrictive or :abusive practices to compa~tmentalize 

and dominate the market, or indeed manipulate demand. 

91· Action aimed at controlling the inflationary effects resulting from 

inadequate competition in the public or private sectors must have three 

objectives : 

- improving information on, and control over, dominant positions; 

- promoting the creation and maintenance of profitable small and medium-sized 

enterprises; 

- more generally, combatting all artificial obstacles which distort competitbn. 

Control of concentrations 

98. In certain sectors and in certain countries, the high level of concen-

tration reached poses problems not only from the point of view of the economic 

performance of the firms concerned, but also from the point of view of the social 

and political impact of their economic power. Firms dominating particular markets 

can abuse their strength to the detriment of both consumers (in particular by 

introducing a downwards rigidity in prices), and of other firms- those 
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supplying goods or buying finished products and smaller competing firms. In 

the case of particularly large firms, government economic management, both by 

industrial policies and macro-economic policies, may even be affected. 

In this area, a realistic effort must be directed both to improving 

information and if necessary strengthening control over concentrations. 

99· Taking particular account of the recommendations adopted by the OECD 

on the economic impact of multinational companies, consideration enuld be 

given to introducing measures at Community level so as to reinforce national 

measures. 

In the field of information, a basic requirement for improved control, 

ways should be studied of collecting, expanding and standardizing the information 

which the public authorities possess. The possibility could be studied of making 

it obligatory for certain firms to supply information in sectors where there 

is a strong presumption of a dominant position. 

100. Simply controlling abusive practices on the part of dominant firms will 

not prevent the emergence of dominant positions. Without parallel control of 

concentrations, controlling abuses will remain simply an attempt to deal with 

the symptoms. 

The Community's present legal provisions are not sufficient to deal 

with these problems. The Community must therefore acquire the necessary means 

of checking whether a concentration represents a barrier to effective 

competittmn. 

The control of restrictive or abusive practices and large-scale 

concentrations calls for coordinated action at Community and national level. 

The Member States should therefore set up the necessary legal instruments, by 

instituting laws in areas where none exist or by extending the field of 

application of existing laws. 
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Pro~otion of orofitaple small an~ medium-size~ firms 

101. It is in the interests of economic and social balance and dynamism 

as well as of competition that there should be a sizeable number of small and 

medium-sized firms. However, it is becoming increasingly difficult to set up 

viable firms of this type, let alone keep them in business. Keeping marginal 

firms in business artificially may contribute to inflation. 

The viability of small and medium-sized firms could perhaps be 

improved by : 

- developing and coordinating vocational training, retraining and technical 

assistance; 

improving the financial machinery to allow small and medium-sized firms 

easier access to risk capital and credit without curtailing their independence; 

- ensuring that all small and medium-sized firms have easier access to new 

technological developments through joint research centres and, in the same 

field, reviewing the system of patents and licences; such arrangements could 

especially favour firms whose work lies in the development of new ideas. 

Eliminationof artificial advantages 

102. For competition to be able to play its part, artificial advantages which 

distort competition must be eliminated as far as possible by : 

giving management in public enterprises and corporations greater responsibility 

by allowing them tocharge realistic prices. This may involve a reduction in 

public subsidies to public enterprises and corporations by means of : 

T greater recourse to the principle that such firms should cover their 

own overall costs, including depreciation of equipment and debt servicing; 

• limiting subsidies to expenditure explicitly authorized by public decision 

(for example, where justified on social grounds); 
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• abandoning the practice of setting off losses and surpluses between various 

public enterprises or corporations; 

strengthening the control of state subsidies to firms through strict application 

of Articles 92 and 93 of the EEC Treaty; 

proscribing all abusive restrictions on access to the market and in particular : 

• re-examining restrictions on access to a profession imposed by the profession 

itself, and exclusive contracts and concessions; 

• regularly examining the official or "authorized" rules relating to the fees 

of certain professions, particularly those which have the effect of supporting, 

by fixing their rates, a monopoly position (notaries, architects, doctors, 

depending on the country), etc • 

• working for public contracts to be opened up as widely as possibly. 

- avoiding the use of labour paid at lower rates than those obtaining nationally. 

d. Consumer protection 

103. A consumer protection policy aimed at ensuring that consumers are 

better informed can make a useful contribution towards fighting inflation. 

A first step would be to apply the Council resolution of 14 April 1975 on a 

consumer protection and information policy (1). 

104. Particular attention must be paid to marketing practices, advertising 

and commercial information with the aim of promoting a real opening up and 

transparency of markets. 

The legal provisions in this area Should aim to supplement efforts at 

self-discipline within this sector. If··need be, the public authorities could 

establish minimum rules to appear in the code of conduct of the·sector. Excesses 

should be dealt with by recourse to the following methods : 

(1) Official Journal of the European Communities, No. C 92 of 25 April 1975· 
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the extension of preventative measures by the public authorities, 

the development of action by consumer groups. 

105. Substantial price differences exist within the Community from one 

country to another for identical or similar products, going considerably 

beyond variations in taxation or the structure of trade. 

Consumers should therefore be given increased opportunities of purchasing where 

they want to, in other Community countries in particular. For this purpose, 

and to allow consumers to derive effective benefit from the opening up of markets, 

a system for gathering and publishing prices for a number of important and 

indentical products should be set up at Community level. 

106. All the above-mentioned measures should be supplemented by action 

aimed at 

paying more attention to the quality of life, in all its aspects, thus curbing 

the triggering of purely quantitative claims; 

combatting waste. This action is particularly recommended to avoid an 

imbalance between the supply and demand of relatively scarce commodities 

(in particular sources of energy, raw materials, etc.) 

Study of the problems involved in consumer information and consumer ·protection 

should continue during the period covered by the programme. 
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C. PUBLIC FINANCE 

107. Quite apart from the scale of the public sector deficits, there is 

also the question of the weight of public expenditure in national income. 

Several member countries argue against any further substantial increase 

in the share of public expenditure, firstly because it would entail a parallel 

increase in the tax and parafiscal burden, secondly because it would mean 

withdrawing too large a volume of resources from the influence of market forces, 

and thirdly because it would make for cost-push inflation since the economically 

active would attempt to maintain their disposable income. 

108. At the same time, there is pressure for increased provision of public 

services. This applies in particular to traditional functions (public health 

and social security), but also to new social demands (protection of the 

environment, living conditions in conurbations, culture and vocational training). 

Attempts to reduce inequalities of opportunity and living conditions 

have also weighed heavily on public finances. Moves in this direction are 

continuing and indeed increasing in a number of member countries : unless there 

is a significant change in public finance intervention methods, this objective 

could result in a further extension of the share of public finance. 

Finally, much is expected of the public authorities in reducing 

structural unemployment, and unemployment of this kind could well persist over 

the years ahead. Although some of the necessary resources can be provided by 

reducing expenditure linked to cyclical unemployment, attempts by the public 

authorities to create more jobs, either directly or indirectly, could well entail 

additional. expenditure. 
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109. If these contradictory requirements are to be reconciled, public 

finance intervention strategy will have to be gradually adapted over the next 

few years. 

Given the limitations to which public finances are subject, there 

must be improved allocation of expenditure so that it accords in the best way 

possible with the most legitimate collective aspirations. 

Strict trade-offs will have to be made between the different categories 

of expenditure. Parallel measures will have to be introduced to offset the 

forces of inertia which will probably tend to maintain existing,budgetary 

allocations. The redistributive impact of public filtance must also be improved, 

especially as regards expenditure and revenue linked to social security whose 

effect on incomes is often regressive. 

110. Budgetary strategy over the next few years will have.to aim at the 

following objectives depending on the country involved : 

to reduce the public authorities' borrowing re:quirement, 

to increase the redistributive impact of public finance, 

- to contribute to job creation, 

- to limit the increase in the share of public expenditure in national income, 

and to increase the effectiveness of public expenditure. 

111. Reducing the disequilibria resulting from present economic difficulties 

will be made easier to the extent that the objective of growth is achieved. 

This general point of view must be qualified for each of the 

different countries. While in some countries a return to equilibrium should 

come about in large measure as a result of economic recovery, in other countries 

far-reaching changes will have to be made both as regards revenue and expenditure. 
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In the lignt of the trend of demand in the various member countries, 

the following objectives for the borrowing requirement of the authorities as 

a whole could be set for 1980, assuming that 1980 is a year of normal economic 
• development : public sector deficits of zero or almost zero in France, Denmark 

and Luxembourg; between 1 and 2% of GDP in Germany; some 2 % of GDP in Belgium; 

and a still higher public sector deficit in Italy, the Netherlands and the 

United Kingdom. In Ireland, the objective should be to reduce the serious public 

finance disequilibrium by several points. 

112. These objectives imply some increase in the tax and parafiscal burden 

in several countries. 

'!'his ~s particularly the case in France where, with the prospect of 

a high ru1d s~eady growth rate, a slight increase in tax pressure may be 

env~sa.ged, and in Italy, where tax receipts and social security contributions 

are signif~cantly lower than in the other Community countries. 

In the other member countries there is limited scope for increases in 

public re·v~nue; in Ireland, however large the scope for such increases might 

be, they can only make a marginal contribution to re-establishing budgetary 

equilibrium in viev1 of the scale of the present deficit. 

In many of the member countries, a return to better equilibrium in 

public authority budgets must also be based on an appreciable slowdown in the 

growtn of the share of expenditure in GDP, or indeed on a reduction of this share 

This redaction should apply first and foremost to current expenditure. 

113. In two member countries, France and Italy, the share of direct taxation 

in overall public revenue is low. The necessary changes in the level of revenue 

could be br·ought about by widening the basis of assessment for income tax, and 

through more efficient assessment and collection, which would reduce tax fraud 

and tax evas~on. This is the aim of the reforms or measures recently introduced 

in these two countries. 

.. 
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114. The whole range of guidelines set out above must be made more detailed 

in line with the development of the economic policy programmes drawn up or being 

prepared in the Member States and in the light of the conjunctural time-path 

of the budgets over the coming years. To the maximum extent possible, statistics 

should be made available, for the forecasting period, on the major budgetary 

aggregates, the major expenditure categories whose growth is expected to be 

particularly rapid or particularly slow, and on balances. 

Parallel to these efforts, an increasing proportion of budgets should be 

governed by medium and long-term guidelines. This would make it easier to ensure 

that urgent public expenditure is carried out, while allowing the budget to retain 

the necessary cyclical flexibility. 

D. INVESTMENT, EMPLOYMENT AND LABOUR MARKET POLICIES 

115. The promotion of employment over the next few years will require policy 

measures in a number of fields; this chapter devotes particular attention to 

efforts to stimulate investment, to restrict unit labour costs, and to the 

adoption of a specific employment and labour policy. 

a. Promotion of investment 

116. In order to achieve a rapid and lasting return to full employment, 

productive investment must increase over the next few years at a rate higher 

than that of GDP. However, certain conditions must be observed to allow a 

lasting improvement in the investment ratio. 

A first prerequisite is the creation of a climate of confidence favouring 

investment. By outlining positive and realistic goals, .. the Comnrunity can help 

firms to overcome their pessimism. Investment may be carried out for a number 

of reasons, but a key factor is sales and profit expectations, together with 

financing conditions in general and those specific to individual industries and 

individual firms. However, over recent years, overall investment financing 
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capacity has shrunk and, apart from a few industries, the profit situation has 

deteriorated. Many firms are faced with a precarious financial situation and 

might either find themselves unable to raise new funds for investment or might 

prefer to run into debt rather than create new capacity. In more general terms, 

thought should be given to improving forms of financing (own funds, borrowing, 

increasing capital) and to the tax policies pursued in this area. The necessary 

policy to promote productive investment must avoid use of inflationary means of 

financing. This implies the mobilization of long-term saving at interest rates 

which will ensure an optimal combination of capital and labour. Moreover, it 

may be appropriate in some countries to stimulate productive investment by 

budgetary measures. 

117. In most Community countries, programmes to stimulate demand have already 

helped to improve market prospects and profitability expectations. 

These measures must be given greater backing at production cost level 

so as to sustain the recovery in investment and improve the employment situation. 

Action in this area is all the more important as the effects of cost increases 

run counter to stabilization policy objectives. Admittedly, production costs 

are partly beyond the influence of economic policy (for example, raw material 

prices) or are not easily reduced (for example, fixed asset costs). This. means 

that greater importance attaches to the medium-term role of budgetary and 

incomes policies in reverting to a more appropriate growth rate and a high level 

of employment. 

118. Public finance management should be such that taxes and parafiscal 

charges rise only very slowly, if at all, over the next few years. As recovery 

gets under way, the growth of wage and salary costs per unit produced should slow 

down spontaneously a~ a result of the productivity gains made possible by improved 

utilization of production capacity. It is, however, open to question whether the 

resulting increases in profits will lead to a sUfficiently high rate of return 
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to provide additional investment and cover the risks involved. Consequently, 

particular restraint in wage and salary claims is a key factor in re-establishing 

the propensity to invest and in creating new jobs. It will be particularly 

important to ensure that any increases in the tax or parafiscal burden are not 

passed on in wage and salary increases. 

119. Over and above the usual causes which compel firms to adapt continually 

to changing conditions, a whole range of factors, both domestic and international, 

has given the problem of industrial adaptation a more important dimension than 

in the past. 

It is for this reason that firms in the Community should have further 

information available on current trends. A clearer view of structural adaptations 

would help to induce a more forward-looking attitude on the part of management. 

With this in mind, the available forecasting information on sectoral developments 

carried out at national level should be brought together and studied at Community 

level. This would make it possible to improve assessment of the necessary 

policies. 

120. In the present international situation, only a continuous effort to 

develop new ideas and techniques will allow the Community's industries to achieve 

their full potential in meeting competition from the rest of the world. By 

introducing improved products or new products, they can create additional 

activities and increase the level of employment. Thus, European industry's 

capacity for innovation and technological advance must be developed as a matter 

of priority. 

b. EmploYffient policy and, in particular, labour market policy 

121. Efforts will have to be concentrated firstly on strengthening and 

broadening policies to allow a better matching of labour supply and demand. 

Implementing these policies and those intended to promote job creation will 

entail expenditure. This might necessitate choices between various items of 

public expenditure. In this respect, the cost of these measures must be seen 

in relation to the cost to the community of supporting a higher number of 
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unemployed. 

122. In some member countries, the relative weakness and the disper~ of 

the institutions responsible for the labour market is one of the causes of its 

defective functioning. In these countries governments should recognize the 

importance of their role and give them greater powers. 

Where appropriate, employment services should extend their role of 

finding jobs by widening the range of services provided for those seeking 

employment (information, guidance, advice, training) and by intensifying their 

efforts to investigate job openings with existing firms and potential investors. 

Training and retraining will have to be intensified so as to take account of the 

uneven growth of the working population and the labour market and of the redeploy­

ment of the productive apparatus. There should be further development of links 

at regional level between those responsible for employment, education and 

investment. 

123. Without prejudice to what is said on regional policy in the third 

programme and in paragraph 138 below, voluntary geographical mobility must be 

encouraged. Mobility aids of varying size exist in all the member countries. 

Instead of simply providing compensation, they should provide a real incentive. 

Bearing in mind the limits to geographical mobility, regional measures 

should aim at diversifying the range of jobs available in order to promote 

the intersectoral mobility necessary for continumgrowth. 

124. Certain deficiencies in the labour market are due to particular causes 

(fragmentation and the growing discrepancy between the kind of jobs available 

and the qu~lifications or aspirations of workers) and therefore call for specific 

and long-term action. The upgrading of manual work and changes in productive 

techniques should be examined in certain countries. 

• 
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125. Reducing the labour supply is an area in which it is advisable to 

proceed with caution. Its unemployment-reducing effects would be very limited 

in the short term, mainly because of the underemployment existing in firms and 

the time needed for their reorganization. In the longer term, if the measures 

taken were not reversible in character, they could reduce growth potential 

and increase the burdens borne by the working population. 

Within these limits, a number of measures can be taken which come within 

the sphere both of employment policy and a policy to improve working conditions. 

126. While it would not seem desirable to bring forward the age of retirement 

on a general basis throughout the Community, measures could nonetheless be 

introduced on a voluntary basis, and to the extent that financial resources 

allow, in those countries which lag behind the rest of the Community in this 

respect. The methods should be adapted to each national situation, but the 

objective should be to allow those who have worked longest and in the most arduous 

jobs to benefit first from any such schemes. 

The same principle of selectivity should operate in reducing working 

hours whether on a daily, weekly or annual basis. However, reducing working 

hours raises a difficult problem in terms of wage and salary levels. Any 

attempt to maintain overall wage and salary levels would mean an increase in costs, 

while a proportional reduction in wages and salaries would be hard to envisage 

and could in addition bring about too sharp a reduction in demand. 

127. The large numbers of school-leavers arriving on the labour market over 

the next few years could produce considerable economic and social difficulties, 

if sufficient jobs are not available. The raising of the school-leaving age is 

not the answer to this problem, if only because it would take time to introduce 

and would entail considerable additional costs. Here again, the aim should 

be to seek measures to cope with specific problems, for example, the granting of 
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an allowance for on-the-job training or measures to help unskilled young people. 

128. Over the last few years, the combination of the factors of production 

has been influenced by the escalation of wage and salary levels and the emergence 

of negative real interest rates, encouraging the carrying out of rationalization 

investment or the setting up of highly capital-intensive production units. 
~ 

The objective of employment policy is not to introduce an artificial and 

constraining change in the capital/labour ratio for the economy as a whole. 

The slowing down of inflation and the moderation of wages and salaries should 

lead to a gradual change in the combination of the factors of production to the 

benefit of the labour factor. 

To the extent that investment aids are granted, for example for regional 

purposes, they should aim at encouraging as far as possible the creation of 

new jobs. Community assistance should be concentrated on regions Where unemploy­

ment is likely to remain very high, and where national resources alone cannot 

be expected to bring it down to an acceptable level. 

Use of the Community's existing financial instruments must be such as 

to increase appreciably the number of jobs created : an example of this is already 

provided by the European Regional Development Fund which, in granting assistance, 

takes account of tl1e relationship between the aid granted and the capital invested 

on the one hand, and the number of jobs created on the other. 

129. The employment outlook differs today from the situation prevailing over 

the last twenty years. Vigorous and, in many respects, imaginative action will 

be required if a solution is to be found to the cyclical dilemma existing between 

inflation and unemployment. 

The guidelines set out above offer only an initial range of solutions. 

Work is continuing at Community level to define them more closely and more fully. 

They will have to be developed further, whilst ensuring that a close watch is 

maintained over both the economic and the social aspects of employment. 
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This further development might concentrate on the following five areas 

which will dominate employment problems during the coming years : 

future job-creation potential, 

the productivity of capital and capital intensity, 

attitudes to changes of job, 

trends and changes in job-content and q11alifications, 

working conditions. 
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E. STRENGTHENING THE COMMUNITY 

a. Economic and monetary organization 

130. The approach to the problem of achieving progress towards 

greater economic and monetary organization in the Community should be 

purposive but at the same time realistic, that is to say, it should 

take account of the diversity of national situations, while at the same 

time including them in a well-defined Community framework. This frame­

work must be an element of stabilization and, at the same time, an 

instrument of economic discipline. 

It is important to obtain sufficient convergence of economic 

trends through close and effective coordination of economic and monetary 

policies. Without this coordination, efforts towards greater exchange 

rate stability would be fruitless. 

131. The provisions of the Council Decision of 18 February 1974 

on the attainment of a high degree of convergence of the economic 

policies of the Member States (- OJ No L 63 of 5 March 1974, page 16) 

and of the Council Decision of 22 March 1971 on the strengthening of 

cooperation between the central banks of the Member States of the Euro­

pean Economic Community ( OJ No L 73 of 27 March 1971, page 14) should 

be strictly applied. Guidelines should be set each year at Community 

level with regard to domestic monetary policy and budgetary policy. 

Obviously this would not mean adopting identical objectives or prescrib­

ing the use of the same instruments in all the Member States, but 

defining modified guidelines to take account of special situations. 

While objectives may vary from one country to another, all the countries 

would be under the same obligation to observe the objectives set. 

To the extent that implementation of these policies leads 

to sufficient stabilization in the Community, it would be possible to 

resume efforts to achieve economic and monetary union, and to allow all 

the Community currencies to regroup gradually within the "snake". 
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b. External economic policy 

132. In international discussions on various aspects of the world 

economy, the Community must promote a more stable international order. 

It must endeavour to ensure the maintenance of free trade and to improve 

economic policy coordination so as to allow the gradual establishment 

of less erratic exchange rate relations. Efforts to establish a common 

position in the monetary field should be increased. In pursuing this 

goal, the Community must develop its capacity for action, which is 

already considerable in the commercial field and growing in the area of 

economic relations between developed and developing countries. 

133. The Community has committed itself firmly to maintaining a 

liberal system of world trade. This objective must be pursued in the 

multilateral trade negotiations currently taking place. The Community 

must in addition continue to resist protectionist pressures throughout 

the world, which presupposes that it succeeds in resisting such pressures 

itself, and ensure fair and equal treatment in commercial practices 

(particularly with regard to prices and access to markets) applying in 

trade with its various partners. The weaknesses which continue to 

exist in the implementation of commercial policy should be overcome. 

It is essential, in order to avoid disorderly competition between Member 

States, that action be taken to prevent disparate export-promoting 

policies at national level. In concrete terms, the process of harmoni­

zation and, where necessary, definition at Community level of trade 

policy instruments must be initiated, continued or accelerated as the 

case may be. This applies particularly to export credit and export 

insurance and to framework agreements on commercial and economic coopera­

tion, investment guarantees and new forms of international economic 

collaboration. 

134· The Community occupies a key position with regard to the 

East bloc countries because of its geographical position, its supply 

potential, its share in these countries' imports and its international 

banking system. It must increase its cohesion in order to maximize its 
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its ability to compete with the other industrialized countries on 

these markets. 

135· In its policy towards the non-oil-producing developing 

countries, the Community must take account of several imperatives cre­

ated by the crisis. More generally, an effort must be made to promote 

these countries' growth- on which their capacity to import from 

industrialized countries depends - in various ways a diversified 

expansion of their industrialized exports, greater stability in earnings 

from raw materials, official financial aid, and contributions of pri­

vate capital in the form of credits and direct investment. Owing to the 

considerable loss of resources brought about by the recession, the non­

oil-producing developing countries will only be able to maintain a 

sufficient level of growth insofar as the industrialized countries and 

the OPEC countries are in a position to offer them an appropriate 

combination of these types of action. 

136. The Community must open its market more widely to products 

from developing countries. Other means of action are available. In 

the first place, development aid should provide non-oil-producing 

developing countrie~ and particularly the poorest countries, with addi­

tional resources. The countries whose balance of payments is favourable 

should be prominent in their contributions, especially through the 

opening of their capital markets to international financial institutions 

whose task is to finance projects in the developing countries. Secondly, 

an enhanced policy of technical and commercial assistance might well 

enable the non-oil-producing developing countries both to make greater 

use of the tariff advantages which they have already gained, and to 

expand their trade with each other. 

c. Reduction of regional disequilibria 

137. Reducing the main regional disequilibria within the Community 

is one of the major objectives of the fourth programme. Improved 

regional equilibrium will lead to improved use of available resources 
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and lower economic and social costs. 

The particular difficulties which a number of Community 

countries are facing and which are reflected in substantial differences 

in the trend of their rates of overall productivity, are to some extent 

due to the fact that these countries have to bear the burdens involved 

in the underdevelopment or reconversion of large areas of their 

territory. 

The convergence aimed at in the economic policies of the 

Community countries as a whole implies, therefore, a reduction in the 

main regional disequilibria. The countries with the strongest eco­

nomies should assist the efforts undertaken by the weakest countries. 

138. To be wholly effective, regional policy must be based on 

an overall approach, tackling the problem from several angles and not 

only through financial means, and must aim at restoring balanced eco­

nomic activity in the Community as a whole. This implies the develop­

ment of the backward regions, the redevelopment of declining regions, 

and better control over growth in the highly concentrated areas. 

These objectives must be attained by a variety of measures, 

even if certain financial instruments are used more specifically to 

solve certain types of problems or in certain types of regions. 

All the measures to this end should be directed towards 

promoting investment and job creation in the least favoured areas. 

139· Overall economic policy measures should be as flexible as 

possible in line with regional requirements • 
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Regions in difficulty should be given priority in the 

allocation of budgetary funds provided for in economic recovery plans; 

in particular, efforts to improve the provision of infrastructure in 

these regions should receive deliberate encouragement. 

Agricultural policy should place greater emphasis on 

modernizing agriculture and promoting the growth of incomes from agri­

culture in less-favoured regions where agriculture is the main source of 

livelihood, but pursuit of these objectives should be matched by efforts 

to crea~additional sources of employment. 

Transport policy should also take account of the regiona.l 

dimension in defining infrastructure priorities. The Commission will 

continue to examine, on the basis of the Treaties, transport prices 

and conditions, taking particular account of regional policy requirements 

and the needs of the under-developed regions. 

The new geographical pattern in the energy field, resulting 

from policies at present being worked out or pursued, will have to ~e 

such as to allow a more balanced development in the Community; parti­

cular attention will have to be paid to the choice of new locations for 

the production and distribution of energy, particularly nuclear energy. 

140. With a view to achieving more effective coordination of the 

Community's financial instruments, the definition of objectives for 

regional development and conversion should be such as to ensure that 

Community assistance has a more marked regional impact. In this 

respect, particular mention should be made of the EIB, which should 

continue to earmark a substantial proportion of its loans for projects 

serving regional objectives. 

This coordination should not, however, be limited to the 

Community's financial instruments and policies. To be fully effective 

it must also include national regional policies so as to avoid any 

competition or discrimination between Member States. The regional 

development programmes currently being drawn up in the Member States 
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on the basis of the outline worked out in 1975 (1) are the most 

appropriate framework for the practical implementation of organized 

coordination. 

141. Within Member States too, the implementation of overall and 

sectoral policies should be subject to a detailed examination of their 

regional impact. Carrying out this exercise at national level will 

complement the overall approach in regional policy at Community level. 

142. Very special attention will have to be paid to the effec-

tiveness of projects financed by the European Regional Development Fund. 

During this period of readjustment, the choice of projects to be 

financed will have to be pursued with particular strictness and selecti­

vity, so that they are not used as ~imple transfers to the backward 

regions but make a contribution to solving both regional difficulties 

and the general economic problems in the Community. 

d. Development of common policies 

143. A number of courses of action have been outlined in the 

programme: for competition policy, employment policy, regional policy 

and external economic policy. These guidelines must be given more 

substance and expanded rapidly so that specific action can be planned. 

144. Policies pursued in other fields could also help in the 

attainment of the objectives of the programme. 

Industrial policy must create conditions favourable to the 

continuous adaptation of structures to changing economic conditions, 

while warding off the undesirable social or regional side-effects of 

over-rapid changes. In this respect a deliberate policy of promoting 

industrial reconversion is necessary. 

(1) OJ No C 69 of 24 March 1976 
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Agricultural policy should be made more effective on both 

a long-term and a short-term basis. 

Energy policy must make progress in a number of areas : 

the development of alternative sources of energy, increased energy 

saving and solidarity in times of crisis. 

Environment policy is closely linked to economic policy; 

it must be highly cost-effective given the constraints of the economic 

situation. At the same time, environment policy objectives change the 

framework within which economic activity is pursued. The success of 

policies to combat pollution or reduce waste depends on burdens being 

shared equitably between Member States, regions or firms, so that equi­

valent competitive conditions can be maintained. In particular, this 

must be sought through strict application of the principle that the 

polluter pays. Achievement of this objective will be easier to the 

extent that the objectives and priorities are laid down at Community 

level. 

In order to improve assessment of these policies, it would 

be helpful to supplement traditional economic accounts by greater 

attention to systems of structural, social and welfare indicators. 

F. SOCIAL CONSENSUS 

145. As has alrea~ been emphasized, the objectives set in the 

programme cannot be achieved unless the member countries of the 

Community succeed in establishing a better social consensus. 

The new aspirations which have come to the fore in recent 

years ~iffer in the directions they take, are sometimes contradictory 

and vary widely from one member country to another. They relate in 

particular to the return to full employment, the achievement of better 

employment, the fight against inflation, the reduction of inequalities 

and increased participation in decision-making processes in economic 

activity. 
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146. In the process of Community integration, the establishment 

of the common market has far outstripped the development of common 

attitudes. The economic and social progress which integration is 

expected to bring are dependent on a certain degree of compatibility 

being achieved in social attitudes. Indeed, the convergence of eco­

nomic policies is a function of these attitudes, which both depend 

on and determine the attitudes of the governments. 

147· It is important therefore to strengthen the arrangements 

for Community coordination with the two sides of industry on the main 

aspects of economic policy. This coordination must first of all allow 

an exchange of information on the problems involved in economic policy 

at European level. This would provide a basis on which the specific 

content of coordination could more easily be defined, as a result in 

particular of the alignment of ideas within the social groups and 

between governments. 

148. The question of worker participation in decision-making 

processes in firms is being discussed in various forms in all the member 

countries. 

There is a groHing consensus today in many areas on the need 

to give workers greater influence in decision-making processes in the 

firms Hhere they work. The need to inform workers and consult them on 

all the decisions affecting them is recognized more and more clearly. 

Profound differences of opinion continue to exist, however, particu­

larly in trade union circles, on the extent to which workers should be 

integrated into the economic system, taking on their share of the 

responsibilities involved. The Commission has just published a Green 

Paper on worker participation and the structure of companies. The aim 

is to initiate a wide-ranging debate amongst all those concerned in 

the Community, with the objective of reaching broad agreement at 

European level on the final objective to be achieved, bearing in mind 

differences in national situations. 
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149· On another level, the growth of multinational firms calls 

for improved information at national level for workers and their 

representatives so as to facilitate the negotiation of balanced solu­

tions to important problems such as employment or working conditions. 

This improved information is essential in promoting awareness in workers 

of the problems of multinational interdependence in the world today. 

150. Over and above the objective of achieving greater social 

justice, vigorous action against the very marked inequalities in a 

number of countries is also a necessary precondition in the fight 

against inflation. The Community has already taken a number of steps 

in this direction. Besides the problems of distribution of income 

and wealth, dealt with in the chapters on inflation and public finance, 

social inequalities may take many forms : they involve for example, 

access to public services and facilities, access to training and 

employment, discrimination and differences in status of jobs. The 

desire to avoid any deterioration in the competive conditions of firms 

within the Community justifies the seeking of a minumum consensus 

in this area. 

The Community has already made progress towards this goal, 

having introduced initial legislation aimed at eliminating a number of 

inequalities (directives on the employment and the remuneration of 

women, and an action programme for migrant workers). Other possible 

Community measures could be examined in the area of working conditions 

and hours of work, for example. 

**** 
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ANNEX 2 

DRAFT OF THE FOURTH MEDIUM-TERM ECONOMIC 

POLICY PROGRAMME 

Commission amendments to the preliminary draft prepared by the 

Economic Policy Committee 

t 



1. Page 14, § 21 

2. Page 15, 

3. Page 38, 

1.-

In the preliminary draft prepared by the Economic 

Policy Committee, the first indent of this paragraph read 

as follows: 

"-competitive pressures from different social groups for 
better shares in the distribution of national product 
and changes in the structure of incomes; these changes 
have not been offset by, for example, increases in tax 
and parafiscal charges;" 

The Commission has adopted the following drafting of this 
indent : 

"-competitive pressures from different social groups for 
better shares in the distribution of national product and 
changes in the structure of incomes;" 

The Commission has deleted the footnote which appeared on 

page 6 of the preliminary draft. This footnote referred to 

the first subparagraph of present paragraph 23 and read as 

follows : 

"(1) The United Kingdom members do not share the Committee's 
judgement on the major role attributed to the growth of 
international liquidity and the Eurocurrency market." 

In the Economic Policy Committee's preliminary draft, the 

second subparagraph of paragraph 61 (page 29) read as follows: 

"It is difficult to quantify precisely the effects of the 
acceleration in growth and of a specific employment policy 
on productivity and on employment itself. Furthermore, the 
concept and extent of unemployment varies over time and 
between countries. In any case, the objective for the 
Community must be to reach, as soon as possible, a situation 
in which anybody willing and able to work should be in a 
position to find a job, by additional training if necessary, 
thus avoiding for everybody prolonged or repeated unemployment." 

The Commission has adopted the following drafting for this 

subparagraph : 

"The objective for the Community between now and 1980 must 
be a return to full employment, that is to say, a situation 
in which anybody willing to work should be in a position to 
find a job, through additional training if necessary, so 
that nobody need be subject to prolonged or repeated 
unemployment.!' 



4· Page 46, 

' 

5· Page 48, 

6. Page 50, 

Paragraph 76 of the Economic Policy Committee's 

preliminary draft read as follows 

"76.- During any recovery period, there is a danger of 
straying off course and of labour conflicts developing. 
If short-term economic development is not kept under a 
tight rein, the risk of inflationary overheating of the 
economy, bringing growth prematurely to a ~alt, will be 
very great especially if the same situation occurs 
simultaneously in a number of other major countries." 

The Commission has added the following to this paragraph 

2.-

"Although the short-term forecasts and the present time­
path scenario assume that c·yclical trends in the major 
countries, both within and outside the Community, will be 
out of phase to an appreciable extent, it is possible that 
relatively soon activity will be expanding strongly in 
virtually all the industrialized countries. riiultiplier 
effects could then well give rise to worldwide inflationary 
tensions." 

The Commission has not adopted the footnote which appeared 

on page 40 of the preliminary draft. The main points in 

this footnote were covered elsewhere in the text, particularly 

in paragraph 82, page 44. 

The Commission has not adopted the footnote which appeared 

on page ~2 of t~e preliminary ~raft. This footnote read as 

follows 

"(1) Some members wish to see this point (b) replaced by : 

"It is important that the two sides of industry should not 
seek to maximise their relative shares in national income 
in the short term, but should seek to optimise the medium­
term development of their real incomes. Greater participation 
of wage and salary earners in asset formation should be 
encouraged, though this should not have the effect of harming 
investment. Such a move could be based on profit-sharing 
schemes or other forms of ownership or "investment wages 
and salaries" (in which part of the wage or salary is put 
into savings and reinvested), etc." 



7. Page 50, In the Economic Policy Committee's preliminary draft, 

page 43 and the first subparagraph of page 44 read as 

follows 

"To this end, it is first of all necessary to improve 
knowledge about actual incomes. In fact, in some cases 
the limits of this knowledge and the diversity of 
individual cases do not permit a clear view of either 
the situation or the way in which a collective effort 
should be shared between the social groups, and within 
groups, between individuals. Lack of transparency in 
this matter militates against the achievement of a 
consensus to the extent that it encourages the feeling 
among certain groups and individuals that the social 
distribution of the costs of returning to equilibrium 
is unjust. 

3.-

Progress towards this transparency would allow therefore, 
a satisfactory development in the various types of income 
to be more easily achieved. 

Because of its relative weight in total income, the 
development of the adjusted share of wages and salaries in 
GDP is the determining factor here. The increase in real 
GDP per head of the occupied population will allow should 
not take up the whole of this increase : wage earners must 
also bear an equitable share of price increases or income 
reduction resulting from any deterioration in the terms of 
trade or from tax or parafiscal measures. 

The self-discipline on incomes thus required of the social 
partners will be all the more easily attained if policies 
designed to share out the constraints satisfactorily are 
implemented. 

Thus, in certain Member States, an adjustment to the wage 
structure designed to reduce dispersion, upgrade manual work, 
and attenuate the existing disparities between men's and 
women's wages would be justified both for reasons of social 
justice and economics. 

In the field of personal non-wage income, the elimination of 
certain unjustified profits- in particular through an 
extension of competition in various professions, - would at 
the same time allow direct action on one of the causes of 
inflation, and facilitate acceptance by the other social 
categories of the self-discipline required of them ••• " 



8. Page 53 

The Commission has adopted the folloiving redrafting 

of this passage :; 

4.-

'~ecause of its relative weight in total income, the trend 
of the adjusted share of wages and salaries in GDP is the 
determining factor here. Any increases in real wages and 
salaries made possible by growth in real GDP per head of 
the occupied population should not take up the whole of 
such growth. tvage and salary earners must also bear an 
equitable share of price increases or income reductions 
resulting from any deterioration in the terms of trade or 
from tax or parafiscal measures. 

The self-discipline on incomes required of the two sides of 
industry will be all the more easily attained if policies 
designed to share out the constraints satisfactorily are 
implemented. 

In some Member States, adjustments to the wage structure 
designed to reduce dispersion, upgrade manual labour and 
attenuate present disparities betiveen men 1 s and women 1 S• 

wages would be justified both for reasons of social justice 
and on economics grounds. 

More generally it is imperative that the existing inequalities 
in income between regions be reduced. 

In the field of personal non-wage income, the elimination of 
certain unjustified gains - in particular through an extension 
of competition in various professions- would at the same 
time allow direct action on one of the causes of inflation 
and make it easier for the other social categories to accept 
the self-discipline required of them. 

Improving the distribution of incomes, so as to reduce excessive 
inequalities, and ensure a fairer distribution of the costs 
involved in the process call for improved knowledge on actual 
incomes. In some cases the limited nature of this knovrledge 
and the diversity of individual cases do not permit a clear 
view of either the situation or the way in which a collective 
effort should be shared between the social groups and, within 
groups, between individuals." 

The Commission had deleted the footnote which appeared on page 

47 of the preliminary draft. This footnote read as follows: 

"(1) The United Kingdom members have expressed a reservation 
on the last two sub-paragraphs of 87." 

/ 

) 



9. Page 55, § 102 

10. Page 55, § 102 

11. Page 56, § 105 

5·-

In the preliminary draft, the second indent of paragraph 89 
read as follOl'lS : 

( ••• )"-strengthening the control of state subsidies to 
entreprises with a view to their gradual elimination. 
This calls for a more vigorous application of Arts. 
92 and 93 of the Treaty of Rome;" 

The Commission has redrafted this indent as follows 

( ••• )"-strengthening the control of state subsidies to 
firms through strict application of Articles 92 and 93 
of the EEC '!reaty;" 

The Commission has added the follovling indent to paragraph 102: 

"-avoiding the use of labour paid at lower rates than those 
obtaining nationally." 

In the preliminary draft, the second subparagraph of paragraph 

9:? read as folloo~;s : 

"In the light of various factors explaining these discrepancies, 
there must be proper organization of the consumer's right to 
purchase where he wants to, and consumers should be given 
increased opportunities of purchasing in other Community 
countries. 

The Commission has adopted the following redrafting of this 

subparagraph : 

"Consumers should therefore be given increased opportunities 
of purchasing 1-rhere they 1-1ant to, in other Community countries 
in particular. For this purpose, and to allow consumers to 
derive effective benefit from the opening up of markets, a 
system for gathering and publishing prices for a number of 
important and identical products should be set up at 
Community level." 

• 



12. Page 56, § 106 

13. Page 58, § 109 

14. Page 67, § 131 

• 

In the preliminary draft, this paragraph read as 

follOliS : 

"93.-Study of the problems involved in consumer 
information and consumer protection should 
continue during the period covered by this 
programme." 

6.-

The Commission has adopted the following redrafting 

of this paragraph : 

11106.- All the abovementioned measures should be 
supplemented by action aimed at: 

- paying more attention to the quality of life, 
in all its aspects, thus curbing the triggering 
of purely quantitative claims; 

combatting waste. This action is particularly 
recommended to avoid an imbalance between the 
supply and demand of relatively scarce commodities 
(in particular sources of energy, raw materials, 
etc.). 

Study of the problems involved in consumer information 
and consumer protection should continue during the 
period covered by the programme." 

The Commission has added the following sentence to the 

end of the third subparagraph of paragraph 109 : 

"( ••• to maintain existing budgetary allocations) The 
redistributive impact of public finance must also be 
improved, especially as regards expenditure and revenue 
linked to social security whose effect on incomes is 
often regressive." 

Paragraph ll8 of the preliminary draft read as follows : 

"ll8.-The provisions of the Council Decision of 18 February 
1974 on the attainment of a high degree of convergence 
of economic policies (OJ No L 6 3 of 5 1/Iarch 197 4, page 
16) and of the Council Decision of 22 March 1971 on 
the strengthening of cooperation between the central 
banks of the Member States of the European Economic 
Community (OJ No L 73 of 27 March 1971, page 14) 
should be strictly applied with regard to internal 
monetary policy and budgetary policy. Obviously this 
would not mean ••• ". 



15. Page 68, § 133 

7.-

The Commission has adopted the following redrafting : 

"131.-The provisions of the Council Decision of 18 February 
1974 on the attainment of a high degree of convergence 
of the economic policies of the Member States (OJ No 
L 63 of 5 l~rch 1974, page 16) and of the Council 
Decision of 22 March 1971 on the strengthening of 
cooperation between the central ba!lKs of the Member 
States of the Duropean Economic Community (OJ No L 
73 of 27 r.iarch 1971, page 14) should be strictly 
applied. Guidelines should be set each year at 
Community level with regard to internal monetary 
policy and budgetary polic;y. Obviously this >JOuld 
not mean ••• ". 

The Commission has adopted the follot-ving redrafting of 

the last sentence in paragraph 133 : 

This applies particularl;y to export credit and export 
insurance and to framel"tork agreements on commercial and 
economic cooperation, investment guarantees and new 
forms of international economic collaboration." 

• 
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