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FOREWORD

Pursuant to Article 3 of the Council Decision of 18 February
1974 concerning the achievement of a high degree of convergence of the
economic policies pursued by the Member States the Council, in its se-
cond annual examination of the economic situation, is to fix guidelines
for the draft public budgets for the following year. To this end, and
pursuant to Article 1 of the same Decision, the Commission hereby

transmits this Communication to the Council,

At its first annual examination of the economic situation in
March 1976, the Council had reaffirmed that consolidation of the economic
recovery had priority. Progress in this respect has been considerable,
Under the influence of expansionary measures introduced in most of the
Member States in 1975, the recovery in the economic situation has become
more pronounced, to the extent that in some cases the forecasts have
been exceeded., The employment situation has improved only slowly, how-
ever, The upturn has, moreover, been accompanied by foreign exchange
market disturbances and a revival of inflation in some Member States.
-Although these imbalances can be partly explained by non-economic fac-
tors or are purely accidental, they have nonetheless resulted in further
disparities in prices and costs at Community level., It is of the greatest
importance that this development be reversed and that, in the medium
term, a moderation of inflation and an improvement in the employment si-

tuation should be gradually attained in a concerted way.

The Commission laid before the European Council of 1 and 2 April
1976 a series of concrete proposals - -aimed at reducing the substantial di-
vergences in the overall economic performances of the Member States.
These divergences stand in the way of progress towards economic and mo-

netary unien and indeed threaten the Community's cohesion,

In its annusl report in September this year, the Commission pro-
poses to set out economic policy guidelines for the Community aimed at
achieving greater convergence in economic development in 1977. This
Communication is basically confined to the budgetary policy guidelines

for 1977, as provided for in the above mentioned Council Decision,






I. THE ECONOMIC SITUATION

A. The international environment

The revival of world economic activity is now well under way,
to such an extent that in the main industrialized countries the
strength of the spontaneous forces of expansion is in some cases
putting pressure on producer prices, inducing greater caution in the
monetary authorities and producing a renewed increase in interest
rates, especially in the United States. In spite of efforts at inter-
national level, insufficient progress has as yet been made in solving
the basic problems, which have assumed particularly serious pro-
portions owing to the wave of inflation and the recession which has
just ended: improving the employment situation, correcting the
balance-of«payments disequilibria, organizing the relationships
between developing and industrialized countries, and restoring or-

derly currency and exchange rate relationships.

2. Overall, the economic upswing is stronger than expected. In
the United States, industrial production is almost back to its pre-
crisis level and growth in real GNP in 1976 will come close to 7 %,

a rate well above the long-term average. In Canada, expansion will be
broadly in line with the long-term tendency. In Japan, the growth of
real GNP in 1976 will roughly match the long-term objective set by
the authorities. In many small industrialized countries, by contrast,
the improvement in economic activity is lagging behind that in the
large countries; in most of them there is now evidence of an upturn,
but growth in 1976 will be only some 2 1/2 %, not much more than half
the long~term average rate. The gross national product of the de-
veloped countries outside the Community is expected to grow in total
by more than 5 1/2 % in 1976, and somewhat less rapidly in 1977.

3. The expansion of world trade followed that in demand and pro-
duction and has also tended to become more generalized. Trade between
industrialized countries is at present the main force behind this ex-
pansion; demand from the developing coumtries, by contrast, is picking
up only slowly, and the rise in demand from the OPEC countries has

slackened distinctly. The pattern of world trade[%%%u%%%ms to be fairly



similar to what it was before the crisis, Furthermore, the flow ef
international direct investment is tending to change, more such
investment going to the United States and less to Europe. The volume
of world imports (excluding Community imports) is expected to be
over 8 % higher in:1976 than in 1975.

b, With economic activity picking up, labour market trends have
improved in several industrialized countries. Except in the United
States, however, the total number of unemployed has so far shown
little if any fall. Excessive unemployment therefore remains a key =«
problem, notably in the least developed countries of Europe, where

it has moreover been aggravated by a reversal of net migration,

5. In the large majority of countries, the upswing started from
levels of inflation which were appreciably higher than in the past.
World commodity prices are already close to the peak recorded during
the last period of overheating: at the beginning of June the
Economist's dollar index stood only 6 % below the record level reached
in May 1974, Despite the large reserves of unused plant capacity and
the high level of stocks of certain raw materials, the leeway to be
made up by investment in many sectors may well mean that the upturn

will soon come up against bottlenecks,

6. The deterioration in the balances of payments on current
account of the industrialized countries which were the first to ex-
perience the upturn, and particularly in that of the United States,

is of significant help in priming the economies of the other countries,
It contrasts with an improvement in the external balance of Japan and
especially of the OPEC countries and the non-oil-producing developing
countries, So far the deficits of the latter countries have proved
easier to finance than envisaged. In spite of the temporary import
restrictions which some of them have had to introduce, imports have
not shown the sharp fall that had been expected. However, even though

these deficits are likely to narrow in the months ahead as the volume



of exports rises and the prices for commodity exports move up, the
non-oil=-producing developing countries will continue to be faced
with serious financing difficulties, In the exchange rate field,
the currency upheavals which affected several Community countries
also hit various non-member countries. The currencies of Spain,
Turkey and Portugal have depreciated since the beginning of the
year while the Swiss franc and, to a lesser extent, the Japanese
yen have appreciated. These movementd have had little im-

fluence on the effective exchange rate of the dollar,

B. The economic situation in the Community

7 In the Community the economic recovery also gathered mo-
mentum, It was faster than forecast, especially in the Federal Re-
public of Germany, France, Denmark and Luxembourg. But renewed
growth has not eliminated the danger that Member States' economies
may stray off course nor has it removed the divergence of trends

which jeopardizes the cohesion of the Community.

8. Until now, expansion has continued to be sustained by the

factors which started the recovery, namely the end to destocking or
the tendency to replenish stocks, strong private demand for consumer
durables, especially motor cars, and the growth of exports. In spite
of the application of appreciable budgetary stimuli and the easy mo-
netary policy pursued until the spring, firms have remained cautious
about fixed investment, except in the Federal Republic of Germany

and, to a lesser extent, in Denmark.



9. Even though in the first half of 1976 economic growth in

the Community as a whole reached an annual rate of some 6 %, com-
pared with 2 1/2 % in the second half of 1975, the number of wholly
unemployed has fallen only a little so far: in April, it still stocd :
at 4,6 million, equivalent to an unemployment rate of 4.3 % (number
of unemployed as a proportion of the labour force; seasonally ad-
justed figures). Until the spring at least, the increased output in
most industries was in practice achieved mainly through drawing on
productivity reserves and returning to a normal number of working
hours, Short-time working was reduced to a very considerable extent.

by these factors.

10, Restraint on the wages and salaries front and, in some cases,
large productivity gains should have produced an easing in inflatio-
nary pressures in the Community. However, since the beginning of the
year several governments have adjusted taxation or public service
charges, which has led to an acceleration ip the upward movement of
consumer prices. In addition, the increase in the cost of imported
raw materials and in the prices of agricultural products and, in some
countries, a significant fall in the exchange rate, are having their
impact on producer prices, the more so as firms are trying to main-
tain, if not improve, their profit margins. Consumer prices in the
Community as a whole increased at an annual rate of 13 % in the
first four months of the year, compared with almost 9 % in the second
half of 1975. What is more, there was a fresh and alarming widening
in the disparity between inflation fates in the individual member
countries, The extreme positions are to be seen, on the one hand, in
the Federal Republic of Germany, where since the beginning of the
year inflation has been running at an annual rate of less than 6 %,
and, on the other hand, in Italy and Ireland where the annual rate

of increase in prices has exceeded 20 %,partly under the influence of the

special factors mentioned above,



1. In the field of public finance, 1976 will show almost every-
where a slowing down in the growth of expenditure compared with last
year, which will in some cases be appreciable. On the other hand, the
recovery in activity accompanied by continuing inflation will ensure
a faster rate of increase in receipts. These trends, as a whole more
favourable, should not however be sufficient to improve appreciably
the balance in public finances, which was seriously upset last year.,
In some Member States - the Federal Republic of Germany, France and
Italy - the general government deficit should be of the same order

as in 1975, which would involve some progress in relative terms, Every-
where else the deficit should rise further, at least in absolute fi-

gures, even though an end to this deterioration can be seen from
now on,

12, The Community's external balance deteriorated appreciably
owing to the upturn in the volume of imports and the worsening in
the terms of trade caused by the rise in world prices. The adverse
movement was particularly marked in Italy and Denmark, but it slowed
down in the spring, helped by the more buoyant trend in exports

in several Member States,

13, The monetary upheavals experienced since the beginning of

the year have, in recent weeks, given way to a period of greater
calm, Even so they produced an appreciable fall in the lira and
sterling, the effective depreciation in the period from December to
May being 25 % and 11 % respectively, while the fall in the French
franc, which left the Community exchange rate system on 15 March, was
kept to some 4 1/2 %, In addition to the heavy drain on the foreign
currency reserves of the countries concerned, these strains led, in
Italy, to the introduction of a temporary deposit on foreign currency

purchases for a three-month period starting on 6 May,



C. The economic outlook for 1976 and 1977

14, Between now and the end of 1976, economic growth in the
Community will probably continue to be rapid. Taking the year as

a whole, the Community's gross domestic product in real terms

could expand by about 4 1/2 ¥. A similar figure will be recorded

in 1977. Italy and the United Kingdom and also, to a lesser extent,
Ireland and the Belgo-Luxembourg Economic Union could experience
more rapid growth than had been expected, provided the tendencies
towards stabilization at home and abroad become firmer, On the other
hand, the rate of growth in the Member States in which the recovery
first materialized and which are expected to make the largest gains
in 1976 will probably come down closer towards the Community average.
This will be the case in the Federal Republic of Germany and France
in particular,

15. As a result, the number of wholly unemployed should decline

in all Member States, The improvement,which will be quite substantial
in the Federal Republic of Germany and Belgium, will doubtless be

less marked in France, Italy, Ireland and Denmark, The expected growth
rate in the United Kingdom and the Netherlands will probably give

rise to only a limited increase in employment in the first half of
1977, but a more pronounced improvement could occur during the se-

cond half of the year.

16, Intra-Community trade will coﬁtribute more than previously to
market unification; in 1977, as in 1976, it will grow significantly,
outpacing the expansion in exports to non-member countries.In addi-
tion, sales to non-member countries will probably continue to expand
steadily. The propensity to invest could also pick up in most Member
States, albeit at a later date in the United Kingdom and Italy. Real
consugption will rise at roughly the same rate as in 1976 since the
foreseeable halt in the fall in the propensity to save should be
matched by a slightly sharper increase in real disposable incomes,
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17. Closer alignment of the divergent price trends is a ne-
cessary and possible development between now and the end of next
Year. At Community level, it could make for some slackening in the
rise in the implicit price index of private consumption, which can
be estimated, excluding seasonal variation, to rise by some 12 %
in the second half of 1976 .

In the United Kingdom, the private consumption
deflator could rise next year at a rate approaching the Community
average, thanks to the vigorous incomes policy being pursued and
provided that any further pressure on sterling can be avoided. The
present rapid pace increase in pricesin Italy will probably slacken
only gradually. The other member countries are expected to make variable
progress towards restoring stability at home,

18. As regards the Community's external balance, the rapid growth
in exports to non-member countries together with a slightly slower
increase in the volume of imports will probably make for a gradual

but continued improvement in the Community's balsmee on current
account, This overall improvement does not, however, mean that trends
in Member States will not develop differently. Thés in 1977 the
current account deficit could inocrease in France and

could remain relatively high in Demmark. By contrast, some improvement
is expected in Italy and the United Kingdom, while the surplus of

the Federal Republic of Germany and of the Netherlands should rise.



II. ECONOMIC POLICY GUIDELINES

A, General guidelines

19. The Member States and the Community are faced with major eco-
nomic policy problems:

- the persistence of the recovery is not yet assured;

- employment prospects are only improving slowly; ‘
- the rate of inflation is still too high; LN

- the excessive divergences from one country to another are in

4
ks

danger of persisting.

Classical economic management instruments are not in themselves
sufficient to resolve these problems and to improve the cohesion of the
Community. For that also necessitates:
= the adjustment of income claims to the macro-economic and structural
constraints;

- a reorientation of medium~term policy to goals fixed jointly;

- the strict coordination of conjunctural policies in the Community
in terms of these objectives;

- the implementation of appropriate structural and regional reforms,

20. With a view to safeguarding the current rate of economic

growth within the Community and thereby improving the chances of

full employment being restored in 1980, the Commission has proposed (1)
the implementation of a strategy incorporating specific targets: an
average real growth rate for the Community of between bk 1/2 % and 5 %
in gross domestic product between now and 1980 and a reduction in the
rate of increase in consumer prices to not more than 4-5 % on average
by 1980. Targets for within this period and for each country could help
to smooth out ecomomic fluctuations and adapt the behaviour of con-

sumers and firms,

(1) Cf. Doc. SEC(76) 2003 final, prepared for the Tripartite Conference
on 24 June 1976.



21, From the second half of 1976 onwards, the weakening of the
effects of the temporary measures to stimulate demand and the ope-
ration of the built-in stabilizers will probably provide the needed
moderating effect on the growth in the economy. In addition, the
monetary policy measures taken in a number of countries to counter-
act upheavals abroad will doubtlessly work in the same direction,
notably by making it easier for the disparities in the rates of

growth of prices to be narrowed.

22, Beyond 1976, the attainment of the priority objective of a
gradual return to an adequate rate of growth combined with economic
stability calls for generally cautious economic policies making si-
multaneous use of the widest poasible range of instruments available.
ﬁ key factor here will be a suitable incomes policy that will need
to be geared to the specific situation in each Member State. Monetary
and budgetary policy instruments too will have to create the general
conditions conducive to an easing of price and cost pressures.,
Ceilings should also be imposed on the growth in liquidity to complete
the guidelines adopted each year for the trend in net budgetary po-
sitions. Economic policies will have to be chosen so as to obtain a
rapid reduction in unemployment and the necessary switch in the
structure in domestic demand towards fixed investment and, in some

countries, to exports.
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23, New proposals have been put forward by the Commission to

restore full employment and stability in the Community (1). None

the less, the Commission reiterates here that, as regards incomes
policy and policy on gavings and wealth:

- the State and the other authorities should show restraint with

regard to the level of their current expenditure, should apply

~

a fair fiscal policy and should enforce the rules on competition
notably as regards business mergers;

- workers should take part in the joint effort to reduce production
costs, in particular by being more flexible as regards the growth
in their money wages, such as to take more into account the po-
tential of the economy;

- non-wage income recipients should show a corresponding moderation;

- firms should impose upon themselves a strict discipline as regards
price inoreases;

« the governments and both sides of industry should adopt appropriate
measures to promote asset-ownership by employees as well as their
participation in entrepreneurial decision-making,

2k, As regards budgetary pelicy, the Commission sets out below (2),
in accordance with Article 3 of Council Decision No. 74/120/EEC,
guidelines for the public budgets in 1977. It also stresses that mo-
netary policy will have to contribute to the effort to reduce the

rate of increase of prices through ensuring non-inflationary financing
of the economic upswing. To achieve this the expansion of liquidity,
which has been too rapid up to the present in several countries, will
have to be moderated, especially in those where an improvement in the
balance of payments is required. This action must be undertaken within
s Community framework. Savings both home and from abroad will have to
be channelled more effectively towards investment financing.

——

(1) Cf. Doc. SEC(76) 2003 final, prepared for the Tripartite Conference
of 24 June. N

(2) Cf, Chapter II B,
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25. The exchange markets will become more stable as the erosion

of domestic purchasing power in several Member States is checked and
as the deficit countries' balances of payments improve. But an orderly
situation in the exchange markets requires a greater convergence of
monetary policy. For this interest rates will have to be kept at a
relatively high level in those countries where the disequilibria are

most seriocus.
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B. Budgetary policy guidelines

26, The economic outlook for the second half of 1976 and for 1977 calls

for prudent budgetary management.

For 1976, the govermnments have taken appropriate steps to soften
gradually the stimulus given to the economy by the public budgets, by
seeking to reduce or at least to stabilize the scale of the net borrowing
requirement in proportion to GDP. This line must be firmly maintained in
the second half of the year, particularly in Member States with balance of
payments difficulties.,

This policy of gradually reducing public deficits will have to be
pursued in 1977, to re~establish equilibrium in the medium term, even if
it means coordinated simultaneous action with regard to incomes. Given
the requirements posed by such an objective, the relative reduction of
deficits should be based not only on higher growth in tax revenue, already
achieved in 1976, but in particular on appropriate curbs on public expendi-—
turee If this strategy were unsuccessful, moderation of the growth of taxes
and parafiscal charges, generally considered necessary over the years ahead,
would almost certainly remain an illusory goale The risk would alsoc be
reduced of excessive public deficits having to be financed through the
creation of too much liquidity, which, together with the growth of credit
necessary for the recovery of investment, would pose dangers for the monetary

equilibrium of the economy.

These general guidelines do not preclude, and may indeed necessitate,
specific and limited measures providing tax relief, to the extent that
such measures would help restrain cost and price rises and promote the
recovery of private investiment in countries where such a recovery is slow

to develope
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Denmark

27 The economic upswing should continue during the second half of 1976
thanks to a strengtheningof investment demand together with a growth in exporis
and despite a reduced level of private consumption compared with the early
months of this yeare. The outlook for 1977 appears to show some slackening of
growth mainly due to weak home demand,while between now and the end of 1977 un-
employment should continue to decline gradually and price and cost increases
should slow down. On the other hand the external deficit will probably greatly
exceed that for 1975 both in 1976 and 1977,and will give cause for concern,

although it should decline from the second half of 1976 onwardse.

From now until the end of 1977 economic policy should have the objective
of improving the current balance of payments and the employment situation and
assisting the slowing down in the rate of price increases, To achieve these
aims action should be taken to restrain income growth and to cast budget policy
in as strict a mould as economic circumstances permite. This means that rather
than seeking a significant increase in the total tax burdent, the policy should
be strictly to limit the growth of expendituree. In such circumstances the net
borrowing requirement of central government which will increase in 1976/1977 and
reach between 5 and 5 1/2 % of GDP could be stabilized in 1977/78 at nearly
the same absolute level and show a relative improvements. A further objective
in the two fiscal years should be to increase the non-monetary means of

financing the deficit as far as possible.
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Germagx

28, The recovery has continued to gather momentum over the last few
months, and although some degree of slowing down is expected during the
second half of 1976 as the direct impact of the recovery programmes begins
to wear off, economic activity should still expand strongly. Growth should
continue in 1977 with a progressive reduction of the number of unemployed

throughout the year.

The main aims of economic policy should be to achieve the desired
growth, to reduce unemployment and in particular to limit the rate of growth
of prices and costs and obtain a sufficient level of invesiment. This implies,
besides a reasonable pricing policy on the part of firms and an appropriate
growth in incomes, a monetary policy which sets limits to nominal increases
and a public finance policy which must endeavour to achieve a gradual
reduction in the net borrowing requirement by restricting the growth of expen-
ditures Indeed, the second half of 1976 should see the introduction of a more
restrictive line in expenditure policy by the Federal, Land and local autho=-
rities, particularly at Federal level where the budget was still providing
stimulus to the economy at the beginning of the year. Despite a more substan-
tial increase in tax revenue, however, there should be hardly any reduction
in the deficit of the PFederal, Land and local authorities in 1976« The central
government deficit should be a little under the DM 55 OCO million recorded in
1975, that is about 4+5 % of GDP. Maintaining the restrictive line planned
with regard to expenditure should make it possible by 1977 to reduce this
figure as a result of increased revenue mainly due to growth and without
taking account of the proposed increases in value added taxe. With regard to
social security, on the other hand, the deficit is if anything, likely to

increase, so that efforts to economize in this sector should be pursued.
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France

29, During the second half of 1976 and in 1977, economic activity will
continue to receive considerable stimulus from domestic demand (particularly
private consumer demand) and from exports. Unemployment, however, is likely
to fall only slowly. The tendency for prices to rise is likely to remain
strong, while the balance of payments on current account will probably

continue to deteriorates

Following the massive recovery programme carried out in 1975, budgetary
policy in 1976 reverted to the strict management principles previously applied.
Although the central government budget was balanced when it was tabled anl passed,
the outturn will probably show a still sizeable deficit of 15,000 to 20,000
million FF., as a result of the carry=over into 1976 of a number of measures
introduced in September 1975 to support the economy, particularly the tax

assistance on investment and the special capital expenditure committed in 1975.

For 1977, the main aim of economic policy should be to reduce signifi-
cantly the rise in costs and prices, using both direct means in terms of action
on incomes and indirect means in terms of monetary policy and strict budget
policye In this latter area, the growth of central govermment expenditure
should be reduced to a level close to the growth rate of GDP, so as to avoid
providing too strong a stimulus to domestic demand, which is already suffie
ciently dynamice In view of the underlying trend of revenue, this is the
only possible means of achieving a return to govermment finance equilibrium
without recourse to major tax increases in 1977, which could well lead to
increased cost and price pressure. Under these conditions the budget outturn
could be close to one of balance. As for the financial position as regards

social security, it could worsen and call for action to keep it in balance.
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Ireland

30. The upturn in economic activity in the second half of 1976 should

grow progressively stronger in 1977 whereas the rise in prices will not slow

down until the second half of the yeare Unemployment will remain at a high level
for 1977 as a whole, despite an increase in exports, the current balance of payments

will probably only show a slight improvement over 1976.

The 1976 budget outturn of central government should show a net borro-
wing requirement a little less than the figure of & 679 Mio originally forecast, this
slight improvemenit being due to an increase in revenue exceeding the expected addi-
tional expenditure.

In 1977 budget policy should aim at a further reduction |
in the central government net borrowing requirement as a share of GNP, in conformity
with Council decision of the 15th March 1976 fixing the contitiona of economic policy
to be observed by Ireland, This can be achieved, in conjunction with an appropriate
incomes and prices policy, by a strict limitation on salaries and social transfer
payments, by stabilising the amount of subsidies and the volume of capital expen—
diture, together with a modest increase in due tax burden, Purthermore, the propor-

tion of monetary financing of the borrowing requirement should be reduceds
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Italy

31. The weakening of economic activity which seems probable in the
second half of 1976 should be followed in 1977 by a new upswing, whereas
the increase in prices and the evolution of the balance of payments will

be a cause of concern,

Budget policy for 1976 has, in view of the developments on the
balance of payments account, taken on a more vigorous tone. Due to an
especially strong growth in revenue the net budget deficit should reach
only 9600 Mrd Lire and the adjusted Treasury borrowing requirement only
13.800 Mrds Lire, ie.ee 10 % of gross domestic product as against 12 % in
1975, This will be in conformity with Comdl's decision of 15th March
fixing the conditions of economic policy to be observed by Italy. These
steps towards a more balanced management of public finance are, however,
dependent not only on maintenance of the rate of public expenditure within
forecast limits, but also on an absence of delay in the receipt of expected
tax revenue; it will not be possible unless the government uses all means
necessary to achieve these two objectives. Particular care must be taken
1o see that the Treasury borrowing ceiling is not exceeded since there is

a risk that this could only be covered by simply increasing the money

supplye

Determined action appears vital in 1977 to reduce the rate of cost
and price increases and to avoid a new deterioration in the balance of
payments. These objectives will not be achieved unless incomes rise much
less rapidly than can be forecast as yet,and/ﬁ%gggs policy seeks to
moderate home demand so as to further reduce the Treasury net financing
requirement as a share of GDP, 'This means that the inevitable slow down
in the growth of tax revenue must be offset as far as possible by the
institution of effective measures to reduce tax evasion,and also that
public expenditure must grow at a rate substantially less than GDP in
value terms. The latter can be achieved by the thorough reconsideration
of certain expenditure items. These measures must be paralleled by an
attempt to reduce further that part of the Treasury net financing require-

ment which is met by increasing the money bases



- 18 -

Netherlands

32. As a result in particular of the rapid upswing in external demand, production
should increase during the second half of 1976 and in 1977 at a rate approaching the
underlying growth of productive capacity, without however bringing about any apprecia-
ble fall in unemployment. There should be a substantial increasse in the current
balance of payments surplus. The rise in prices could well remain high and the
propensity to invest inadequate unless there is a marked slowing down in the rise

of costs.

Central government budgetary policy for 1976 has been marked by the deferred
effect of many important measures to support the economy and combat structural
unemployment introduced earlier and by the growth of large-scale current transfer
expenditure. Since the growth of revenue, both fiscal and non-fiscal, has proved
lower than forecast, the net borrowing requirement will be in the region of
F1 15 000 million, that is nearly 6.5 % of GDP, as compared with 3.8 % in 1975.

This figure presupposes that the excess expenditure already carried out can, as
forecast, be entirely offset by similar reductions. Strict management at central
government level is all the more necessary as the deterioration of local authority
and social security finances is tending to increase and as the financing of the public

deficit as a whole will necessitate considerable recourse to monetary means.

For 1977, it is necessary to reduce the central govermnment net borrowing
requirement so as to move towards the medium~term objective envisaged. This policy
implies effective implementation of the provisions planned by the government and
presented to Parliament in June 1976 to modify the medium=term trend of expenditure.
This is all the more true because the measures to stimulate investment, proposed
at the same time, have a significant budgetary cost. In view of the deficit of the
other govermment sub-sectors, whose underlying deterioration can be slowed down
only by reviewing a number of priorities, the public deficit as a whole will
8till require monetary financing, whose scale should be limited as far as is

possible.
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Belgium

33. In the second half of 1976, the strengthening of domestic and external demand
should ensure the rapid expansion of production which should continue at a slightly slo-
wer rate in 1977. Unemployment should fall only slowly. The slowdown in cost and price -
increaseicould be jeopardized in 1977 if the restraint measures at present in force

are not renewed. The balance of payments surplus on current account could none the

less remain substantial.

In view of the slowdown in revenue growth resulting from the measures to
accelerate tax collection carried out in 1975, budgetary policy in 1976 has endeavoured
to bring about an appreciable reduction in the growth of expenditure, despite a further
increase in unemployment expenditure and the carry-over into 1976 of investment ex—
penditure decided on previously. Provided expenditure under the supplementary budget
is contained within very strict limits, the central government net borrowing require-
ment could be kept down to Bfrs 140 OO0 million, higher in absolute terms than the
1975 figure, but equivalent in percentage terms to GDP. A further deterioration in
the finances of the social security and local authority sectors seems inevitable, so
that the financing of the public deficit taken as a whole could well give rise to an

increase in the monetary base.

For 1977, it is essential that determined action be continued to reduce the
rate of cost and price increases. Furthermore, in the budgetary field, so as to offset
as far as possible the probable worsening of social security and local authority
deficits and to avoid excessive tensions on the financial markets, efforts should be
made to achieve a relative reduction in the central government net borrowing require—
ment through strict limitation of the real growth of current expenditure and transfer
payments. Similarly, energetic action should be undertaken to control the trend of
social security benefits and the freedom of action of the local authorities so as to
avoid any lasting dJdamage to the financial structures of these sub-sectors and to the

medium-~term objectives sought for general government as a whole.
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Luxembourg

34, The recovery in external demand should provide the main support for
economic activity throughout the present'year, though a temporary slowdown seems
probable in the second half of the year and during part of 1977. The rise in

prices, while remaining worrying, should continue to moderate slowly.

Despite the appreciable deceleration in the growth of expenditure, the
budget outturn in 1976 will probably show a deficit of the order of 0.6 % of GDP :
as economic activity gradually returns to normal, revenue will for the most part
not revert to such a high growth rate as in the past and the yield from corporation
tax will reflect the losses suffered by the iron and steel industry in 1975.
Provided there is prudent management of operating expenditure and transfers of
income, the budget outturn in 1977
should come close to achieving equilibrium, in accordance with the desirable
medium~term trend. A slight deficit could however persist as a result of the
carry-over of losses which will continue to affect the yield of corporation tax.
As in 1976, the long-term financing of this deficit seems assured by institutional

investorse.
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United Kingdom

35. During the second half of 1975 the chief source of growth in demand
will continue to be exports whilst, apart from stocks, domestic demand will
remain relatively weake In addition the recent decline of the exchange rate
will not only have an unfavourable effect on prices, which can no longer be
expected to decelerate substantially, but also on the deficit on the current
balance of payments which might well increase in the short terme The contrary
night be expected in 1977 when appreciable progress could be made in these
fields provided that the exchange rate is stabilised, that incomes restraint

is continued, and that the money supply is suitably controlled. The rapid
growth of exports combined with a modest increase in internal demand is likely

to ensure a steady rate of growthe

Budgetary policy for 1976~77 has been fashioned in such a way as
to exercise moderation on internal demand and inflation., Provided that the
ceilings imposed on a large part of expenditure during 1976-77 are respected,
the borrowing requirement of the central government and the public sector
will be appreciably below the initial (official) forecast (10.400 million and
12,000 million £ respectively )e |

The elasticity of personal income tax might remain
high and company taxes might reverse their recent decline. Even if the public
deficit is reduced in relative terms it still appears to be high given

the requirement of a strict monetary policy.

The budgetary policy for 1977=-78 should aim at a substantial reduction
in the public deficit and a further moderétion of income growthe The mainte=
nance of strict ceilings on expenditure will be all the more necessary as the
contribution to receipts of personal income tax will be less buoyant and the

yield of corporation tax is subject to considerable uncertaintye.

The reduction in the public deficit will diminish the risk of excess
liquidity jeopardizing the achievement of greater price stability and external

equilibriume
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ITII., CONCLUSIONS

The Commissior requests the Council to adopt the guide-
lines set out above and to invite the Member States to conform

with them in applying their economic policies,
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PROPOSAL FOR A COUNCIL DECISION

on the preparation of public budgets for 1977

THE COUNCIL OF THE EUROPEAN COMMUNITIES

Having regard to the Treaty establishing the European Economic

Community,

Having regard to the Council Decision 74/120/EEC 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 (1),
and particularly Articles 1 and 3 thereof,

Having regard to the proposal by the Commission,

Taking into consideration that the Council agfees with the analysis
of the economic situation set out in the Communication from the
Commission of 23 June 1976 concerning in particular the preparation of
the public budgets for 1977
HAS ADOPTED THIS DECISION :

Article 1

The Member States pursue their economic policies in conformity with
the guidelines on the preparation of the public budgets for 1977
which are specified in the Annex (2).

Article 2

This decision is addressed to all Member States.

Done at Brussels,
For the Council

The President

(1) 0J No L63, 5 March 1974, p. 16.

:(2) Chapters II/A and II/B of the Communication from the Commission
to the Council,
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Industrial production
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Table 1

MAIN MACRO=-ECONOMIC AGGREGATES

(a)

Gross demestic product (veolume) Consume: prices {b)
% changes on preceding year
Aversge _ ., |averagg
L1968=12- 1973 | 1974 | 1975 |1976 M968=72 - 1973 1974] 1975 | 1976
(o). (e) 1~
Denmark 4,8 3,0 1,6 |-1,1 5,0 5,6 .{ 85 15,0 9,6 9
~F.R. Germany 5.5 S5e1 0,6 | 3,5 6,0} 3,8 71,0 Ty3 6,1 5.
Frayce i 5T 5,6 39 2,0 16,0] 543 T,2 13,71 11,8 | 10%
Ireiand 5:2 5,4 04 4,5 | 3,0 745 (11,0 17,34 21,0 171
Ttaly 39 |68 |34 3,7 | 15151 |12,1 | 19,6 17,4 20%
Netherlands 5.7 4,1 12,9 |'0,7.| 4,0] 6,0-| 8,8 { 10,0] 10,4} ©
Belgium ;5,,4 6,3 |39 U3 | 351 35 2,3 12,3 12,8 1gq§,_ _
Taxembourg T 4,4 b+ T,1 4,01 -3, 1 9,5f 10,7 &
United Kingdom "2“,"2‘“ _%_’3% 0,3 L 1:6 5;’% 8:75 15,2 22:0 153
e -
Community By7 . [543 BIO 1-2,5 45 52 8,3 ~‘}_ZE,C;F 12,4 {11
Number of unemployed as a % of Balance on current account
the total labour force (b) (1000 million £)(e)(£)
iverage Averagé
196512 1973 1974 ) 1975 | 1976 [1966-T4 1973 | 1974) 1975 | 1976
I L e fis— . ! N g = - i ————
Denmark 1,3 0,8 2,1 1 4,7 4,4 0,3 |-0,5]-1,0|~ 0,5 | = 1,3
F.R. Gcrmlny 078 l’o 2'2 471 3' 1'4 . 4’3 9'7 3'1 2'2
France 2,0 2,1 23 318 4,1} 0,3 -0,7}=5,9]~- 0,2 - 3,9
Ircland T 9 517 8,0 10,01 0,2 J- 0,2}~ 0,7{~C¢l | = 0,6
Ttaly 3,4 35 12,9 33 3,8 2,0 |-25(-7,8{-051]-0,8
Netherlands 1,6 2,4 3,0 4,3 4,71 0,1 1,8 1,6 1,6 2,2
Brloium 23 2,4 25 4,4 543 ‘ ‘
Imxenboursy mé_ ! : 0:8 0:6 0,6 1,1 0,9 1,0 0,8
United Kingdom 2,9 (.25 | 2,4 3,8 5,01 0,9 }~-20)-8,6}~-3,8]-~ 3,3‘
- - R ]
Community 2,1 . L2,1 2,5 i 3,9 1 4,4] 4,8 l (1,3 |-11,8 0,6 | o 4,7

(a) 1968-1974: actuals; 1975: estimates; 1976: forecasts by the services of the Commission.

b) On a naticnal accounts baris. .

¢) Geomutric menm of arnmal changes between 1967 and 1972,

(d} Le a ror.lt of dieparitier in definition, uncmployment statittice cannot be compared
hetwewn worobrics I only reflect developments within each country. )

(&) Sum of components msy notl exactly cqual total because of rounding differences.

{f) Under tbe hypobhesis that exchonge rates will remain at their level in &pril 197@.‘ “

Sonrce: Cor viogionfs Depaviments.



Table 2
INDUSTRTAL PRODUCTTON

% change on average of

preceding year Min. 1975 ﬁf; :}17'57 ﬁ % change on average of preceding quarter Aoril’' 75
| Aoril' 76
1968~ Tndex | % 1974 1975 1976 | 4
1972 | 1973 | 1974 | 1975 Month [g7p . change change
(2) 100 (3) T v I II IIT v T )
F.R, Germany 6,9 793 | 0,9 | 6,2 Mpril | 99,8 | 10,8 | -2:7 |-3,2 | -L,T !-3,6 | 1,6 34 | 23 10,8
Prance 7)6 796 2,6 ‘818 May 107,5 1“'2 ~-1,9 ~357 ~493 "'396 0,1 }’8 4,9 8’5
Ireland 6,3 10,3 2,8 : Ang. {113,5 : 2,4 |-2,0 |-2,3 [-0,4 }|-1,6 : : :
Italy 3,4 9,8 3,8 | -8,8 {May [101,6 13,6 | -1,8 [-9,1 0,0 |-3,8 2,6 1,1 } 3,5 5,9
Netherlands 9,9 6,1 3,2 | 5,0 | June {112,9 4,6 0,0 <33 1-2,9 |~-3,5 0,1 502 | 2,2 3,4
Belgiunm 5,7 611 4'6 -10,7 April 10}'8 15,6 -1,7 =37 ~4,4 -3,0 "318 2,9 Ty7 15'6
Luxembourg 3,5 11,8 3,9 { -22,0} Aug. 60,6 98,6 -2,5 15,3 -8,7 i-9,0 {-12,1 14,1 4,3 €,5
United Kingdom 2,4 8,4 | -2,5 | 4,8 |Sept. | 99,4 4,6 -0,9 |-1,2 |-0,1 |-5,5 0,6 ¥ 0,7, | 1,5 2,0
Gommni ty 58 | T5 | 0,6 [-6,9 |May 14,5 | g,8 |-16 |-5,7 FL,6 [-3,7 | 0,3 | 3,0 | 3,3 Ts4
U.S.A. 2,9 9,0 | -0,6 | -8,9 |April |103,0 11,5 0 ~3,3 1-8,0 |-1,2 3,5 2,9 2,2 11,5
Japan 10,9 15,7 ~3,1 ~10,9 |Feb.. 1104,4 ' ;'6.8 "'317 "690 ‘815 4,0 2,9 043 4,1 15,1

1) Excluding construction, and for France the food, drink and tobacco industry; seasonally adjusted.
2) Geometric mean of the change between 1968 and 1972.
3) Expressed at annual rates.

Source: SOEC; USA and Japan:

: No data available,

national statistics.




UNEMPLOYMENT RATES (SINCE 1973)

Table 3

(seasonally adjusted data, in %)

1973 1974 1975 1976
I I1I III v I 11 I11 v I II 11X v I May (3)
Denmark 1,0 0,4 0,4 1,6 0,7 1,6 2,5 2,8 4,0 4,1 4,5 4,6 4,1 4,0
F.R. Germany 1,1 0,8 0,8 1,8 1,8 2,1 2,6 3,1 3,9 4,2 4,3 4,3 443 4,0
France 1,8 1,6 | 2,0 2,2 1,9 2,1 2,5 3,1 3,3 3,8 4,3 4,1 4,1 4,2
Ireland 6,4 5,6 | 5,5 6,1 5,8 6,1 6,7 7,8 8,0 8,8 9,1 9,7 9,8 9,8
Italy (2) 3,8 3,6 | 3,1 2,9 2,6 2,9 3,1 2,9 3,2 3,5 3,6 3,9 | (3,9 | (3,5)
Netherlands 2,4 2,3 2,4 2,4 2,6 2,8 3,0 3,5 3,7 4,0 4,4 4,4 4,3 4,2
Belgium 2,7 2,5 | 2,7 3,0 2,7 2,9 3,2 3,6 4,3 4,9 545 6,0 6,1 6,4
United Kingdom 2,9 2,3 2,3 2,0 2,3 2,6 2,7 2,8 31 3,7 4,5 4,8 5,0 5,2
Community (2,3) | (2,0) |(2,0) [(2,2) [(2,2) |(2,4) [(2,8) [(3,0) | (3,5) [(3,9) | (4,3) |(4,8)| (a,4) | (4,3)

(1) Number of unemployed as % of civilian labour foree, Figures for the first month of each quarter., As definitions

are not standard, unemployment rates connet be compared between countries,
(2) Italy: ISTAT data. 1976: estimates.

(3) Italy and Community: April

Source: SOEC,




Table L

CONSUMER PRICES (SINCE 1973)

75
Dec. 73 | June 74 Dec. 74| June 75| Nov. 75 ¥ay

June 74 | Dec. 74 June 75| Dec. 75| May 76 1975 1976 M?z) 76

(3) &
X Dec. January [February March April May

Half-yearly % increase % increase on preceding month incfelse
Denmark 7,9 1,0 3,4 0,8 1,7 0,1 0,6 0,7 4,3 0,3 8,8
F.R., Germany 3,5 2,3 4,1 1,3 2,6 0,3 0,8 0,7 0,4 0,6 5,0
France 8,4 6,3 591 4,3 4,9 0,6 1,1 0,7 0,9 0,9 9,6
Ireland (1) 10,4 8,7 14,6 2,0 13,7 7,3(2) 6,0(2) | 15,9
Italy 10,9 12,3 6,0 5,0 10,2 0,8 1,1 2,2 2,0 2,6 15,4
Netherlands 55 5,0 4,7 4,1 512 0,2 0,6 0,9 0,9 21 9,6
Be]_siu. 893 618 5’3 5’5 491 015 019 0'3 016 0|9 0,7 9)6
Luxembourg 6,1 4,9 5¢5 5,1 5,0 0,6 1,5 0,5 0,2 1,4 0,6 10,4
¥nited Kimgdom 10,8 T45 17,3 6,44 Ty6 1,2 1,3 1,3 0,5 1,9 15,4
Community 7.8 6,4 745 4,4 5,9 0,6 1,0 1,1 1,0 1,3 1,2

(1) Changes calculated from indices relating to

(2) Quarterly variation.
(3) Demmark, France, Italy and Communitys variation Oct. 1975 — April 1976
(4) Denmark, France, Italy and Community: April 1976 - April 1975

1

Source: Commission's Departments.

the middle of each gquarter.
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Table 5
BALANCE OF TRADE (SINCE 1973)
(seasonally adjusted data, in national currencies)
1973 1974 1975 19770
COUNTRY UNIT
1 II II1 Iv I II 111 Iv I II IIT Iv I II
Denmark Dkr Mill.|- 1947]- 3142}- 2890 |~ 2411} 4435 F 43C9 b= 2981[= 2424]= 17C6f—= 2150 |= 2073 = 24 1= 4503
F.R. of Germany M Mill. | 6190%+ 76901+10240 [+ 893013880 #12840 [+11830[+122801+11300}+ 9980 s 8120 ;4 7770 00mA
France Ffr Mill. [+ 17341+ 2190 |+ 1587 |+ O7SH 3CT5 b 5187 |- 5244)- 2703+ 24991+ 4590 1+ 2157 |- 261 = 1w
Ireland £ Mill, |- 66]- 62{- 73 }l- 55 109 158 |- 1%41- 73|- 95]- ol-  82]- 63~ 158
1}
Ttaly tt 999 1 62|~ 88|~ 775 [- 976F 1922 } 1980 |- 1717|- 1300|- 572~ 454]- 333]- ol 12+
Netherlands Pl  Mill. |+ /7 [+ 700- oy [+ £et- 60 35 |- 5151+ 150= 453]+ 6291- 5551+ 2541+ 6.3
Belgo-Luxembourg
economic union Fb  Mill. |- 164+ 3591 ]+ 3411 |+ 715220681 17035 |-18925]- 4322~ 3116]-20404 {-29664 [~16927 |-16048
United Kingdom F Mill. - 329]- 388|- 583 |- o995+ 1297 } 1366 |- 1253]- 1348]- 850|- 6R1}- oB6|- 6831~ 470
Communi ty f“-f Mill. |- 496!~ 2441- 814 |- 1438|-4021 + 4947 |- 2891 |- 284!~ 5|+ 83 - 1157 |- ?r,ml :
| ) .

Source: Na?ional statisties and S.0.E.C.




Table 6

VOLUME OF WORLD TRADE

Volume of imports (goods)

i:‘;gg (% change on preceding year)
SXPOTSS | 1968-72 | 1973 | 1974 | 1975 | 1976
average

7 Ty @] @ | @ | » | &
Total developed countries -
(excluding EEC) 49.1 9.7 13 312 | -9 /2|1
OPEC countries 15.3 \3 2.0 11 38 4s 20
Other developing countries 23.8 I) 13., - -
Centrally planned economies 11.8 7.6 12 10- 4
World (excluding EEC) 100.0 8.6 12 1/2 9 -3 8
Community 10.6 12 -11/2 |-5 9
World (including EEC) 9.3 |12 5 1/2 8 1/2

(1) Geometric mean of the change from 1967 to 1972.
(2) Source: national statistics and UN,

(3) Estimates by Commission's Departments.






