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I. THE ECONOMIC SITUATION IN THE COMMUNITY 

In the last mOnths of 1962 and at the beginning of this year the level of economic 
activity in the Community rose further; although in many sectors the pace at which 
production expanded suffered from the exceptional cold. 

Total demand grew briskly. Exports to non-member countries continued, it 
is true, to show the hesitant trend which had been evident ever since spring 1962--in 
the, fourth quarter they were hardly above the level of a year earlier and in the early 
months of 1963 they even fell below the corresponding level for 1962, owing in the main 

' to difficulties of transportation between factory and port; but internal demand con
tinued to expand. In particular, the growth of private consumption was again con
siderable, rising in step with the practically unabated expansion of income from wages 
and salaries. Public consumption and investment by the public authorities also 
provided the economy with an appreciable stimulus. Against this, the growth of capital 
investment by enterprises further weakened, except in Italy, where a perceptible recovery 
could be observed. Meanwhile, the unfavourable weather caused investment in the 
construction sector to fall off more than is usual at the time of year. ) 

Until the end of 1962 this random factor hardly influenced industrial pro
duction as shown in the index of the Statistical Office of the European Communities ; 
in fact growth even speeded up a little, the seasonally adjusted increase between the 
third and fourth quar,ter11 being about 2 %, after a rise of 1.4 % between the June and 
September quarters. The production index in the fourth quarter was up 6.4 % on 
the corresponding period of 1961. 
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Employment in the Community, after adjustment of the figures for seasonal 
variations, again rose, but in industry the increase was negligible. The speedier 
growth of industrial production therefore reflected an almost equally rapid rise in pro- -
ductivity. 

The Community's imports of goods from non-member countries again ad
vanced vigorously. In the fourth quarter of 1962 they were up 7.5 % by value over 
October-December 1961. As exports did not grow at the same time, the balance of 
trade deteriorated further: in the fourth quarter of 1962 there was a deficit of $366 mil
lion-compared with approximate equilibrium in the corresponding period of the pre
vious year. Official gold and foreign exchange reserves in the member countries went 
up $201 million in the last quarter. 

The upward trend of consumer prices continued at increasing speed towards 
the end of 1962, particularly as the cold weather forced wp prices for some foodstuffs 
and fuels. 

Even when these most recent economic trends are taken into consideration, no 
important changes are called for in the trend of demand in 1963 forecast in the fourth 
Quarterly Survey of 1962: very slight expansion in exports of goods to non-member 
countries, a moderate increase in overall investments, very vigorous--albeit somewhat 
slower-growth of private consumptif!n and public spending. 

When the cold spell ab~tes there is likely to be a vigorous recovery of total in
dustrial production and building activity. It will however probably not be possible 
to make up all the working hours lost in constr'uction, particularly in view of the pre
sent labour shortage which _almost all member countries are experiencing in this field. 
But the effect of these losses will probably hardly be felt so strongly as to call for any 
appreciable reduction in the 4.5 % estimate- for the growth rate of the gross product of 
the Community made at the begipming of this year. As foreseen, industrial pro
duction may rise by 5 %, and imports will continue to grow roughly as predicted, so 
that the trade balance will once again deteriorate, even if less sharply than between 
1961 and 1962. 

The upward movement of prices should calm down appreciably unless the 
latest rises, which were mainly due to randO'!"' factors, again aggravate the upward 
trend of labour costs and thus reinforce the longer-term rise in the level of prices. The 
Governments of most Member States are therefore rightly seeking to take even more 
vigorous stabilizing action while being careful to avoid, as far as possible any measures 
adversely affecting the growth of investment-which in any case has already weakened · 
-::-and, consequently, of supply. 
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A. Recent developments · 
) 

1. Demand 

The expansion of total demand continued in the fourth quarter of 1962 and at th~ 
beginning of 1963, but was exclusively due to the vigour of internal demand in the Com
munity. External demand-in the sense of effective exports of goods and services to non
member countries-continued to stagnate, as it has done since the spring of 1962. In the 
fourth quarter of 1962 customs statist\cs show the value of exports of goods to have been 
only 0.7 % higher than in the corresponding quarter of the previous year, after having 
fallen 1.7 % below the 1961 level in the third quarter. In the first two months of the 
current year exports were probably again lower than in January/February 1962. This, 
however, was probably due to the extrepJ.ely cold winter in Europe and the waterfront 
strike in the United States. 

In the fourth quarter of 1962, as in the preceding quarter, there was a rise-albeit 
a slower one-in the year-to-year growth rates of exports to the United States of America 
and the combined industrialized non-member countries in Europe. Exports to the 
developing col}ntries were still considerably below the corresponding level of the previous 
year. 

If the Community's exports to non-member industrial countries advanced only· 
moderately, this is mainly because economic expansion in these countries was generally 
very slow. This appliesto the United States no less than to the others. Here the sea
sonally adjusted real gross national product rose between the third and fourth quarters 
of 1962 by 1.4 %, which was more than between the second and third quarters. But this 
expansion was b~sed on ari increase in private consumers' expenditure, particularly on 
motor-cars and services, and on a rise in public spending, while exports and private 
investment tended to yield ground. From July 1962 until at any rate January 1963 there 
was no rise in industrial output. In the fourth quarter imports of goods from the Com
munity were only about 2 %higher in value than in the corresponding quarter of 1961. 

The development of the economic situation varied greatly in the EFTA countries, 
but on the whole expansion slowed down. Nevertheless, in the fourth quarter the Com
munity stepped up its exports to this area by 5. 7 % compared with the corresponding 
period of 1961. Exports to the United Kingdom continued to be very hesitant .. With 
investment by enterprises declining and exports stagnating, Britain's industrial output 
and the adjusted gross national product even fell 1 % compared with the third quarter, 
and unemployment consequently rose sharply. Against this, Community exports to the 
other EFTA countries except Portugal still showed considerable growth rates, particularly 
in the case of countries like AustJia, Switzerland and Denmark, where domestic demand 
in some branches is more or less over-heated. 
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The amounts of foreign exchange available to the developing countries are the 
cl_rief factor influencing Community exports to them. In this respect there seems to have 
been no basic change in recent months despite an appreciable improvement in these 
countries' overall balance of trade thanks to their cautious import policy and the recent 
price rises on world markets for raw materials-attributable less to higher demand than 
to factors on· the supply side. It is true that the sterling area countries succeeded in 
improving their foreign exchange position but this was more than offset by losses of foreign 
exchange in the Latin-American countries, where balance-of-payments difficulties con
tinued, influenced :qot least by some flight of capital. 

In addition, the expected increase in Community exports to Algeria has so far not 
proved vigorous enough : the value of exports in the fourth quarter was still 25 % below 
the level of October-December 1961. Against this, exports to the other countries and 
territories associated with the Community showed a year-to-year growth rate of 5 %· 
Exports to Latin America in the fourth quarter of 1962 were 27 %below the December 
quarter of 1961. · Taken as a whole, the Coml}lunity's exports to the developing countries 
in the last three months of 1962 were 8 %down in value on the fourth quarter of 1961. 

Unlike external demand, internal demand remained dynamic, although the growth 
of gross fixed asset formation in the fourth quarter and especially in the early months of 
1963 probably weakened appreciably. This is largely attributable, however, to the 
extremely unfavourable weather conditions, which had an increasingly adverse effect on 
investment in construction. There has beell, no essential change in the underlying trends 
q,s described and elucidated several times in these Surveys : persistent slackening of the 
growth of fixed investment by enterprises-in particular on equipment; slightly faster 
upward trend in public fixed investment; lively demand for housing, generally in excess 
of the possibilities of supply. It is noteworthy that, withcerta~ differences in degree, 
these trends are present in almost all Community countries. In Italy nevertheless there 
was in the fourth quarter some recovery of private investment in equipment, and in the 
Federal Republic of Germany the tendency to weakness was temporarily halted. 

On the whole investment in stocks did little to boost expansion. In most member 
countries imports of raw materials continued at a low level in the fourth quarter, altough 
signs of some recovery were discernible in Italy and in Belgium. The rundown of stocks 
of iron and steel semis held by dealers and users continued, but a slightly improved trend 
has appeared since the end of 1962. In coal-mining the elasticity of production is 'rela
tively slight and the cold weather led to a sharp fall in pithead stocks. 

Unlike investment expenditure, consumer spendin~ continued to grow 'briskly, 
· sometimes at an even more rapid pace than before. This applies both to public con

sumption-particularly increased expenditure on personnel-and in most member coun
tries, to private consumer spending also. In France, Itq,ly and Belgium at any rate the 
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rise in this latter category speeded up slightly. Only in the Federal Republic of Germany 
did consumer demand expand somewhat less rapidly in the last months of 1962 than in the 
first half of the year. The real expansion of consumption was in general somewhat 
hampered by the rise in consumer prices-a factor increasingly felt in the early months of 
1963. 

The increased spending by private consumers was largely due to the general expan
sion of incomes, which was quite considerable in all member countries. Thus the rise in 
wages and salaries in the Netherlands and France again gathered speed between the third 
and fourth quarters. In the Federal Republic of Germany, however, the growth rate of 
earned incomes tended to slacken off, less because of any abatement of the rise in hourly 
earnings than because of a quite appreciable slowdown in the expansion of the number of 
persons in employment, coupied with a perceptible reduction in the number of hours 
worked. 

The growth of consumption again occurred mainly in consumer durables and services. 
In France and Italy, in particular, new motor vehicle registrations rose very considerably. 
In the fourth quarter they were 30 and 43 %higher in the two countries than a year earlier. 
At the beginning of 1963 the cold weather caused certain shifts in the pattern of con
sumption-spending on fuel, heating apparatus, winter clothing and food rose more 
sharply. 

2. Supply 

In the fourth quarter of 1962 and at the beginning of 1963 supply from domestic 
sources again rose-the increase at the beginning of the year being doubtless very small 
because of the bad weather. 

In agriculture, where crop production is in any case limited at this time of year, 
output was very badly hit by the weather. On the other hand there was a clear rise in 
livestock production on the whole, though the output of milk also suffered from the cold 
spell. 

The growth of industrial production even speeded up a little between the third 
and fourth quarters, although the average of the SOEC index for the fourth quarter (1) 

was a little less above the corresponding 1961 figure than had been, the case in the third 
quarter (6.4 %·as against 6.7 %). About 2 % may be given as the rate of economic 
expansion between the third and fourth quarters of 1962, compared with 1.4% between 
the second and third quarters. 

( 1) Exclusive of construction and food, beverages· and tobacco. 
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This speed-up was not only to be observed in France-where with more manpower 
available the upward trend was very pronounced-but also in Italy and in the Federal 

· Republic of Germany. Particularly in Italy, with the strikes over and investment in 
equipment rather livelier, the rise in production was brisker during the fourth quarter than 
in the preceding months. 

In basic products developments continued to be very sluggish. Iron and steel 
output was almost completely stagnant and order books again shrank. The amount of 
coal mined rose only slightly despite the higher demand-mainly directed, however, to 
particular varieties-due to bad weather. The chemical industry alone continued to 
expand its production vigorously. 

In most capital goods industries the growth of output has been modest. On the 
other hand the consumer goods industries as a whole, including textiles from September 
onward, stepped up production considerably. Growth was specially vigorous in some 
industries turning' out consumer durables : the production of passenger vehicles in the 
fourth quarter was up 25 % on the corresponding level of the previous year. 

Expansion continued in the services sector. It is true that loading and unloading 
in ports and on inland waterways was adversely affected by the long freeze-up, which even 
put some inland waterways completely out of action in the early months of 1963. This-, 
however, considerably. stimulated road traffic, and even more the transport of goods by 
rail. 

The number of persons in paid employment increased further in all member coun
tries, but at a rather slower rate than hitherto, especially in industry. In view of the 
slight acceleration in the growth of production it may be concluded that the tendency 
towards improved productivity noted since the spring of 1962 has on the whole been 
maintained. 

It was in Italy that employment rose most vigorously up to the end of the year. 
According to Ministry of Labour figures, the number of unemployed in the country fell in 
1962 by no less than 250 000, or 18 %. In France the increase in employment even 
speeded up towards the end of the year. The seasonally adjusted figure for unemploy. 
ment, which had risen in the autumn largely on account of the influx of persons returning 
from Algeria, again fell back a little in the October-January period. In the other member 
countries the underlying labour market trends have hardly changed. The exceptionally 
cold winter weather was generally not reflected in unemployment figures before the end 
of January when, as was to be expected, its effect was specially severe in the branches 
connected with building al).d other activities which depend on the weather. 
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3. 'fhe balance 'of the markets 

A fresh increase in the Community's imports helped to maintain balance between 
total demand and supply. Customs statistics show that in the fourth quarter the value 
of goods imported from non-member countries was 7.5 %higher than in the same period 
of the previous year. 

This quite considerable increase in purchases from non-member countries consisted 
largely of heavier imports of finished goods, in particular consumer goods and motor 
vehicles. Still incomplete figures for imports by categories of goods in the last quarter of 
1962 also show larger imports of energy products-a development which is likely, in view 
of weather conditions, to be much more pronounced in the early months of 1963. Imports 
of raw materials were on the other hand decidedly hesitant in most member countries, at 
least up to the end of 1962. Imports of food products also clearly slowed down in the 
Community as a whole; although in Italy-in contrast to the other Community countries 
some crops were less favourable in 1962 than in 1961-imports of farm products from 
outside the Community increased vigorously. The trend of Community imports from 
the various areas of origin was decidedly uneven, the EFTA countries profiting most from 
demand in the Community. In the fourth quarter their deliveries to the Community 
were up 11.1 %in value over the same period of the previous year; the year-to-year growth 
rate of purchases from the United Kingdom alone was 16.1 %- United States sales to the 
Six in the fourth quarter of 1962 were still some 6.4 %higher than in the same qua~ter of 
the preceding year, while imports from the associated countries and territories did- not 
quite reach the level of October-December 1961. 

Trade within the Community again gathered some momentum in the final quarter 
of the year. According to customs statistics of imports it was up 16.8 %in value on the 
same period of 1961, after a year-to-year growth rate of 12.6 % in the third quarter. 
Figures available on the development of trade by classes of goods indicate that on the 
whole the slowdown of trade in farm products was more than offset by higher purchases 
and dE;liveries of consumer goods. The Federal Republic of Germany, France and Italy, 
where consumption is expanding faster than in the other countries, greatly stepped up 
their purchases of consumer goods in the partner countries. 

Of the individual member countries' accounts for intra-Community trade, the 
Italian account showed appreciable deterioration partly because of smaller deliveries of 
farm products. The still considerable export surplus of the Federal Republic of Germany 
also ·declined unmistakably in the fourth quarter. 

Against this the improvement in the balance of the Belgo-Luxembourg Economic 
Union undoubtedly gathered further strength, with exports of capital goods and industrial 
semi-products rising vigorously. In France and the Netherlands the balance showed no 
change worth mentioning. 
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Price trends have changed but little, continuing to rise in services, while in the case 
of numerous industrial products there is a weakening of the upward push-the exception 
to this rule being certain goods which are much in demand to satisfy rapidly expanding 
private consumption. The upward movement of consumer-and of wholesale-prices 
in the fourth quarter and early 1963 clearly speeded up but this was mainly due to the 
effect of unfavourable weather conditions on the price of foodstuffs and fuels and to 
higher world market prices for some raw materials. Administrative price increases 
affecting rents, tobacco and public transport were an additional factor in some member 
countries. 

On the whole the level of consumer prices at the end of 1962 was 6.4 %in Italy, 
and 4.6% in France, higher than in December 1961. For the same period the increase in 
the Netherlands was 3.8 %, in the Fed~ral Republic of Germany 2.9 %, and in the Belgo
Luxembourg Economic Union about 1 %. 

The growth of imports, with exports more or less stagnating, caused the Com
munity's balance of trade to deteriorate in the fourth quarter. There was an import 
surplus of $366 million whereas in the same period of 1961 imports and exports had been 
almost in equilibrium. For this reason particularly the Community's overall balance on 
current account will probably have suffered a further distinct tendency to deteriorate. 
This probably applies also to the early months of 1963, when the- long cold spell led to 
higher purchases from non-member countries. 

The rise in the official gold and foreign exchange reserves clearly weakened. The 
increase between the third and fourth quarters of 1962 was no more than $201 million, 
compared with $308 million in the third quarter. In the .first two months of 1963 the' 
official gold and foreign exchange reserves rose by a further $7 4 millign. 

When allowance is made for seasonal influences, the monetary trends described in 
the last Survey have on the whole continued; predominance of forces making for greater 
liquidity in France and Belgium, and a tendency for liquidity to contract in the Federal 
Republic of Germany and Italy. The liquidity policy of the monetary authorities also 
continued without basic change. An exception is the ~etherlands where, with there
duction of Bank Rate in January to 3.5% and the suspension of the agreement between 
the Central Bank and the commercial banks to limit the expansion of credit, the policy of 
curbing liquidity was abandoned. In fact the expansion of the volume of bank_ credit-had 
sometimes remained considerably below the permissible amount, one reason being the 
weakening of the propensity to invest. 

Internal liquidity throughout the member countries in the fourth quarter was 
favoured by the cash 4-ansactions of the public authorities. Capital markets, too, were 
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well supplied with funds. At the beginning of 1963, considerable public loans were 
floated in the Federal Republic of Germany, the Netherlands and Belgium without causing 
undue strain. In Italy the capital market was further eased by large-scale redemption of 
public bonds in January. As the supply of capital increased--one reason being an im
provement in public confidence-enterprises were again able to raise larger amounts of 
capital for the first time since mid-1962. 
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B. Outlook 

Economic expansion in the Community should continue in the coming months : 
growth of demand will be almost entirely due to internal demand, with little contribution 
to be expected from external demand. 

In fact the prospects for the Community's exports to non-member countries have 
not changed materially. The impression has been gaining ground that business activity 
in the industrialized non-member countries as a whole will maintain its very modest 
growth. 

The business situation in the United States, for instance, has been shaping rather 
more favourably than was foreseen in the autumn of 1962. Against this, the latest trend 
in the United Kingdom has been more subdued, but the British Government nevertheless 
seems to be stepping up its efforts to get the economy moving again. Finally, the higher 
prices of raw materials could have certain stimulating effects on world business in the 
course of the year. 

However, the determining factors which can be discerned in the United States 
economy still provide a very mixed picture. The tendencies visible in the trend of private 
consumption point to continuing expansion in the near future, and public spending will 
probably be stepped up appreciably, but new orders booked by the processing industries 
showed fresh signs of sagging at the end of 1962, while investment can also be expected to 
stagnate further. The tax reduction measures announced at the end of 1962 have now, 
however, been more closely defined : they provide for tax abatements totalling $10 000 
million net over the next three years, and this may mean that, after very moderate growth 
in the first half of the year, expansive forces will again predominate in the second. The 
decisive factor here will be whether Congress approves the fiscal measures without delay. 
If it fails to do this, the impact of the proposed measures is' likely to be very slight in 1963, 
and in addition the psychological effect on investors may well be unfavourable. 

Although the uncertainties surrounding United States economic policy call for 
caution in forecasting possibilities of export to that country, it seems reasonable to count 
on a slight increase. This expectation should also be justified in the case of the Com
munity's deliveries to the United Kingdom, although here the economic situation is still 
stagnant. At the beginning of this year, however, further measures were taken to boost 
expansion : indir~ct taxation was reduced, transfer incomes increased, regional investment 
prograrhmes stepped up and Bank Rate cut to 4 %· In addition an increase in spending 
of approximately 10 %under the 1963/64 budget was announced at the beginning of the 
year. Although the immediate prospects do not yet point to any recovery, it is perhaps 
possible to count on a resumption of economic growth later in the year. 
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The outlook for COI;nmunity exports to the· other industrialized countries again 
appears more favourable than for exports to the United States and Great Britain. Never
theless, in view of the perceptible tendency for investment activity to slacken off in these 
countries too, the growth rates will probably decline a little. Prospects for deliveries to 
the developing countries continue to be uncertain : for the foreign exchange situation of 
these countries at the end of 1962 does not give an encouraging picture of their ability to 
pay for imports. It is not yet possible to say how far the improvement in the price of cer
tain raw materials and the return to more normal conditions in Algeria will improve the 
situation. 

In contrast to the relatively quiet 'outlook for exports, it can be expected that 
internal demand in the Community will continue to grow considerably in the coming 
months. 

Nevertheless, it is clear from the most recent available figures on investment pro
jects and on new orders to the capital goods industries that the further expansion of 
investment in plant by_ enterprises will be at best very moderate. True, the recovery in 
the growth of this type of investment observed in Italy towards the end of 196.2 may 
continue. As against this, however, investment in the Federal Republic of Germany is 
likely to flatten out, if not even to decline slightly, particularly with the accelerated run
down of the backlog of orders for capital goods-and with new bookings less brisk for 
some time past. Similar tendencies can be seen in the Netherlands, and in ·Belgium a 
certain slowdown in growth must in any case be expected. In France, too, the growth 
of private capital investment is likely to be slower, although publicly-owned enterprises 
may well invest more. 

No important change has taken place since the last Quarterly Survey in the factors 
influencing the propensity to invest. The slower growth forecast in labour costs per unit 
of output might indeed help to improve profits, but this is hardly likely to have any 
appreciable beneficial effect on investment in 1963. Moreover, as the manpower situation 
eases, the incentive to rationalization investment may tend to ~ag. 

All in all, as explained in detail in the fourth Quarterly Survey of 1962, the factors 
inhibiting investment activity will continue to predominate. Nor should it be forgotten 
that the unusually cold winter will adversely affect the volume of construction generally 
for 1963; the estimates for this had been made on the assumption that weather would be 
normal. In fact, given very pronounced shortage of manpower in the Community-par-

. ticularly in the Federal Republic of Germany and the Netherlands-it is hardly to be 
expected that the delays that have occurred in current expenditure on construction can 
be completely made up later in the year. 

In contrast to the probable trend of investment by enterprises in the Community 
there will be a vigorous increase in investment by the public authorities everywhere except 
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in Luxembourg. In Italy especially its growth should be considerable. As construction 
is a highly mechanized sector, the likelihood is that output will rapidly increase and thus 
make up for losses caused by weather. 

All in all the real increase in the Community's total gross fixed asset formation 
between 1962 and 1963, forecast at about 5 % in the last Suzyey, could be somewhat 
lower. · 

The rise in expenditure on consumption should be more or less as forecast, i.e. 
it should continue to be quite vigorous, if somewhat slower than in 1962. This holds for 
spending by the public authorities, but even more for -spending by private consumers. 
Growth will remain lively, especially in Italy and France, while there are signs that it is 
weakening in the Federal Republic of Germany, mainly because of the slower expansion 
of wages and salaries. 

/ 

On the whole supply will have no difficulty in keeping up with the trend of demand, 
though the situation may be more or less difficult for individual items : markets for raw 
and ba.sic materials and semi-products will be quite easy, with even tend_encies to over
supply; capital goods will experience no great difficulties_; various necessaries and _con
sumption goods, services, and in particular construction, will be more or less under straui. 

Mter the probable slowdown because of weather conditions ln the first months of 
the year, industrial production should grow faster in the spring. Measured by the index 
of the Statistical Office of the European Communities, there is no reason to suppose that it 
will not reach the year-to-year growth rate of roughly 5 % over 1962 forecast in the 
Quarterly Survey 4-1962. 

Assuming that weather conditions for the remainder of the year are-normal, the 
same will apply to the growth of the combined gross national products, despite the pro
duction lost in the construction sector, and perhaps also in certain farm products, as a 
result of the cold winter. Real expansion between 1962 and 1963 could be about 4.5 %. 

The increase in imports from non-member countries will continue, even if somewhat 
more slowly: imports of consumer goods (with the exception of some foodstuffs) will gain 
in importance. The tendency for the Community's trade balance to deteriorate is likely 
to continue, even if less markedly than in 1962. 

After the quite appreciable price increases towards the end of 1962 and partic
ularly in the early months of 1963, a phase of more stable prices may occur later in the 
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year, the more so as some farm prices will fall a little if once the winter is over and the 
weather becomes more or less normal. 

It is not to be expected, however, that the general level of consumer prices will 
return to where it was at the beginning of autumn 1962, since rising price trends for serv
ices and manufactured goods have continued and will continue, even if to some extent 
more slowly in the case of the latter, and because further administrative price increases 
are likely to be introduced by the public authorities. Moreover, it is not possible to 
ignore the danger that, owing to imperfect competition in some branches of production, 
and particularly of distribution, price falls will not be sufficiently pronounced; this danger 
may be accentuated by the rather too lively expansion of private consumer demand in 
some member countries. 

It is clear in these circumstances that the problems of stabilizing prices has become 
the key to economic policy and government action. It must not, however, be forgotten 
that not all the means used in the past to counter the upward movement of prices can be. 
applied today without doing grievous damage to economic growth, particularly as the 
trend of investment by ~nterprises is already faltering. 

Wherever there is reason to fear an acceleration of tlie upward development of 
incomes following price rises attributable solely to the weather, it seems quite appropriate 
for Governments to apply measures specifically intended to curb rises in the price of repre
sentative consumer items in order to tide over the spell of severe strain. Otherwise 
wherev,er sliding wage scales connected with price indices exist, we would undoubtedly 
have to expect that they would be applied. This in its turn could mean that the slow
down in the increase of unit costs, which some countries hope to see in 1963, might never 
occur. The growth of private consumers' expenditure which for some time now -has 
appeared to be rather too fast in several member countries, would then also remain too 
high, to the detriment of the growth of investments by enterprises. In those countries 
where the sliding wage scales in current use exert such influences, it would perhaps be 
useful to consider whether in the end machinery of this sort is really still needed at all 
when there are wage-policy criteria which are more favourable for the wage-earner of 
today than the mere maintenance of the purchasing power he has acquired. 

These dangers would certainly be reduced if there were already an incomes policy 
which took account, independently of extreme but ephemeral seasonal influences, of the 
immediate and of the longer-term factors essential to price stability of adequate economic 
growth (particularly therefore of a satisfactory expansion of investment) and also of a 
reasonable sharing of the national income. Efforts to develop an income policy in most 
Member States appear so far to have made little progress. In some of them it is partic
ularly important to provide the statistical, institutional and political bases-including 
not only short- but also medium-term forecasts in terms of national accounting~and to 
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use these as a foundation on which to plan overall economic policy, including incomes 
policy. In this connection it seems advisable at eertain stages of this work-before its 
conclusion-that the planning authorities should be prepared to undertake any necessary 
consultation with the main sectors of the population, in particular with the employers' 
and workers' organizations. 

An incomes policy suited to the requirements just outlined could in any case only 
be applied successfully if the development of monetary demand did not make it too easy 
for incomes to increase excessively. Member countries with high balance of payments 
surpluses are naturally more or less exposed to such potential dangers. They are a source 
of anxiety at present in France, where repatriation from Algeria has also led to an influx 
of liquidities which it is difficult to measure, and to the release of savings which are partly 
being spent on consumption. Here there is every reason to adopt a policy of deliberately 
limiting that growth of short-term operational borrowing which facilitates the financing 
of excessive wage increases and encourages the raising of prices. The French Govern
ment in fact took measures of this kind at the end of February, endeavouring .at the same 
time to ensure that investment credits should not be affected. It may, however, be asked 
whether measures should not be taken to give even greater encouragement to savings, 
particularly by workers and to improve contacts between markets for short-term and 
long-term investment of savings. 

In general, the authorities endeavouring to counter the tendency for prices to rise 
in the Community would be well advised to refer to the views expressed by the Economic 
Policy Committee in the autumn of 1962. The Commission has adopted the Committee's 
suggestions and forwarded them to the member countries in the form of recommendations. 
The Committee stresses that in those sectors where there is excess demand a policy of 
curbing its expansion should in fact be pursued. In some member countries this should 
be done especially by pressure on consumer demand-primarily through the income policy 
referred to-and on building-by cutting back both State subsidies and direct State 
expenditure on surface construction. On the other hand the Committee does not consider 
thQse fiscal and credit restrictions opportune which would militate against investment by 
enterprises. 

The Committee also recommended action to increase supply and to improve its 
elasticity. Among measures to serve the first purpose, the Economic Policy Committee 
attaches value to facilitating imports by reducing customs duties in trade both within the 
Community and with outside countries : within the Community under Article 15 (2) of the 
Treaty, and on imports from the outside world by joint decisions to reduce rates of duty 
under the common external tariff on the basis of reciprocity. Autonomous advance 
reductions of internal customs duties can be made relatively rapidly. In view of the fact 
that the demand/supply situation for the same goods still varies from one area of the 
Community to another, such a policy can make an essential contribution to improving the 
balance in some member countries. 
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Policy on trade with the outside world should also continue to be liberal. Ilere 
the Community can already point to several measures already in force. Italy and France 
have recently taken new steps to liberalize their trade; with very few exceptions imports 
of manufactures into the Community from non-member countries are fully liberalized; 
allowing for actual and foreseeable amendments, the incidence of the common external 
tariff over the Community area as a whole is lower than that of the previous tariffs of the 
member countries; all the measures by which the member countries have sought to liberal
ize capital movements among themselves have been in their essentials extended to non
member countries. The common agricultural policy, which must necessarily have certain 
protective effects, not least because of the farm policies followed in some important non
member countries, is in any case more liberal than the previous policy of the individual 
member countries. It puts an end to the protectionist barriers between them. As to its 
effects on non-member countries' exports to the Community, what has so far been created 
-the organization and procedures of the common agricultural policy-is in itself com
pletely neutral. It is a machinery which can equally well serve liberal or protectionist 
ends. Whether or not imports fall in the long run to any marked extent depends mainly 
on the price policy decisions to be taken by the Community. In the end high Community 
prices for cereals will have a restrictive effect on imports : this also holds good for the 
imports of livestock and livestock products, where prices depend directly or indirectly 
on the Community's price arrangements for cereals. It is clear that relatively high farm 
prices are also undesirable for such economic policy reasons as the stabilization or stability 
of the general price level in the Community. 

In general it may be said on the question of import policy that measures which 
encourage import~'! should not be rejected simply for fears that they will further inhibit 
the propensity of undertakings to invest or even endanger the balance of payments. If 
rising prices and costs are not energetically countered by these means too, they will be all 
the more likely to maintain their momentum and later lead in fact to an undesirable drop 
in investment or to serious balance-of-payments difficulties. 

In the present economic situation it is obvious that measures which might hamper 
imports and thus make internal price rises more likely are not without their dangers. 
Even if fiscal or other reasons provide legally valid arguments for increasing the taxes on 
imports-how far this is the case is not at issue here-it must nevertheless be noted that 
such measures at the present time could make the economic situation more difficult. 

The characteristic feature of the present and probable business trends in the Com
munity is not, however, just the existence of price problems but, as has often been pointed 
out, the coupling of these problems with the sluggish trend of investment by enterprises. 
For some member countries the estimated changes in the annual figures f<>r 1963 as 
against 1962-although still denoting some rise for the year__;;_already mean that a down
turn in business must be expected in 1963 particularly towards the end of the year. The 

.. danger of this trend continuing in 1964 cannot be entirely excluded. This would mean 
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that, taking the year as a whole, the decline in the growth rate of investment by enter
prises which has been going on since 1961 would give way to shrinkage in absolute terms. 

In this connection the future trend of business in the non-member countries seems 
to be important. If the United States and British Governments-the former in partic
ular-do not succeed in really getting their national economies off the ground by the end 
of 1963, the direct and indirect effects of a more or less stagnant trend in the economy of 
these countries could again impair the propensity of Community enterprises to invest. 
It is not yet certain that reflation policy in the countries referred to will not again be 
hamstrung by balance-of-payments considerations. 

In these circumstances the expansionary forces within the Community itself acquire 
increased importance. If there is to be further favourable economic development, and 
in particular if investment in the Community is to be underpinned, the ,EEC factor", 
i.e. the driving force generated by the progressive implementation of the customs union 
and the economic union, by the rapid expansion of internal trade and, in increasing , 
measure, by the development of common policies in the most varying fields, particularly 
investment, must continue to operate. 

The authorities in the Community responsible for economic policy will also have 
to keep a close eye on the way investment by enterprises is developing and, where necessary, 
to take action to support it. In most member countries, however, there is at present no 
call for such action, since investment trends cannot yet be foreseen with sufficient cer
tainty and since, in the short run, the expansion of other elements of demand is at present 
sufficient to ensure general economic growth. But even if a relative fall in directly pro
ductive investment is considered to some extent as a structural phenomenon-in the 
sense of a shift in the use made of the national product : increase in the share of con
sumption, return of economic growth to normal after the very rapid expansion in the first 
fifteen post-war years-it will none the less be necessary to see that this shift does not go 
too far if adequate expansion of the national product and full employment of the factors 
of production are to be ensured in the longer run. In this connection it must be remem
bered that the effects of rapid technical progress-which, from the economic angle, greatly' 
shorten the life of capital goods-increase the importance of replacements. The result 
is that today a relatively high gross investment ratio is needed to achieve the net invest
ment required for adequate growth. 

Whatever happens, any appreciable absolute decline in investments by enterprises 
will have to be prevented, the more so as it could have cumulative effects which would 
also taken the drive out of private consumer spending. Even if this did not occur, a fall 
in directly productive investment would in any case limit the real growth possibilities of 
supply-and this would inevitably result in an even greater tendency for prices to rise. 
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Although in the aggregate there is still excess demand in various member countries, 
the outlook by sectors (consumer goods and services on the one hand and capital goods 
on the other) differs quite widely, at least if present business trends continue, and it would 
be not at all illogical or even "inflationary" to envisage measures to stimulate demand for 
capital goods should investment activity in fact weaken very greatly. The rise in prices 
and costs which was not prevented earlier-when there was still time-cannot be halted 
simply by allowing a considerable shrip.kage of investment by enterprises. 
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A. Federal Republic of Germ~y 

Economic expansion continued throughout the fourth quarter of 1962 and into 
1963, although the cold spell greatly hampered activity in sectors dependent on the 
weather. Exports were once again somewhat more lively. The decline in the expan
sion of private investment came .to a temporary halt. Public expenditure on invest
ment and on consumer goods rose sharply. On the other hand, the vigorous expansion 
of private consumption levelled off a little. 

Despite continuing tightness in the labour market, production rose appreciably. 
In the fourth quarter industrial production was 5.8% higher than in the corresponding 
period of the previous year. Imports continued to expand vigorously, though the 
reduction in the surplus on current transactions was not quite as large as in the pre
vious quarter. Prices stiffened again, especially in construction and the consumer 
goods sector. 

In the fourth quarter trade showed a surplus of about DM 950 million; but 
current payments (i.e. including services and unrequited transactions) showed a defi
cit in excess of DM 500 million. The official gold and foreign exchange reserves 
remained virtually unchanged, but only because at the end of the year the commercial 
banks temporarily repatriated considerable foreign holdings. 

Continued expansion is likely to be characteristic of developments in 1963. 
The slight tendency for exports to rise may well continue for the time being. JVhile 
at the end of the frost period investment in construction, especially in housing and in 
the transport side of civil engineering, will again show a lively increase, a further 
slowing down in the expansion of equipment investment by enterprises must be ex
pected. Public and private consumer expenditure is likely to rise vigorously, even 
though at a somewhat slower pace. 

There will probably again be a tendency for production to rise, although the 
number in -employment is unlikely to increase and working hours may be further 
shortened. The rate of expansion of commercial imports might slacken, owing in par
ticular to a fall in agricultural imports. The price trend will probably continue 
slightly upwards mainly as a result of rising costs but also because of a rise in the rates 
for certain public services and in rents. 

On the whole this outlook is in line with the forecast made in the last Quarterly 
Survey (4-1962). It would seem that industrial production for the whole of 1963 is 
likely to increase by 3.5-4 % over that for 1962, while theGN P at constant prices will 
probably go up by a good 3.5 %. 
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1. Recent developments 

In the fourth quarter of 1962 exports of_goods and services moved upwards a little 
more briskly than in the preceding quarters. According to the foreign trade statistics, 
the value of the goods exported was 6 % higher than a year earlier (in the third quarter 
the rise had been 3.3 %), products of the investment goods industries, especially auto
mobiles, accounting for the major part of the increase. In January exports fell a little 
below the level of January 1961, partly because of the bad weather conditions and the 
effects of the American dockers' strike. 

Domestic expend~ture continued to give a considerable boost to employment and 
production. Gross fixed asset formation showed a further tendency to rise. To judge 
from the imports of investment goods and turnover in the typical investment goods in
qustries, there was in the fourth quarter no further weakening in the expansion of equip
ment investment by enterprises. This cannot, however, be in any way interpreted as a 
revival in the propensity 'to invest; managements continued to show great reticence in 
planning and in ordering new investment goods. Although the early onset of severe 
winter weather noticeably hampered construction, investment demand continued to 
expand very briskly in building and construction. 

Public expenditure on consumption again increased very appreciably-especially 
because of a considerable rise in defence expenditure, and of new wages and salary in
creases (in. addition to an increase in civil service pay which amounted in practice to 
5.5%-6% and took effect from 1 January 1963, a non-recurrent special allocation of 30.% 
of basic salaries was paid out in December). 

Though private consumption continued to rise strongly, its rate of expansion 
declined. In the fourth quarter the value of retail trade turnover was only 6 % above 
that in the corresponding period of the previous year, while its volume increased by only 
3.3 %. The corresponding increases in the first half year had been a good lO % and 
almost 6 %-

This easing was only in part due to the way incomes developed; there was certainly 
a rise in the ratio of savings to incomes. It is true that the year-to-year growth rate of 
agreed hourly wages fell from 8.1 % in the third quarter to 7.3 % in the fourth, but this 
easing is not yet reflected in the expansion of actpal earnings. Nevertheless, the expan
sion of total incomes may have become a little less marked because of the slower pace at 
which employment is rising and of some slowdown in particular income transfers. 

. - . 

The early onset of unusually severe frost this winter brought with it a considerable 
increase of seasonal unemployment. At the end of February the number of unemployed 
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SUPPLY AND USE OF RESOURCES - GOODS ANf> SERVICES 

1962 

1963 

Change in volume in relation to the preceding year 

Supply 

Estimated 

Forecast 
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% 
Use of resources 

fT'7:1 Gross National 
~Product 

Fixed investment 

.Imports Public consumption Exports 

The width of each column corresponds to the aggregate value for the preceding year. Excluding 
West Berlin. 
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was 401 000, or 144 000 higher than a year earlier. In this connection it should be noted 
that unemployment statistics do not include construction workers receiving bad-weather 
money. None the less the underlying tendencies in the labour market still reflected 
relative tightness, due amongst other things to the continued shortening of agreed working 
hours. Workers released from certain branches of industry as a result of rationalization 
or a weakening of demand had no great difficulty in finding alternative employment. 
At the end of December 1962 the number of wage and salary earners was 1.8 %higher 
than in December 1961. 

Despite this, there was little increase in the numbers employed in industry. 
Nevertheless, industrial production continued to expand. it would appear from the 
Federal Statistical Office's index of output per working day that it even reached a growth 
rate of 5.8 %for the fourth quarter; this means that for 1962 as a whole the increase was 
4.7 o/o. However, in the course of the year the divergence in trend between one sector 
and another grew visibly greater. In the fourth quarter output of investment goods 
was only 1.6 % better than a year earlier, while the production of consumer goods was 
up 7.6 %· 

Imports of goods and services again expanded vigorously. Although agricultural 
imports had been declining for some time, total imports of goods for the last quarter of 
the year were still 9.2 % higher in value and 10.4 % greater by volume in 1962 than in 
1961. In the third quarter the year-to-year growth rates had reached almost 10.8 % 
(value) and 12.7 % (volume). Imports of finished goods alone were even 26 %higher in 
value than at the same time last year. However, :this includes the greater part of Govern
ment imports. In January, imports were barely 3 % above those of a year earlier. 

Although in some sectors the demand/supply situation is improving or is already 
in a state of equilibrium, the level of prices has been rising further, not least because of 
mounting costs. While on the whole agricultural and industrial producer prices showed 
marked stability until the cold spell, building prices have climbed very noticeably. In 
February the price index for the building of houses was 6.9 %up on a year earlier. The 
cost of living has also gone up, not only because prices for foodstuffs and services have 
stiffened but also because the average of industrial consumer goods prices has continued 
to creep. In January the cost-of-living index was therefore 3.6 % above that of Jan
uary 1961. 

In the fourth quarter of 1962 the balance of current foreign transactions again im
proved a little, largely for seasonal reasons. As in the previous quarter, the trade balance 
alone closed with a surplus of some DM 950 million. Nevertheless, current items, which 
include services rendered without payment, showed a deficit amounting to more· than 
DM 500 million, following upon a deficit of DM 500 million in the previous quarter and a 
surplus of DM 100 million in the fourth quarter of 1961. 
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The overall balance of payments revealed an even greater deficit; in addition to 
the deficit on current account there was also a deficit in capital movements (including the 
residual items not covered by statistics) amounting to some DM 700 million. Therefore, 
in the fourth quarter the sum total of the--gold and foreign exchange reserves held by the 
banking system (Deutsche Bundesbank and the commercial banks) was reduced by 
DM 1 100 million. Practically the whole of this loss was sustained by the net foreign 
exchange position of the ordinary banks who, as part of their Window-dressing, tempora
rily repatriated some of their foreign holdings at the end of the year. Despite these 
transactions the Bundesbank's reserves remained unchanged. 

Despite this the general effect of developments in the balance-of-payments situation 
was again to expand bank liquidity circulation, because official payments abroad not 
financed from money in internal circulation were higher than the deficit in the balance of 
payments. None the less these effects have for some time been much less than in the 
y.ears when-if the considerable official payments abroad are not taken into account
there were very high balance-of-payments surpluses. While bank liquidity was held in 
check, amongst other factors, by the rise in minimum reserves caused by the increase in 
liabilities-the minimum reserve rates were not themselves put up-a contribution to 
liquidity (the first of its kind for several years) was made in the fourth quarter by those 
cash transactions of the public authorities which exert an influence on the internal situation. 

The overall cash deficit (including foreign payments) of the Federal Government, 
. the Equalization of Burdens Fund and the Lander amounted to DM 2 500 million in 
the fourth quarter as against DM 1 500 million in the fourth quarter of 1961. 

The vigorous expansion of bank advances continued in the fourth quarter, the 
main emphasis again being on an extension of medium- and long-term credits to trade 
and industry. Owing to the narrowing of profit margins, business is increasingly depend
ent on bank credits to finance investment, especially as the issue of stocks is a difficult 
alternative in view of the present j!tock exchange situation. 

2. Outlook 

Though the expansion of demand, while still on the whole lively, has again been 
losing something of its impetus, the economic outlook for the conling months is very 
favourable. It is likely, however, that expansion will stem even more than hitherto from 
e:x;I>~nditure on consumption,. 

The slight upward move in exports registered in the fourth quarter of 1962 may, 
none the less, resume with the beginning of spring. Recently, orders from abroad seem 
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to have been increasing slightly. In the fourth quarter they were 4% higher than a year 
earlier and in value equalled deliveries for the quarter; in the third quarter the correspond
ing figures ,had been -1 % and -7 o/o. It is also possible that after the end of the 
American dock strike exports to the United States may pull up again, not least because 
of arrears in deliveries caused by the strike. 

In the course of 1963 a considerable slowdown is to be expected in the expansion 
of equipment investment by enterprises. An inquiry by the Ifo Institute into investment 
plans shows that for 1963 an increase of 3 % can be counted on for gross fixed asset for
mation in industry; investment for rationalization will again account for a growing 
proportion of the total. The reduction in domestic orders being received by the invest
ment goods industry is a further indication that investment activity will tend to level off. 
In the fourth quarter these domestic orders had been more than 3 % lower than at the 
corresponding time in the previous year and about 11 % below the domestic turnover 
for the period-in mechanical engineering the figures were even 13 % and 20 o/o. If, 
nevertheless, a slight increase over the year can be counted on for equipment investment, 
this is because the backlog of orders is still fairly high. In mechanical engineering they 
provided, at the end of December 1962, for 5.7 months of production as against 7.2 months 
in December 1961 and 3.8 months in December 1959. 

Despite the damping measures taken by the Fedetal Government, expenditure on 
investment for building is likely to go on mounting noticeably. The hesitant investment 
policy of enterprises meant that fewer licences for industrial building were issued in the 
fourth quarter than in the corresponding period of the previous year; on the other hand, 
there has been a rise in the seasonally adjusted figure of orders in the housing sector, 
where the backlog of 785 000 dwelling units at the beginning of the year may have been 
further increased by the reduction in building activity caused by the frost. Public orders 
for building-measured by cubic content of the buildings-were in the fourth quarter 
12 %higher than a year earlier. Construction work in the transport sector also can be 
expected to increase considerably. 

The vigorous expansion in public expenditure on consu~ption is likely to continue 
at an only slightly reduced pace. Private consumption, too, will go on mounting vigor
ously. However, the rise in total income from wages and salaries will probably be some
what slower in the coming months. In the first place, the increase in total employment 
may turn out to be markedly smaller than last year, because domestic labour reserves 
have been virtually absorbed and the recruiting 'of foreign labour is becoming increasingly 
difficult. Secondly, wage increases are not likely to be quite as high as in the previous 
year-partly because collective agreements have been extended, but also because some 
restraint is being shown in wage demands and concessions. 

Since, for reasons already given, the rise in the number of employed will be feebie 
and will be more than offset by a reduction in the number of hours actually worked each 
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week and by the introduction of longer holidays, the expansion of output will-apart from 
the influence exerted by demand-depend largely on greater productivity. It is likely 
that advances in productivity will continue to be considerable in view of industry's 
efforts at rationalization, so that industrial production will maintain its upward trend, 
especially since the frost has caused considerable arrears in sectors which depend on the 
weather, particularly in those supplying the building industry. Because of the diffi
culties at the beginning of 1963, the volume of construction D;lay well rise a little less as 
compared with 1962 than would have been the case under normal weather conditions. 
It is hardly to be expected that all the arrears can be made up. 

Expansion in commercial imports is likely to fall off further, largely because of a 
decline in the import of foodstuffs. 

Although, with the exception of the building market, demand and supply are 
tending towa.rds a better balance, the tendency for prices to increase may continue; this is 
largely due to the fact that wage-costs per unit of output are still rising, though perhaps 
not as markedly as last year. Also there is reason to expect that the charges for anum
ber of public services will be raised and that rents will go up as a result of the partial 
decontrol of housing. 

Since this outlook does not differ in essence from the forecast made in the fourth 
Quarterly Survey for 1962, the reader can be referred to the conclusions drawn in that 
report with regard to policy. These suggest that there is no immediate reason for any 
general measures of credit and financial policy to curb or stimulate demand. Specific 
action should be taken in two directions : first, the rise of costs and prices should be 
damped down by putting a brake on the expansion of demand in those sectors which must 
still be regarded as "overheated" (this applies in particular to the building sector, on 
which, incidentally, the public authorities themselves exert great influence, so that it 
should be relatively easy to co-ordinate the necessary measures); at the same time imports 
should be further encouraged, especially by making use of the still considerable scope for 
the reduction of duties on imports from other Community countries, and, finally, endeavours 
to work out an incomes policy should be redoubled and expedited, so that within this 
policy the rise of cost incomes can be curbed. This in turn would work in the second of the 
directions referred to, in other words it would help to support the propensity to invest. 
Failing this, there would be a risk that in certain circumstances, such as continued weak
ness in the world economic situation, various measures would after all have to be taken to 
prevent a fall in investment by enterprises. In this connection it should be realized that 
these measures would then be taken at a time when the level of costs was higher than it 
would have been had a reasonable incomes policy been applied. The implications, 
especially for the longer term stability of the value of money, must be obvious. Finally, 
it should be pointed out that credit and capital market policy-and in particular the 
latter-should continue to be directed towards maintaining or creating favourable con
ditions for the financing of investme.t1ts by enterprises. 
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On the whole the forecasts for 1963 which the Commission had made at the end of 
1962 tally with those contained in the recently published "Wirtschaftsbericht der Bundes
regierung" (Federal Government Report on Economic Trends and Prospects). That 
Report presents current economic problems in much the same light as the Commission 
and arrives at certain views on the attitude that should be adopted in this context by the 
Government and the more important sectors of the population. The document does not, 
however, report on specific measures or action, taken or proposed, for dealing with each 
of the problems in accordance with the views expressed. It would be most useful if actual 
policy were now brought into line, as far as possible, with the objectives set. This task is 
facilitated by the exactness which distinguishes the Report with its quantitative forecasts 
in terms of national accounting. On the othe~ hand it is this time made more difficult 
to put such a policy into practice because the Report was drawn up at a decidedly late 

;tage and the main local authorities and boards and the representatives of the more im-
' portant sectors of the population (especially employers' and workers' organiza~ions) have 

not yet been consulted. The Community's Economic Policy Committee has on several 
occasions recommended this latter action in particular. 

3. The economic situation in West Berlin 

In 1962 economic expansion in West Berlin slackened noticeably more than in the 
Federal Republic. This is probably only to a minor extent due to the trend of demand. 
Bottle-necks on the supply side played a decisive part, especially the shortage of labour 
which was even more stringent than the already very tight situation in the Federal Repub
lic. When the Soviet-occupied part of the city was sealed off on 13 August 1961, some 
50 000 persons working in West Berlin but living in the eastern part of: the city and 
-representing about 5.5 % of the dependent labour· force, were cut off overnight from the 
West Berlin economy. Though in 1962 a considerable number of persons moved from 
the Federal Republic to Berlin-many of them encouraged by an increase in the income 
tax preference-this was not sufficient to meet the labour requirements of the West 
Berlin economy. 

As a result, industrial production increased by barely 2 % in 1962, as oompared 
with 9% in the previous year. The rate of growth increased from just under 1'% in the 
first half of the year to more than 3 % in the second, in which the loss of the workers 
coming from East Berlin no longer played the same role statistically as in the first, when 
its full impact was felt. The GNP at constant prices has probably increased by a ~ood 
2 %, as compared with 6 %in 1961. 

As for the further outlook in 1963, there is good reason to believe that the expansion 
of the GNP in real terms will again become compara~le with the growth rate in the Federal 
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Republic. Though in contrast to what happened in the Federal Republic overall orders 
received by West Berlin industry in 1962 fell by almost 10 % below the 1961 level, the 
backlog of orders is still fairly heavy. It is also likely that the Feder,al Government's 
programme of economic support for West Berlin, which is intended to compensate the 
political and economic disadvantages inherent in the city's position, will take greater 
effect. This programme not only encourages investment through increases in the existing 
tax privileges, but by raising wages and income tax preferences and by granting other 
kinds of financial relief it endeavours to make West Berlin more attractive to workers 
from West Germany. 
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B. France 

Economic expansion continued in the fourth quarter of 1962 and, as far as can 
be seen at this juncture, in the early months of this year. Foreign demand made little 
contribution to economic growth, but domestic demand continued to rise vigorously, 
with the main driving force shifting even more clearly than hitherto from investment to 
consumption. Disposable income of households probably increased more rapidly, 
owing in the main to the continued vigorous growth of wage rates coupled with larger 
numbers in employment. 

In general supply has been able to follow demand without mU£h difficulty. In 
the fourth quarter of 1962 industrial production was up about 7.5% on the correspond
ing period of the previous year. Imports also rose very vigorously. 

Prices again showed a clear advance. Much of the rise was due, it is true, to 
the scarcity of certain farm prodU£ts caused by weather conditions, but wage costs also 
increased again. These increases were in part passed on to the consumer, particu
larly in those sectors where the upward pressure on prices was encouraged by the 
expansion of demand. 

Although the balance of trade with countries outside the franc area tended to 
grow worse, the basic balance of payments was again strongly favourable, with the 
result that the official gold and foreign exchange reserves rose, despite further advance 
repayments of foreign debts, by $80 million. 

The outlook for the further growth of p:roduction and employment is on the 
whole good. Nevertheless, there are signs that the individual factors of demand are 
not developing evenly. The expansion of exports, for example, may remain decidedly 
weak, and the formation of j,xed assets by private undertakings may also grow less 
rapidly. Against this the existing programmes of public enterprises and, in partic
ular, of the State continue to maintain high growth rates for expenditure on con
struction and equipment. Private consumption will increase more rapidly than pro
ductive investment and the national product. At the same time the expansion of 
income responsible for this trend means that the upward pressure on production costs 
will-be maintained. Rising price trends may therefore be expected to continue, partic
ularly in those fields--private consumption and construction-where supply possi
bilities are limited or demand is growing rather too rapidly. 

On the whole this prospect tallies with the.forecasts given in the last Quarterly 
Survey for the full year 1963. In relation to 1962 the real gross national product 
should be up about 5 %, and industrial production about 6 %. Investment by private 
undertakings might rise somewhat less and private consumption somewhat more than 
was forecast, and it will be more difficult to keep prices stable. 
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1. Recent developments. 

Foreign demand has made little contribution to the French economy in recent 
months. Customs Statistics no doubt show, it is true, that the value of goods exported in 
the fourth quarter of 1962 was 3.7 %higher than in the corresponding quarter of 1961, 
whereas in the t"fo preceding quarters it had been down. This was however exclusively 
attributable to the unusually high October figures, which were in part explained by 
seasonal shifts. ·. Towards the end of the year certain tendencies to weakness again 
emerged. At the same time an important change occurred in the breakdown of exports 
by area : deliveries to the franc area, in particular Algeria, recovered from their low ebb 
in the third quarter of 1962 and became stable at a higher level. Against this the growth 
of exports to the countries outside the franc area seems to have come to a halt and even
for the time being at least-to have given way to a decline. 

Domestic dem~nd continued to rise vigorously, perhaps even rather more quickly 
than before, in the fourth quarter of 1962, and all the signs suggest that this rise has lasted 
into the early months of 1963. It became increasingly evident that consumption by 
households was the driving force of expansion, while the investment activity of private 

- enterprises reflected some hesitation and investment in general was adversely influenced 
by the exceptional weather conditions experienced this winter. 

Housing was without doubt the branch hardest hit by the early onset of frost, which 
occurred just when a supplementary programme to provide accommodation for repat
riates from Algeria had begun. The total number of dwellings started and completed in 
recent months was almost certainly below the level of a year earlier. Civil engineering 
work for public authorities also had to be suspended earlier than usual. Taken as a 
whole, however, the underlying trend of gross fixed asset formation continued to be 
upward. On the one hand the implementation of priv~tte industry's 1962 investment 
programmes probably caused even higher spending; on the other, investment of enter
'[wises under public ownership increased steadily; as required by the directives of the Fourth 
Plan. Finally, direct investment by the State went up quite considerably, in line with 
the forecasts made in the budget estimates. 

Apart from the fairly considerable build-up in reserv~s of some farm products, 
investment in stocks probably provided no special stimulus in recent months. It would 
seem that industry is still hesitant about adapting its holdings of raw materials and semi
products to growing production. Stocks of manufactured goods held by manufacturers 
and by dealers further declined under the pressure of heavy demand. 

The already quite vigorous expansion of private consumption gathered further 
momentum at the end of 1962, and the turnover of the Paris department stores in the 
fourth quarter was no less than 17 %above the corresponding figure for the previous year. 
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SUPPLY AND USE OF RESOURCES - GOODS AND SERVICES -

Change in volume in relation to the preceding year 

% 
1961 Supply Use of resources 

1962 Estimated 

1963 Forecast 
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r.7'TT1 Gross National 
bd Product 

• Private consumption Fixed investment 

• Imports Public consumption Exports 

The width of each column corresponds to the aggregate value for the preceding year 
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Provincial centres, where population increase was particularly heavy as a result of immi
gration from Algeria, reported even higher rates of increase. The basis for this spending 
was a probably equally speedy increase in the disposable incomes of households. Hourly 
wages, which at the beginning of the fourth quarter of 1962 were already 9 % higher than 
a year earlier in private industry and 12 %in State enterprises-again rose appreciably. 
Wage rates in public services also increased in recent months and special one-time bonuses 
were granted. The speedier growth in the number of persons in employment also played 
a part. Since transfer incomes, too, rose markedly-not least as a result of the decisions 
thus far made under the "national income policy"-mass incomes in the fourth quarter of 
1962 were well above the level of the previous year. 

In recent months supply has had little difficulty in following this expansion of 
demand. 

In agriculture, however, the unusually cold winter weather had a very adverse 
effect on crops. Against this, there was probably a further clear rise in livestock pro
duction. Because of insufficient fodder supplies meat was sometimes very plentiful, and 
official stockpiling agencies were obliged to take up large quantities from the market. 

Industrial production increased a little more rapidly. Whereas the growth rate 
'according to the seasonally adjusted INSEE index was 2 %in the September quarter, it 
was 2.5 % in the fourth quarter-in each case compared with the preceding three months. 
In the last quarter of 1962 the rise was about 7.5 %over October-December 1961. 

This relatively high elasticity of industrial production is primarily attributable to 
the fact that demand advanced more strongly in those sectors which had not been working 
to capacity and where there was room for considerable advances in productivity. More
over, with the heavy influx of repatriates from Algeria and the first early releases from 
military service, it became somewhat easier to step up numbers in employment. In any 
case the proportion of undertakings which reported that business was hampered by labour 
shortages declined slightly towards the end of the year, though no thorough-going easing 
of the situation on the labour market is yet to be noted despite the very appreciable in
crease in the civilian labour force. The number of posts to be filled remains quite high, 
since persons looking for work are often unsuited to the jobs offered, either because their 
skills are not those required or because they live in the wrong places. 

In recent months supply from domestic production has been increasingly supple
mented by imports, particularly from countries outside the franc area. Customs sta
tistics show that imports of goods in the fourth quarter of 1962 were up about 1~ % to 
13 % by volume on the same period last year. In particular, imports of consumer dura bles 
rose very strongly if seasonal factors are left out of account, while the advance in imports 
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of capital goods was clearly slower. Imports of semi-products and raw materials again 
showed a modest degree of expansion. 

Despite the speedier expansion of production and the vigorous increase in imports, 
the upthrust of prices has become even stronger in recent months. Between September 
and December 1962 the level of consumer prices went up about 1.9 %, and was thus some 
4.6 %higher .than at the end of 1961. Increased prices for certain foodstuffs, which were 
largely attributable to unfavourable harvests and the early onset of frost, played a large 
part in this process. But the prices of a number of industrial products-in particular 
consumer durables-and of certain services also showed a more marked upward trend. 

The vigorous increase in imports combined with a feeble upward development 
trend in exports to produce a further deterioration in the balance of trade. For the first 
time since 1958 the adjusted figures again showed deficits, although in the fourth quarter 
the traditipnalsurplus in trade with the franc area was restored. The tendency for defi
cits to develop on merchandise trade with couhtries outside the franc area did not yet 
seriously affect the balance of payments reckoned on a cash basis. Surpluses on current 
account continued high and, since private net capital imports remained quite large, a 
further $150 million of public external debts were repaid in the fourth quarter of 1962-
in most cases ahead of time-while official gold and foreign exchange reserves were in
creased by $80 million. 

It was not only the payments situation-and the probably continuing repatriation 
of funds from the franc area-which swelled the amount of money in circulation; the cash 
transactions of the public authorities also played a part. In fact the surplus of Treasury 
expenditure in the fourth quarter of 1962 was probably greater than in the corresponding 
period of 1961. In addition it was financed exclusively on a short-term basis-in the 
main by issuing Treasury bills. Bank advances to industry and private customers also 
increased more vigorously. The volume of short-term and medium-term credit outstand
ing rose in the fourth quarter by FF 5 800 million, compared with just FF 4 600 million 
in the corresponding period of the previous year : at the end of December 1962 it was 17 % 
higher than at the end of 1961. At the same time industry again stepped up its demands 
on the capital market both by increases in capital and by the issue of fixed-interest
bearing securities. 

2. Outlook 

The way the economy has been shaping in recent months does not indicate any 
change worth mentioning in the outlook for the year 1963 as described in Survey No.4 of 
1962. Nevertheless, certain symptoms of some unevenness in developments have been 
becoming more evident. 
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It is, for instance, hardly possible to overlook the present weakness of exports. It 
is true that increased deliveries to the franc area are to be expected as the situation in 
Algeria returns to normal. But the prospects for exports to countries outside the franc 
area are fairly uncertain-witness the answers to the monthly EEC inquiries from business
men. The situation continues to be hesitant in major importing countries, whereas the 
domestic market promises favourable sales possibilities in important sectors; rising prices 
and costs may also be beginning to act as a damper on exports. 

There is no doubt that internal demand will expand very strongly in the coming 
months, although total gross :fixed asset formation will probably lose some of its momen
tum. When questioned in November last year by the INSEE Institute about investment 
plan~ for 1963, private enterprises generally gave more pessimistic replies than a year 
earlier. But the economic factors which continue to cause private industry to spend 
heavily on expanding and rationalizing plant-i.e. rapidly growing private consumption 
and constant pressure of costs-have scarcely lost anything of their importance in recent 
months. An upward revision of investment programmes is therMore quite on the cards, 
the more so as the INSEE inquiry referred to took place at a time when special political 
factors were influencing the atmosphere. The programmes which provide for a continued 
increase in the amount expended by public enterprises for investment in building and 
equipment are in any case already laid down, and the same is true of direct investment by 
the State. Here however-as in housing moreover-the long winter freeze-up could cause 
delays which it will not be easy to make good later in 1963. 

The growth of private consumption should continue with at least the anticipated 
vigour, as the prerequisites doubtless exist on the income side. The appreciable increase 
in the civilian labour force will make it possible to step up employment rather more rapidly 
than hitherto, but it will not suffice to make any very noticeable impression on the upward 
trust of wages in the near future. In addition, further improvements in social benefits, 
especially family allowances and old-age pensions, are to be reckoned with at mid-year. 
It is also to be expected that the repatriates from Algeria and released soldiers, once 
definitely reintegrated into economic life, will spend part of their savings on consumer 
durables. 

This expansion of demand will continue to stimulate industrial production quite 
vigorously in the coming months. Industrialists themselves reckon that roughly the 
same growth rate will be maintained as hitherto, although this is not to say that some 
branches of industry-and construction as a whole-will not temporarily feel the effects of 
the severe cold wave. As the EEC business survey shows, order books are at preseq.t con
sidered much better :filled than a little time ago. The danger of production bottle-necks 
resulting from labour shortages seems to have abated, even though a certain amount of 
1'!train may still be experienced in particular areas or callings, especialy if working hours 
are further reduced by the introduction of a fourth week of holidays with pay: The 
scarcity of production capacity on the other hand seems recently to have :grown rather 
more acute. 
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Imports are likely to reflect the expected growth of total demand by expanding 
further. In particular, increased imports of manufactured goods may be expected and 
imports of raw materials and semi-products could take a rather more definite upward 
turn. 

The price level will probably again rise, even though the price of some farm pro
ducts is likely to be adjusted downward later in the year. In addition to the price in
creases triggered off by rising wage costs, some sectors, particularly construction and the 
markets for certain, private consumer goods, may experience upward price trends-con
ditioned mainly by demand. It is also possible that the tariffs of some public enterprises 
will be increased in the course of the year. It is true that in -other sectors-semi-products, 
capital goods-there is an unmistakable tendency for prices to ease or for the upward 
push to abate, but this hardly plays any essential part in the total picture. 

The last Quarterly Survey (4-1962) already included a discussion of the most 
import~nt policy problems resulting from the probable shape of the economy in 1963. 
These problems meanwhile have not lost any of their topicality. With the national pro
duct growing on the whole satisfactorily and full employment continuing, the main ques
tion is how to keep prices stable. However, in the longer prospect-i.e. over a period of 
years-any continuation of the present combination of economic factors/could involve 
growth problems. Consumption is tending to rise too fast in relation to investment and 
in the long run a new speed-up in the growth of investment by enterprises really seems 
necessary, since there might later be insufficient capacity to ensure an adequate increase 
in the gross national product (and thus in real private consumption). This is all the more 
the case as the present expansion of consumption is attributable to a trend in incomes 
which involves constantly rising production costs. It is true that this trend provid~s 
incentives for investment in the sectors producing goods and services for private con
sumption, but such incentives usually work only through rising prices in these sectors. 
In addition it is questionable whether they are always adequate to offset the negative 
effects which this cost trend exerts on profits and investment capacity in the other sectors. 

What is needed in the situation is a policy which counters excessive income in
creases and the upward push of prices while ensuring that the growth rate of investment 
by enterprises does not sink any further but rather rises again. Such a policy is difficult 
to apply. It cannot attempt to solve the first of the above problems by means of severe 
general monetary or fiscal restrictions, since this would run counter to the solution of the. 
second. On the other hand measures to curb short-term credit, the rapid expansion of 
which has certainly contributed to the rather precipitate growth of income, seem to be 
quite opportune. In fact the monetary authorities took various measures of this kind to 
curb expansion at the end of February when banks were recommended to restrict the 
increase in their total advances to 12 % during the next 12 months, without however 
limiting the expa~sion of medium-term credits-which are mainly used to finance equip-
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ment and construction-and of export credits. At the same time the special minimum 
reserve (coefficient de tresorerie) was raised from 32 % to 35 % with effect from 
31 March 1963 and interest on Treasury bills reduced to give the banks a further special 
incentive t() use their available credit in medium-term operations. 

Meanwhile, with the aim of damping down rising price trends, an endeavour should 
be made in the framework of the "national incomes policy" rapidly to harmonize claims 
on the national product, and in particular to moderate the expansion of the type of in
come normally spent mainly on consumer goods. This policy could be supplemented by 
selective measures in the most varied spheres : in the price field, by going beyond the 
temporary measures already taken, such as certain price controls and reduction of turn
over tax, and making imports cheaper (anticipated reductions of customs duties not only 
for certain types of fruit or vegetables but in particular for industrial goods also); in the 
manpower field, by facilitating the integration of the repatriates from Algeria into the 
production process through a crash programme of vocational retraining; in the financial 
and money and capital market fields, by giving greater encouragement to saving and to 
closer co-operation between the money and the capital markets. These last measures 
would also curb the upward thrust of private consumers' expenditure and make more 
finance available for long-term investment. 
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C. Italy 

Economic growth, which had been only moderate in the first nine months of the 
year, probably gathered momentum towards the end of 1962. Special factors were 
undoubtedly in part responsible for the relative weakness in the second and third quar
ters and the recovery in the last quarter, the strikes themselves, their loss of strength 
after a time, and the working off of the production backlog they had caused ; but the 
underlying trend also seems to have faltered and then to have picked up again some
what towards the end of the year. 

Foreign demand (apart from seasonal and random variations) re_mained slug
gish, although in the fourth quarter the special factors referred to caused quite a distinct 
increase in the seasonally adjusted figures for exports : the value of merchandise exports 
was some-6.5% higher than in the fourth quarter of 1961. · 

On the other hand a period of decline in investment was followed by a distinct 
recovery, at least where equipment investment was concerned. The special factors 
were certainly not the sole eause of this recovery, which also benefited from the vigorous 
increase in consumption by households that followed the appreciable eXpansion of 
mass incomes. Public consumption, too, expanded considerably. 

The way demand and the factors of production developed meant that, after a 
fairly long interval, industrial production moved forward again clearly in the fourth 
quarter when, according to the national index, it was 8.5 % higher than a year earlier. 
The numbers in employment continued to-advance appreciably. 

On top of this there was a further speed-up in the growth of imports, which in 
the fourth quarter Were as much as 23·% (in terms of val'l£e) above the corresponding 
figure for 1961. 

At the same time, however, the upward trend of prices became steeper towards 
the end of the year. This was due not only to the continuing increase in costs, but 
even more to the fact that several important foodstuffs were in short suppiy owing to 
the weather in the summer and autumn. 

The deficit on trade increased appreciably. Despite substantial net revenue 
from services, the overall balance of payments (as derived from foreign exchange sta
tistics) also closed with a deficit, as once again more capital left the country than 
came in. 
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, The outlook for 1963 is still decidedly expansionary. For the time being little 
extra boost can be expected from foreign demand, but it looks as though domestic 
demand will rise even more steeply, assisted by the recovery in investment already 
referred to. 

The upswing in private consumers' expenditure will continue, albeit at a some
what slower rate tkatn in the second half of 1962. Since there is not likely to be muck 
difficulty where the factors of productiOn are concerned, industrial production will 
again show a distinct increase. Given normal weather conditions for the rest of the 
year, the real gross natidnal product for 1963 could be some 6 % greater than in 1962. 
Imports will probably continue to mount vigorously and the deficit on trade might again 
become larger. The price level will probably be appreciably higher than in 1962, but 
with the kelp of appropriate Government measures the tendency for prices to rise will 
probably diminish as the year wears on. 

I. Recent developments 

In the fourth quarter, too, the trend in exports of goods and services again expanded 
only slowly and there was even a further reduction in the year-to-year growth rate for 
exports of goods (in terms of value), this time from 8.5 %in the third quarter to 6.5 % 
in the fourth. It should however be remembered that in 1961 there had been a 
particularly sharp increase between these two quarters. The seasonally adjusted figures 
for exports even showed a clear rise; but this was probably due, in the main, to special 
factors--fewer strikes and attempts to work off the backlog of orders left by earlier strikes. 

As a result of poor harvests, the important exports of farm products fell off sharply, 
but exports of machinery, appliances, vehicles and cloth,ing expanded considerably more 
than in the third quarter. Exports of services seem to have maintained their clear 
upward ltrend. 

Domestic demand; on the other hand, again rose appreciably. Here gross fixed 
asset formation clearly picked up after a lengthy pause. This applies at least to equip.: 
ment investment by enterprises. At any rate output and net imports of machinery and 
vehicles grew more rapidly in October/November than previously. Moreover, the year
to-year growth rate of receipts from the turnover tax on domestic purchases of machinery, 
appliances and electrical equipment, which had been falling since the beginning of 1961, 
rose to over 20 % in the fourth quarter. The EEC Business Surveys conducted by 
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!SCO-Mondo Economico during the same period revealed that the backlog of domestic 
orders in the investment goods industry was showing a distinct tendency to rise. Here 
too, however, the special factors mentioned earlier must also be taken into account. 

If seasonal factors are discounted, investment in building and construction also 
seems to have grown further in the same period. There was some recovery in public 
works, where activity had even been falling off in the first half of the year. Housing 
probably managed at least to maintain the more pronounced growth rate that had been 
apparent since the third quarter, and in the fourth quarter about 20.5 % more rooms 
were completed than a year earlier. In industrial and commercial construction, however, 
the corresponding increase dwindled to a bare 3 %, compared with 18.5 % in the third 
quarter. Home sales of building materials were 16.5 %up on the fourth quarter of 1961, 
after recording grow,th rates of 5.1 %and 7.5 %in the second and third quarters. 

Public consumption rose considerably, mainly because of wage and salary increases. 
The central government's outlay on behalf of active and retired civil servants went up 
considerably in the fourth quarter and was almost 27% greater than a year earlier (11.5% 
in the third quarter). Consumption by local authorities probably followed a similar trend. 

Thanks to a further substantial rise in employment and further-though smaller
wage increases private consumers' expenditure must have expanded distinctly. The 
output of industrial consumer goods was, it is true, only just over 6 % higher in the fourth 
quarter than a year earlier, against the 9 %increase recorded in the third quarter, but the 
year-to-year growth rate for the corresponding imports soared from 29.5 % in the third 
quarter to no less than 53 % in October/November. 

On the supply side, agricultural production suffered from the unusually bad weather, 
fruit and vegetables in southern Italy being particularly hard hit. 

Industrial production definitely gathered momentum and was 8.5 % higher in the 
fourth quarter than a year earlier (7.4 %in the third quarter). The seasonally adjusted 
index, which had been inclined to mark time since May, recorded a vigorous increase
about 4.5 % in the fourth quarter-and was still rising clearly in January 1963. This 
again was of course partly due to the fact that the wave of strikes subsided and the quite 
considerable loss of production they had caused in the previous months was partly made 
up. Output of investment goods in particular rose steeply since it was in this sector that 
the effects of the strikes had been most severe. 

Although heavier calls were made on production capacity it would seem that by 
and large there is ~till a sufficient margin. 
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SUPPLY AND USE OF RESOURCES - GOODS AND SERVICES 
Change in volume in relation to the preceding year 

1961 

1962 

1963 

Supply 

:-s..: 

_,Estimated 

• 

Forecast 
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'% 
Use of resources 

r:::TI 
l.ill.22J 

Gross National 
Product 

Private consumption Fixed investment 

• Imports - Public consumption Exports 

The width of each column correspon~s to the aggregate value for the preceding year 
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There was a further distinct increase in employment; according to the !STAT 
inquiry, there were at the end of October some 3.5 %more persons in paid employment 
than about a year earlier. Unemployment continued its downward trend but there were 
still shortages of skilled labour, and in some regions both skilled and unskilled. 

Domestic supply was supplemented by vigorously expanding imports of goods and 
services. Visible imports expanded even more rapidly than before and, according to 
foreign trade statistics, were some 23 % higher both in value and by volume in the fourth 
quarter than a-year earlier (19.3 %in the third quarter). This is all the more remarkable 
because growth had already speeded up appreciably in the third quarter, owing in no 
small measure to the tariff cuts in July and August. Imports of farm products and food
stuffs climbed very rapidly, weather conditions having led to poor results on Italian _.. 
farms. The foreign exchange statistics suggest that imports of services also went up 
more rapidly in the fourth quarter than in the previous six months. 

The upward price movement gathered pace in the fourth quarter. This trend 
continued into the early weeks of 1963, partly because of a fresh official increase of about 
20 %in fixed rents and 15 %higher railway fares for some passenger transport. · 

Consumer prices went up by 2.6 % between September and December 1962 and 
in the fourth quarter were 5.7 % higher than a year earlier. Food cost 3.5 % more 
owing to the severe setback in domestic production, particularly of fruit and vegetables, 
caused by the dry summer and the unusually hard winter which followed. On the other 
hand higher costs were mainly to blame for the further marked rise in the prices of many 
industrial products and services. In addition the price of cigarettes was substantially 
increased in order to swell tax revenue. Because of the continuing upward price trend 
the cost-of-living allowances based on the sliding wage scale agreements were put up in 
November and even further in February. 

With imports rising considerably faster than exports, the balance of trade dete
riorated more than was usual for the time of year. According to customs statistics the 
deficit was $417 million heavier in the fourth quarter and therefore almost two and a half 
times as large as it had been a. year earlier. The foreign exchange statistics show net 
revenue from services as being only just at the level of the corresponding 1961 period, so 
that the balance of current payments closed with a substantial deficit-something which 
had not happened at this season for many years. On top of this there was again a small 
deficit on capital transactions. 

Nevertheless, official gold and foreign exchange reserves mounted by $189 million 
in the fourth quarter, the banks running down their net holdings of foreign exchange by 
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no less than $500 million in the same period. They made ample use of the possibility, 
open to them again since November, of unlimited short-term borro$ng abroad, and were 
consequently able to retransfer substantial sums of foreign exchange [back to the monetary 
authorities in order to strengthen their own internal liquidity. :Itart of this, however, 
was the banks' customary practice of window dressing at the end oif the year. The pro
cess was reversed, although on a stnaller scale, in January 1963, causing official reserves 
to fall again by $128 million. 

The increase in official reserves and the fact that for the first time for a long while 
liquidity was pumped into the monetary system by government cash transactions, doubt~ 
less brought about an increase in banking liquidity which exceeded the effects of a further 
expansion of the volume of notes and coin in circulation. In January certain minimum 
reserve obligations were reduced or abolished and maturing long-term Treasury bills were_, 
paid out to the tune of about Lit.180 000 million, thus adding to the liquidity of the 
batking system. The bond market tended to settle down after November; the net yield 
on Government securities dropped from 5.3 %in September to 4.9 %in December, thus 
almost touching the level obtaining before quotations started to fall in May 1962. At 
the end of January 1963 the monetary authorities issued instructions which, by establish
ing stricter conditions for creditor interest rates, exerted a certain amount of pressure on 
the domestic' level of interest. 

2. Outlook 

So far there .is no indication that exports will pick up very briskly in 1963-at · 
.least not before next harvest. Industry's backlog of orders from abroad again dwindled 
considerably in the fourth quarter of 1962 and, according to the EEC Business Survey, 
a good 40 % of businessmen felt that orders were low. On the other hand there is no 
reason to expect a particularly unfavourable trend in exports : 50 % of the businessmen 
polled considered order-books normal and almost 10% even rated them high. Similarly, 
businessmen and economic experts questioned in the Mondo Economico's "Forum" 
Survey at the turn of the year viewed export prospects in the coming six months with, it 
is true, distinctly more caution than at the beginning and in the middle of 1962, but they 
were still relatively optimistic. In the second half of the year the further EEC cut in 
internal tariffs on 1 July and the anticipated better harvests in themselves could induce 
some recovery in exports. At the same time there will almost certainly be an appreciable 
increase in exports of services, especially since there is bound to be further substantial 
growth in revenue from foreign tourists because in many other countries consumption is 
one of the most expansionary elements in the growth of total demand. 

The outlook for internal demand is more expansionary. Gross fixed investment is 
likely to experience further appreciable growth, although probably at a lower rate than 
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at the end of 1962, when special factors influenced the situation. The EEC Business 
Survey carried out in the fourth quarter showed that producers of investment goods were 
more optimistic and, as things stand at present, this can only point to an acceleration in 
domestic demand for these goods. In addition, a special inquiry conducted by ISCO
Mondo Economico shows that businessmen intend to invest over 10% more in 1963 than 
in 1962, whereas a similar inquiry a year earlier had found that an increase of only 5 % 
was contemplated. In any case, a lot depends on whether a start is actually made on the 
many public investment projects and whether those. begun are carried out more rapidly; 
there is much to indicate that in 1963-an election year- this will be the case. 

In addition, there are also signs of an appreciable increase in public consumption, 
such as the recent supplementary budgets and the increase of almost 20 % in the estimates 
of expenditure for the budget year 1963/64. 

Although the outlook for mass incomes-and consequently private consumption 
as well-also continues to be one of expansion, the rate of growth may become decidedly 
slower : longer-term collective wage agreements covering important industrial sect~rs 
were already concluded last year, and although the agreement signed for the metal pro
ducts industry in February provided for substantial wage increases, certain payments had 
in fact already been made during 1962. Nevertheless, further wage claims can be ex
pected this year too, especially in construction, agriculture and commerce; civil servants 
are also due for further rises. Finally, pensions for farm workers were recently put up 
with retroactive effect from 1 July 1962. 

This outlook for overall demand, especially domestic demand, suggests that in
dustrial production will continue to expand appreciably. The same applies to the output 
of building and construction, although here the exceptionally bad weather in the early 
months of the year might affect the annual figures. All in all the expansion of production 
will probably be possible without causing undue strain on the factors of production. 

Domestic supply will again be supplemented by a vigorous rise in imports. Despite 
the high elasticity of total supply, prices will probably still show some tendency to rise. 
This will be due in part to the poor output from the farms in 1962 and at the beginning 
of 1963, in part to the continuing rise in unit co'sts being passed on to the consumer. 
However, the rise in prices is likely to lose speed. The upward trend in costs might be 
somewhat weaker and at the same time it is possible, always supposing that weather con
ditions are normal, that the prices of important farm products will fall a little. 

Given this outlook for exports and imports, a larger deficit will probably be recorded 
again in the balance of trade. There n:iight even be a small deficit on current transactions 
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for the first time in five years. It is particularly difficult to predict how the overall 
balance of payments will shape in view of the uncertainty of capital movements. Never
theless, there is a possibility that certain capital funds will flow back into the country and 
bring about an improvement in the balance of capital transactions. There is again likely 
to be a high surplus on transfer payments, mainly as a result of transfers by emigrants. 
However, the balance of payments will probably not make anything like as large a con
tribution to internal liquidity as it has done in the past few years. 

By and large the latest trends have not changed the economic outlook for 1963 
sufficiently to require a basic revision of the forecasts made in the last Quarterly Survey. 
Nevertheless some year-to-year growth rates, especially those for gross fixed asset forma
tion and imports, will probably have to be revised slightly upward thanks to the more 
rapid growth seen in some sectors at the end of 1962. If weather conditions are normal 
for the rest of the year the real gross national product may go up some 6 %. 

The main concern of economic policy must i:ri' any case still be to maintain the rate 
of growth of investment. This means that public investment will now have to be ex
panded vigorously, all the more so because this would also stimulate the private sector's 
propensity to inves:t, which may tend to be adversely affected by a further, though prob
ably less severe, shrinkage in margins for self-financing. 

Here~ wage policy will retain its importance, as it will, too, with regard to price 
trends, despite the fact that the upward wage movement is expected to level off. Recent 
statements by several ministers on this subject indicate that the Government realizes 
just how important wage policy is. But direct measures to stabilize prices are also needed 
to counter the upward wage drift to the extent that this is accelerated by increases in the 
cost of living. The Government has already enacted a fair number of such measures, 
including cuts in turnover tax and action to reduce the charges on specific imports. Ef
forts are being made concurrently to improve the system of distribution and to intensify 
competition in this sector; these, too, should be pressed forward vigorously. 

Despite the probable trend in the balance of payments, financing of investment is 
unlikely to prove very difficult. Firstly, conditions on the capital market can be expected 
to settle down further, and as things stand this must lead to an increase in banking liqui
dity. Secondly, the Government budget could also contribute to liquidity provided any 
deficits that occur are met by drawing on the financial reserves available within the public 
sector itself. As a rule, the additional funds should be channelled mainly into longer
term investment. So far as the public authorities are concerned, it would clearly be 
wisest for them to devote most of their increased o~tlay to capital investment; the pro-
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portion of total outlay which is devoted to consumption has exp~nded appreciably Of late : 
as far as possible it should be scaled down and the actual pattern of this kind of spending 
should be reconsidered. 
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D. The Netherlands 

Economic growth continued in the last months of 1962 at the faster rate main
tained since the middle of the year, thanks to the steady expansion of private con
sumption and exports on the demand side and to higher elasticity of production on 
the supply side. 

In the fourth quarter exports were still rising, albeit somewhat more slowly, 
and the value of goods exported showed a year-to-year growth rate of some 10 %. Gross 
fixe asset formation, however, again grew at a distinctly slower pace, owing mainly 
to the tendency for equipment investment by enterprises to slow down. In construction, 
on the other hand, the increase in employment made further progress possible until the 
onset of the extremely cold winter. Public expenditure on investment rose further. 

· Private consumers' expenditure continued its brisk rise ; the increase in the 
disposable income of households was quite substantial as a result of pay rises in 1962, 
higher employment, tax cuts and larger pensions. 

In spite of the fact that the increase in the.active population made it possible to 
increase the number of employed, the labour market eased only slightly. Unemploy
ment figures were slightly higher in the fourth quarter of 1962 and more noticeably 
higher at the beginning of 1963 than a year earlier, but this was caused almost entirely 
by the unusually ser;ere winter. 

Industrial production continued to expand in the fourth quarter-albeit some
what more slowly than in the third-and the national index showed that there had been 
an increase of about 5 %on the fourth quarter of 1961. 

Total imports declined, although imports of consumer goods were still rising. 
All in all, the value of imports was only 1.5 % more than in the fourth quarter of 1961. 

There was a further increase in retail prices which, according to the index, were 
more than 3 %higher than a year earlier. Although the deficit on trade diminished 
considerably and a substantial surplus was recorded on current account, the balance 
of payments closed with a slight deficit in the fourth quarter. This can mainly be 
attributed to repayments of public debts abroad and heavy exports of private capital. 



Expansion can be expected to continue in the coming months. Demand from 
abroad will go up again. Domestic demand is also bound to show a further increase
despite even more marked slackening in the growth of investment-because of the way 
in which private consumption is being boosted by the rise in the incomes of households. 
Generally speaking, however, consumption will have ceased to expand as rapidly as 
in the second half of 1962: 

Although the upward trend in production may have suffered temporarily at the 
beginning of 1963 from the bad weather, subsequent growth will probably maintain a 
satisfactory pace, especially since further increases in employment and productivity 
can be expected. In a few sectors, however, developments will be determined more 
and moPe by an increasingly uncertain trend in demand. Imports will probably pick 
up again. 

A further rise in prices is possible, but may be somewhat slower than hitherto. 
This will be helped by the greater restraint that has become apparent where wage in
creases are concerned. 

The latest developments suggest that 'there is no call for any substantial altera- · 
f 1ion to the forecasts made for the whole of 1963 in the last Quarterly Survey for 1962. 
The real gross national product should therefore go up by about 4 % and the index of 
industrial production should also show a year-to-year increase of a good 4 %· 

I. Recent developments 

Foreign demand (i.e. effective exports of goods and services in terms of national 
accounting) provided quite a strong stimulus to the economy in the fourth quarter of 
1962, even if its contribution was somewhat l~ss vigorous than in the third quarter, when 
the increase in the rate at which exports were growing was a noteworthy feature. Accord
ing to customs statistics, exports of goods alone returned year-to-year growth rates of 
9.7'% in value and 9.2% by volume, compared with about 3% both by volume and in 
value in the third quarter. However, this increase is partly a reflection of the relatively 
weak trend in exports in the fourth quarter of 1961. 

Elasticity of supply clearly contributed to the expansion of ~xports, since very 
high growth rates were recorded for exports of machinery and tools at a time when at 
home the propensity of firms to invest was becoming more moderate. 
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Domestic demand also continued to expand, although expenditure on gro~s fixed 
investment failed to show the same year-to-year growth rate as in the previous quarter 
(5.8 %by volume). This is particularly t:rue of total fixed investment by enterprises
which in the Netherlands includes housing; while hardly any further expansion seems to 
have been recorded in housing, the growth of industrial investment proper was distinctly 
slower as well. Investment in building and construction declined slightly, owing to the 
bad weather, whereas investment in equipment increased a little. Clearly this was due 
in part to ·the propensity to invest being sluggish for the familiar reasons-weakness· of 
world business, rising costs, smaller margins for self-financing-and in part to the con
tinuing bottle-neck on building and construction, which was aggravated by the bad weather. 
For example, the number of outstanding applications for permits to build commercial 
and industrial premises rose considerably again; limitation on the issue of these per
mits inevitably has repercussions on the sa.les of equipment goods. Unlike investment 
by enterprises, public investment was probably stepped up somewhat, although not to 
the extent predicted. 

Public consumption went ahead again, although at the same pace; the year-to
year growth rate for the fourth quarter was probably some 4% by volume. 

/ 

The buoyancy prevailing in private consumption since the spring of 1962 has 
continued. The disposable income of households expanded owing to the further rise in 
employment, to wage and salary increases awarded during 1962, and also to tax cuts and 
higher old-age pensions. After speeding up considerably in the third quarter, private 
consumption recorded year-to-year growth rates of about 8.5 % in value and 6 % by 
volume for the last three months of the year. 

Strain on the labour marked eased only slightly, despite the fairly large number of 
young people seeking work. True, the number of vacancies tended to decline, but it still 
stood at -over 100 000. The trend towards a drop in unemployment did not, however, 
continue and unemployment figures in the fourth quarter were some 1 500 higher than the 
monthly average of the corresponding quarter in 1961. However, extremely bad weather 
in the second half of December doubtless contributed to this slight increase. For the 
same reason the number unemployed at the end of January 1963 was as much as 11 000 
higher than a year earlier. Building operators laid off because of the bad weather are 
not included in these comparisons. 

It was largely possible to meet growing demand at home by increasing domestic 
supply. The distinct recovery in industrial production which took place in the third 
quarter of 1962 may, it is true, have lost some momentum in the fourth, but this can mainly 
be attributed to the fact that the December figures were affected by special factors such as 

56 



4
'' '\~ •• - ~ • :~~ t:·fY "~"~~:,~:·,.~;~·J::1 '~f!t~~t~! f.i ,~· "':";:~~ 

- <t ' - " ' '( " 

SUPPLY AND USE OF RESOURCES- GOODS AND SERVICES 

Change in volume in relation to the preceding year \ % . 
1961 Supply Use of resources 

1962 Estimated 

1963 Forecast 

r7:71 Gross National 
L22J Product 

• Private consumption 

Public consumption 

Fixed investment 

• Imports &Exports 

The width of each column corresponds to the aggregate value for the preceding year. 
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the number of working days lost around Christmas. Nevertheless, according to 'the 
unadjusted figures in the Central Statistical Office's index, there was still a substantial 
year-to-year growth rate of about 5 %, as in the third quarter. 

Unlike domestic supply, imports failed to rise, but there too certain special factors 
were at work. Foreign trade statistics show that purchases of goods from abroad in the 
fourth quarter were only 1.5 %in value and 2.7% by volume higher than a year earlier, 
compared with 6.3% and 7.1 %in the previous quarter. Mter adjustment for seasonal 
influences, total imports of goods in national accounting terms may even have fallen off. 

There was a distinct fall in the imports of certain raw materials and farm products 
(cereals). Imports of investment goods taken as a whole levelled off, although in some 
sectors, especially electrical engineering, a substantial increase was again recorded. Im
ports of consumer goods, on the other hand, continued to rise, while in the early months 
of 1963 imports of coal rose sharply. 

Retail prices rose during the fourth quarter and, as in the previous quarter, were 
about 3 %higher than a year earlier. Until November food prices dropped slowly from 
the exceptionally high level reached in the spring, but in December increases in the cost 
of bread and the effects of the hard winter on potatoes and vegetables tended to push 
prices up again. This tendency became more pronounced in the early months of 1963. 
The retail price index at the end of 1962 was 4 %up on the corresponding period in 1961. 
Although prices for finished goods tended to move upwards, wholesale prices generally 
remained stable. 

With exports rising more rapidly than imports the customs statistics registered a 
distinct improvement in the balance of trade in the fourth quarter. At about Fl. 400 mil
lion the deficit was a little less than half wha~ it had been in the last quarter of 1961. 

Although current transactions showed a substantial surplus of about Fl. 500 mil
lion, the gold and foreign exchange reserves of the banking system declined by about 
Fl. 100 million. In fact the capital transactions showed a considerable deficit because 
further advance repayments of public debts were made (Fl. 100 million), more foreign 
loans were issued on the Dutch capital market (Fl. 50 million) and exports of private 
long-term capital climbed steeply. 

Although the balance of payments and Treasury operations did little to improve 
liquidity at home, the money and capital markets remained liquid. There was hardly 
any increase in borrowing from the banks after the middle of the year, and the perceptible 
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expansion in December was doubtless partly seasonal. The low level of borrowing and the 
tendency for investment to slacken induced the Dutch monetary authorities to give up the 
restrictive policy they had followed since July 1961. At the beginning of January 1963 
Bank Rate was lowered from 4% to 3.5 %, while the agreement with commercial banks 
to limit the expansion of credit was suspended. 

2. Outlook 

The expansion of overall demand is expected to continue in the coming months. · 

Exports are likely to grow at the same rate as in the second half of 1962. Order
books are sufficiently filled in most sectors of the economy and, according to the results of 
.the Central Statistical Office's business survey, the flow of orders for both capital and 
consumer goods is developing satisfactorily. The increase in production made possible 
by higher elasticity in the supply of some goods, combined with weaker growth of domestic · 
demand, will probably help to push up exports. Since wage increases will probably be 
kept within the limits set and profits tax is no longer quite as heavy, it may be assumed 
that the competitive position of the Netherlands will deteriorate more slowly in 1963, 
although in many other countries the increase in wage costs per unit of output will be less 
than in the Netherlands. 

It is not of course impossible that, despite the favourable trend in total demand 
from abroad, exports in some sectors will again be hesitant with exports of a number of 
products declining even further. 

In domestic demand the stimulus provided by the various components is likely to 
vary more widely. 

Gross fixed asset formation is likely to make but little progress. Although it is 
not impossible that in the first half of the year equipment investment by enterprises will 
continue to expand, the growth rates may level out and there might even be a slight de
cline for the full year compared with 1962. At present it does not look as though the 
relatively high growth rate of demand for consumer goods will lead to a further spurt in 
the demand for capital goods. The expected easing. of the labour market, the fear of 
surplus capacity and the diminishing margin for self-financing are all factors that are 
inducing businessmen to maintain a cautious attitude. . Initially the lifting of credit 
restrictions is sure to have only a very limited effect on the propensity to invest. On top 
of this, the exceptionally cold winter will entail a still worse bottle-neck in construction. 
T~will ·particularly -aff~ auch building as forms part of private invest;m~n:li. ·(including 
~ousing), which is therefore likely to show hardly any ov:erall growth. Should gross fixed 
asset formation expandin spite of this, it will be solely due to increased public investment. 
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The fall in stocks at the end of 1962 combined, with the increase in sales could mean 
that stock-building will again afford a somewhat greater stimulus to demand. 

Consumer demand by households will undoubtedly continue to rise, but in the 
coming months its effect may be less marked, one rea-son being the drop in income caused 
by very high seasonal unemployment in the early months of the year. Consumption will 
nevertheless continue to benefit from the substantial growth of incomes that can be ex
pected mainly as a result of higher employment, further increases in agreed wage rates, the 
raising of civil servants' salaries and larger disability pensions. The volume of con
sumption ~ill, however, again be adversely affected by rising prices. 

Domestic supply should· continue to expand at a fairly rapid pace. The advent 
of young people on the ·labour market will probably make a further increase in employ
ment possible, while productivity will also be making good progress. There is therefore 
nothing to indicate that the growth of industrial production as a whole will slacken, even 
if there is little or no_progress in some sectors (particularly investment goods) where 
demand has slowed· down. 

Imports might again climb somewhat faster. Imports of investment goods will, 
it is true, fall off more sharply, but purchases of consumer goods are likely to show a 
further substantial increase. Imports of raw mate:t,'ials and semi-finished goods might 
also be more buoyant than hitherto. 

There is hardly anything in the latest economic developments to indicate that any 
fundamental change needs be made in the forecasts for 1963 contained in the last Quar
terly Survey of 1962. However, in view of the exceptlionally hard winter it already seems 
fairly certain that no expansion in building and construction will be possible, except in the 
public sector. Total prjvate investment is therefore likely to show little increase on 
1962. , The surplus on trade will probably be smaller than expected, owing to higher fuel 
imports, although imports of certain other goods h~ve been temporarily slacker. 

In view of the economic trends, the fact that "fage increases can probably be kept 
within the limits fixed i_n the agreement between the Government and the Labqur Board 
(Stichting van den Arbeid) is to be welcomed. Even in the metallurgical or printing 
industries where negotiations proved particularly difficult, all the new collective wage 
agreements reached so far have kept within the agreed average increase of 2.7 %· 

The main problem facing those in charge of ecdnomic policy in the Netherlands at 
the moment is the situation in building and construction. All measures designed to 
ensure the best use of the factors of production, to step up ~output and in particular to 
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enable the industry to work off the backlog caused by the weather, can help to make eco
nomic growth more balanced. This would also facilitate the more generous issue of per
mits for industrial building apparently needed to back up the measures taken in the field 
of credit policy, that have already been adopted in an endeavour to counter the slackening 
of directly productive investment. 
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Belgium 

In the closing months of the year overall demand continued to rise, especially 
owing to a somewhat more rapid increase in private consumer expenditure. Though 
foreign demand was very high and the value of goods exported in the fourth quarter 
exceeded by 8 % the level attained last year, expansion (seasonally adjusted) seems to 
have slackened a little. Thanks to the impetus derived from investment by industry 
and the public authorities the growth of gross fixed-asset formation continued ; 
housing construction showed some signs of slackening. 

After a year-to-year growth rate of 6 %in the third quarter, the IRESP index 
of industrial production was just over 4 % higher than in the fourth quarter of 1961. 
The relatively modest expansion of domestic supply was accompanied by a vigorous 
·rise of imports. The total value of goods imported in the fourth quarter was 11.5 % 
higher than a year ago, compared with a corresponding increase in the third quarter 
of6 %. 

The employment and labour market situation showed little change in the last 
months of 1962: seasonally adjusted, unemployment declined again. At the be
ginning of 1963 there was, however, a sharp rise in temporary and casual unemploy
ment caused by weather conditions. 

In the fourth quarter prices showed a slight tendency to rise. According to 
the index of the Ministry of Economics the level of consumer prices was 1 %higher at 
the end of 1962 than it had been a year before. But early in the new year Belgium, 
as other countries, experienced a sharp rise in prices, mainly a.s a result of the extremely 
cold winter. 

The deficit on trade widened in the fourth quarter of 1962: nevertheless the 
overall balance of payments closed with a small surplus. This was the main reason 
why domestic liquidity remained easy and Bank Rate was once again reduced at the 
beginning of December (from 3.75 to 3.5%). 

The economic outlook for 1963 is not unfavourable, though exports-especially 
to the Member States-cannot be expected to go on expanding at the same rate as in 
1962. Private consumption and public expenditure will be the mainstay of economic 
expansion, whilst private investment expenditure is likely to go on losing momentum. 
Though it will hardly be possible to make up the loss of production caused by the cold 
weather during the early months of the year, especially in building and construction, 
the growth of the GNP in real terms from 1962 to 1963.may attain approximately 3% 
as forecast in Quarterly Survey No. 4 of 1962. 
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1. Recent developments 

In the fourth quarter of 1962 economic expansion was still largely supported by 
foreign demand, which, however, apart from seasonal and random variations had still 
been rising, though considerably more slowly. According to foreign trade statistics the 
value of goods exported was around 8 % above the figure for the same quarter of the pre
vious year. Exports reached a peak in October, but in November and December the 
pace was more moderate. 

It is noteworthy that the high level of exports is exclusively attributable to demand 
from the other EEC countries. The year-to-year growth rate for exports of goods to 
these countries rose from 17 % in the third to 23.5 %in the fourth quarter. The out
standing rises were in textiles, foodstuffs and-to a lesser extent-machinery and equip
ment. On the other hand the decline in exports to non-member countries persisted 
because of a weakening of demand in many of these countries. The value of these exports 
was lower by 9 %than in the fourth quarter of 1961, after the third quarter of 1962 had 
already seen a 4.5 %fall below the level of a year earlier. 

Domestic demand rose further. Gross fixed asset formation does not however 
appear to have provided much more stimulus than in the preceding quarter. Though. 
investment expenditure by firms, especially on equipment, again rose appreciably, at 
least according. to the latest business survey of the Central Bank, housing construction 
seems to have suffered a slight decline. On the other hand public investment, especially 
in road-building, went ahead even at a so,l!lewhat quicker pace. 

In contrast to the trend in gr0ss fixed asset formation, private consumer expenditure 
seems even to have gone up more steeply in the fourth quarter. At any rate the favour
able movement of certain indicators-turnover of department stores, registration of new 

, motor vehicles, imports of consumer goods-point in this direction. In the first two 
months of 1963 the effects of the extreme cold on earnings in certain sectors may again 
have brought about a certain slowdown. 

The rapid rise of consumption in the fourth quarter of 1962 was largely the result 
of the third quarter's increase in total wages and salaries consequent upon fuller employ
ment and certain substantial pay increases. Also, towards the end of the year the savings 
rate of households may have declined slightly. Owing to· higher prices consumption 
expanded a little less in real terms than by value. 

Public expenditure continued to expand, though only moderately in terms of . 
volume. 
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1961 

1963 

SUPPLY AND USE OF RESOURCES~ GOODS AND SERVICES 

Change in volume in relation to the preceding year 

Supply 

Estimated 

Forecast 

:::::::::::·::: .............. ......... ..... . . . . . . . . . . . . . . . . .............. 
...... ....... . ...... .... .. . 
:::·:::: ::··:. 

% 
Use of resources 

~ 
L.22J 

Gross National 
Product Private consumption Fixed investment 

• Imports PulJlic consumption Exports 

The width of each column corresponds to the aggregate value for the preceding year 
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Not all of the rise in overall demand benefited!domestic production; a considerable 
part of it was reflected in higher imports. 

Industrial production seems to have risen agajn between the third and the fourth 
quarter, but the advance was probably very modest. The growth shown by the IRESP 
index over the corresponding periods of the previous year even fell from 5.9 % in the third 
to just over 4 % in the fourth quarter. However,· a special statistical factor must be 
borne in mind :in the thrid quarter of 1961 the corrected index had been relatively low. 

Nevertheless, in the fourth quarter output in:some branches of industry, such as 
non-ferrous metals, fell below the 1961 level. Furthermore the growth rate in the pro
duction of capital goods has definitely declined. 

The modest expansion of production was largely the result of progress in productiv
ity. The total number of persons employed in indu13try, construction and certain serv
ices (transport) is not likely, after seasonal adjust:q1ent, to differ much from the peak 
reached in the spring. In some branches the shortage of skilled workers persisted during 
the period under review. In the fourth quarter th0 number of unemployed averaged 
113 900, or about 9 700 below that for the previous year. More than anything else the 
exceptionally bad weather conditions at the end of 196~ produced a sharp rise in temporary 

' and casual unemployment. In January 1963 the pumber of unemployed was about 
127 000 above the level of a year before. 

In the fourth quarter, as already stated, imports rose rapidly. According to 
customs statistics the year-to-year growth rate for iliports of goods increased from 6 % 
by value in the third to 11.5 % (provisional figure) ,in the fourth quarter. One of the 
decisive factors may well have been the development of domestic demand for finished pro
ducts (both consumer and capital goods); but imports of products of the extractive, textile 
and metal industries have also risen rapidly. 

I 

The year-to-year growth rate for imports from EEC countries climbed to 15 %, but 
the rate for imports from non-member countries also!rose considerably. The volume of 
total imports probably rose somewhat less than theit value, because prices of some im
ported raw materials hardened. 

The level of prices rose a little, but this was due partly to seasonal and fortuitous 
factors (weather, the influence of import prices). In certain branches, -h-Qw.ever, cost 
increases occurred which were .to some extent passed ~n in prices, especially where higher 
demand allowed. This is true of services in particiUar. The Ministry of Economics' 
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general index of retail prices was, on the average, 1.2 %higher in the fourth quarter than 
in the same period of 1961. Owing in particular to a 4 % increase in farm prices, the 
wholesale price index also was 1 %higher. At the beginning of 1963 the price rise became 
steeper, in the case of foodstuffs as a result of the severe weather, and for fuel and certain 
textiles because of the trend of world prices. -

Since imports expt;tnded considerably in the fourth quarter more rapidly 
than exports, the trade balance deteriorated markedly. The deficit amounted to 
around Bfrs. 4 800 million as compared to Bfrs. 900 million in the previous quarter and 
Bfrs. 2 600 million in the last quarter of 1961. Consequently; th~ current balance of 
payments deteriorated despite the continuing favourable trend in the balance of services 
and private tra:qsfers. Capital movements seem to have resulted in a net inflow which 
may be only partly attributed to public transactions. 

The overall balance of payments is likely to have closed with a small surplus. An 
increase in official gold and foreign exchange reserves supports this impression. The net 
foreign exchange position of the banks probably deteriorated . 

Payments transactions with abroad helped to keep liquidity high throughout the 
fourth quarter. The greater recourse of the banks to the Central Bank and the increase 
in day-to-day money rates noted in the second half of December were only temporary. 
The lowering of Bank Rate from 3.75 % to 3.5 % at the beginning of December-the 
sixth 0.25 %reduction since August 1961-and of the interest rates on savings deposits 
with effect from 1 January 1963 by the central savings institutions show that the monetary 
authorities consider internal liquidity to be ample. As to public finance, the total deficit 
for 1962 is not likely, in view of the budget transactions in the fourth quarter, to have 
exceeded Bfrs. 16 700 million, whereas in 1961 it had been 22 300 million. 

\ 

2. Outlook 

Developments in the coming months are likely to be largely as forecast at the end 
of last year. 

The somewhat weaker expansion of exports which became apparent in November 
in certain sectors suggests that progress will be modest. Though the reduction of customs 
d.uties within the Community which will take effect on 1 July should benefit exports to the 
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other Member States, exceptionally high rate of expansion witnessed in this field in the 
second half of 1962 is unlikely to be attained again. Moreover, it would be wise not to 
count on any upturn of the very hesitant trend in exports to non-member countries. The 
slowdown in foreign orders indicated by the last EEC business survey seems to confirm 
this view. 

Gross fixed asset formation is likely on the whole to expand very slowly. The 
general outlook for demand offers less incentive for industrial investment, especially as 
idle capacity seems to have increased over the past year. Only rationalization schemes 
are likely to have much effect on gross fixed asset formation. There is no doubt that this 
type of investment will rise relatively quickly, especially as the repercussions of rising 
production costs are in some sectors aggravated by keener competition from abroad. 

In the private construction sector where, because of the unusually cold weather at 
the beginning of 1963, activity was severely restricted, it is unlikely that, in view of the 
labour shortage in this sector, all the time lost can be made good this year. In public 
works, on the other hand, where mechanization speeds up building considerably, and large 
appropriations have been made under the budget, there should be a further marked 
revival. 

After the very sharp rise in private consumption during the fourth quarter of 1962 
it is unlikely that very rapid expansion will persist, ~t least in the first half of 1963. In 
view of the effect on personal incomes of the fall in employment caused by weather condi
tions at the beginning of the year, it is likely that the year-to-year growth rate of con
sumption, which had already fallen off in the first quarter, will remain slack into the 
spring. 

Nevertheless mass incomes can be expected to continue rising in the coming months, 
mainly owing to improved social benefits but partly also to wage increases in some bran
ches. 

In view of this trend of demand it is to be expected that domestic supply will con
tinue to expand-although at a modest rate, especially as it is probable that there will 
again be large imports. Industrial expansion is unlikely to be hampered by difficulties 
connected with the availability of factors of production. In the short term, production 
will propably increase mainly under the pressure of demand for consumer goods, whilst 
the~e is little reason to expect any material change in the situation of the metaJ industries. 

The outlook for the employment situation suggests that the labour force will on 
the whole be sufficient to ensure adequate elasticity of production. Labour supply may 
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tend to be t!!lightly easier for the following reasons : the expansion of production is expected 
to be modetate; productivity will further increase; t;he numbers of school-leavers and of 
foreign workers will be larger; and the number of women wor~ers will rise somewhat. 
The general application of the 45-hour week is unlikely to affect the elasticity of production 
to any appreciable extent. 

Imports will go on increasing vigorously, although probably at a somewhat slower 
rate tha:ti in the foUrth ·quarter of 1962, which was exceptional. Expansion in supplies 
from abroad is likely to be determined, particularly during the first half of the year, by 
the trend in the demand for consumer goods and by foreign orders. 

It is uncertain whether the level of consumer prices, which rose unusually steeply 
in the early months of the year, will subside again. In fact, prices for several industrial 
products and practical]y all charges for services are showing a definite upward trend 
which, in the case of industrial products is partly connected with the hardening of world 
priQ~S for certain raw materials, but also with higher costs ·in industry. The index will 
be.kept high by these·factors and by the effect of certain decisions such as the (belated) 
inclusion of increases in workers' weekly tickets on the railways. 

Although the 1963 trade balt\.nce over the whole year may be less favourable than 
in 1962, there is no reason to expect a deterioration in the balance of current payments. 

The domestic liquidity situation will probably remain relatively favourable. Even 
if Government expenditure exceeds the estimates, because of higher col%s caused by the 
severe winter and because certain appropriations have been increased, the rise in the 
nationl:!>l debt is likely to he o~ the same Qrder as in 1962. 

Therefore, no major obstacle to private investment should arise from this quarter. 
It must however be remembered that profit margins in industry have probably come 
under some pressure through last year's trend in the wages~productivity-price relation
ship and through certain effects of the tax reform; as a result, the need to obtain funds . 
from outside sources has 'increased. On the other hand access to such outside funds. is 
still difficult for medium-sized and small businesses.' 

In view of the slackening trend of industrial investment it is therefore important 
as a matter of anti-cyclical policy that the proposed measures to improve the functioning 
o;fthe capital market with a view to financing domestic investment be carried out rapidly. 
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It is also evident that policy to improve the structure of the productive apparatus will 
, continue to be of great significance. And, last but not least, care must be taken not to · 
jeopardize competitiveness with other countries, which had been improved so considerably 
in 1962. This means that efforts should be re-doubled to keep costs-and especially 
wage _costs-within the limits compatible with that requirement: - -

71 



A 
<' 

Grand Duchy of Luxembourg 

In the fourth quarter of 1962 the economy of Luxembourg was again influenced 
by the persistently unfavourable situation in the world market for iron and steel. It 
is true that the trend of output in this sector improved a little and deliveries of iron 
and steel products showed a slight increase, but this meant that the backlog of orders 
was being run down. Since the rise in domestic demand was slight there was relatively 
little expansion in industrial production as a whole from the third to the fourth quarter. 
Nevertheless the overall index was only 0.5 % below that for the corresponding period 
in the previous year, after it had been down 5.5 % in the third quarter. 

Given the business situation throughout the world, it is unlikely that there will 
be a reversal of trends in Luxembourg. Though there are some indications that the 
fall in users' stocks of iron and steel products has ceased and will no longer affect 
effective demand, it is_ unlikely that the coming months will bring any considerable 
expansion of exports. The hesitant trend in domestic demand and the unusually 
severe winter are amongst the reasons why overall industrial production will probably 
fail to increase appreciably in the coming months. 

1. Recent developments 

Foreign demand showed little sign of reviving in the last quarter of 1962. The 
slight increase registered in the exports of iron and steel products over both the previous 
quarter and the corresponding period of last year will most likely prove to have been due 
to speedier execution of orders. The volume of rolled steel exports was relatively high 
because of the comparatively stable demand from Member States. In fact, the backlog of 
orders in the iron and steel industries has been shrinking. At the end of 1962 they still 
represented about 2 months' production as compared with about 2 1/2 months in the 
period from September 1961 to September 1962. Export prices, which in summer 1962 
had dropped lower than at any time since the beginning of 1959, recovered a little in 
September and October. The downward trend of iron ore exports continued and became 
even more marked. 

Gross fixed investment made little contribution to overall demand in the fourth 
quarter. Though-to judge by the number of trading licences issued to small and medium
sized establishments in trade and industry-investment may have risen in those sectors 
of the economy which do not form part of the iron and steel industry, the amount of money 
spent within this industry on modernizing plant and equipment was probably no greater 
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than in the third quarter. Construction, which in the third quarter had been 2.5 %below 
the level of a year earlier, picked up a little in the fourth quarter in terms of man-hours 
actually worked. According to the data so far available, this improvement was due to 
increased activity in the public sector. From December 1962 to February 1963, how
ever, activity in the construction sector was greatly hampered by the severe winter. 

The only moderate rise in wages incomes has probably meant that the increase in 
the total income of households will have been slight. The trend of private consumption 
probably followed that of incomes, but the stabilization of retail prices at the level of the 
third quarter has no doubt contributed to the higher figure for consumer expenditure in 
real terms. However, sales of motor-cars were again lower in the fourth quarter than a 
year ago (by 6 %, as compared with 6.5 %in the third quarter). 

The main components of overall deru.and continued to move forward hesitantly
some more so, some less-and this further inhibited the expansion of industrial produc
tion. The slight quickening reflected in the seasonally adjusted index occurred mainly 
in October, while in -November and December there was a tendency to sijp below the 
October peak. The output of iron and steel increased slightly in the fourth quarter and 
touched the highest point for the year, even though the monthly average remained below 
the figure reached in 1961. The average monthly output of crude steel, which in the 
first six months of 1962 had averaged only 331 000 metric tons, mounted to 334 000 metric 
tons in the third quarter and attained 340 000 metric tons in the final quarter. This 
meant that in the fourth quarter the overall index of national production was only 0.5 % 
'down on the fourth quarter of 1961, compared with a corresponding drop of 5.5 %in the 
third quarter. To judge by the latest available data, the production figure of all in
dustries will probably be about 4.5 % lower in 1962 than in 1961. 

It was largely the slowdown of employment in construction, due to inclement 
weather conditions in the second half of December, which caused the year-to-year growth 
rate of overall employment to fall off markedly in the fourth quarter of 1962, although 
some reduction in the number of persons employed in the iron and steel industry-and in 
mining also played a part; whereas the numbers employed in industry and construction 
together were in the third quarter still 2.4 % higher than a year earlier, in the fourth 
quarter the gap had narrowed to a mere 0.9 %. 

The cost of living, which had been moving upward in the third quarter owing to 
a hardening of food prices, remained practically unchanged in the fourth, However, just 
as food prices te?ded to go back to normal during that period, price increases occurred 
for practically all other goods and services. At the end of the year the index was only 
0.8 %above that recorded at the end of 1961. 

A considerable drop in corporation tax has meant that from January to Decem
ber 1962 the State's ordinary revenue was about 6.5% lower than a year before. Though 
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total expenditure was only.slightly up; the budget situatian deteriorated hy comparison 
with 1961. -The public debt mounted by LF 674 million-largely owing to irrcrea.ses m 
the last quarter-while-in 1961 it had fallen by LF 477 million. 

2. Outlook 

In the coming months demand as a whole will continue to be go-verned by the 
relativeiy unfa-vourable situation in the world market for iron and steel products.· The 
EEC buSiriess surveys show that the enterprises themselves, especially those in the iron 
and steel industry, are not optimistic about the foreign orders on their books at the be· 
ginning of this year. 

The indirect effect on domestic demand of recent trends and the present outlook 
will probably. make_ itself fel~ in the coming months. Gross fixed investment by enter-

. prises --especially in the iron and steel industry, will probably do no more than hold its 
own at. the level ~ttained during the last months of 1962. At the same time the shortage 
of ~abour and a slight fall-off ill public investment may well mean that construction can
not expand sufficiently to make good the loss c~used by the severe winter. 

Private consumption will probably grow modestly. As there is little further rise 
in employment, as public transfer payments remain unchanged, and as some incomes of 
self-employed_ persons may even be falling, the incomes of households as a whole will 
probably rise appreciably only if wages and salaries are raised in the coming months. 
Negotiations in the "Office national des Conciliateurs" (national conciliation board) have 
already led to wage increases in the iron and steel industry and in iron-ore mining, and 
certain salary incre11>ses Me proposed for the public service. The introduction of a mini
mum weekly wage and measures to implement the priuciple of equal pay ff!>r men and 
women :wor}rers care also being studied. Nor_ is it impossible that in view of the price 
trend there will be· wage increases in accordance with the sliding wage scale, especially 
if -milk and bread prices are raised. 

Any increase in public consumption would seem to depend entirely on a rise in 
civil service-pay. 

-In view of this-probable outlook for the various components of demand it is ~rdly 
likely- that the coining :p:~.onths will! witneSs any noteworthy upward move in industrial 
production. 

·'These surveys have frequently referred to the difficulties which Luxembourg faces 
in any policy to underpin the eoononiy and which are due to the country's dependence on 
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economic conditions abroad. These difficulties are especially marked at the present time 
when, although the economic situation abroad, or at least in the Community countries, 
is in general favourable, the iron and steel market-still of preponderant importance to 
Luxembourg-forms an exception. In addition, the shortage of labour in Luxembourg 
sets limits to any policy of expansion, which must of course be directed towards sectors 
other than iron and steel. 

The surveys have however always stressed that the _Luxembourg authorities had 
a certain margin for action by which they could at least attenuate the effects produced on, 
the economy by setbacks in the iron and steel situation. They can at least maintain public 
investment at a high level, or even increase it, and at the same time intensify their support 
of private investment under the long-term programmes for structural improvement. 

With regard to this latter point, certain measures have already been put into effect, 
but it would seem advisable to increase-even further the preference given to this type of 

, investment. In this context it is apparent that the lines to be followed by this longer
term policy of expansion and structural development mus.,t be more clearly defined. 

But under present arrangements public investment, on the contrary, is actually 
to be scaled down. Under the budget estimates for 1963 the overall deficit is tO be re
duced in comparison with 1962. If these estimates were to be rigidly adhered to, they 
would to some extent represent a policy of moving in parallel with the business situation, 
instead of at least trying to exert a stabilizing influence-: The Luxembourg authorities 
are however in a good position to make more effective use of their cash transactions as a 
weapon to deal with current economic difficulties; they should seize the opportunity. 

The more such a policy is concentrated on rapid structural improvements, the less 
will be the risk that the resultant expansion -of demand will be frittered away across the 
frontiers in the form of greatly increased imports. Furthermore Luxembourg's short
term economic policy should no longer be seen in isolation but in the light of the policies 
being followed, after co-ordination within the Community, by the other Member States. 
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ANNEX 

Trends in wages, productivity and wage costs in industry 

These Surveys have frequently referred to the part played by the trend of wage 
costs per unit of output in shaping general economic trends, and to the problems arising 
in this context. Though other costs are important, wage costs account for the lion's 
share of overall costs. 

To illustrate their comments on wage costs, the Commission's services published 
graphs in Quarterly Survey No.2 of 1962 showing the most important data on the tren<;l 
of wage costs per unit of output in manufacturing industries (including building and 
construction) in the Community countries, in the United States and in the United King
dom. 

, ~hese graphs have been br.ought up to date below : the curves have been extended 
as far as 1962 and account has been taken of corrections now made for preceding years in 
the data for certain countries. The figures for 1962 are based on provisional national 
accounting estimates and are not final. 

For an explanation of definitions and methods of calculating, reference should be 
made to the Annex to Quarterly S:urvey No.2 of 1962. It should be stressed once ~gain 
that the graphs are no more than an Qbjective reproduction of the trend, and as such make 
no comment on ·the causes of changes in wages, wage costs and prices. It should be 
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remembered, moreover, that annual figures are used in the graphs; this means, first, that 
the figures are influenced by the trend in the preceding year and, secondly, that the actual 
trend in the course of a given year may therefore have differed from what a year-to-year -
comparison of the annual figures would suggest. It seems important to remember this 
in the case of 1962 as well~ since in certain member countries-Italy and the Federal 
Republic of Germany-there seems to have been some loss of momentum in the upward 
movement of wage costs per unit of output : the rising trend in wages slowed doJYll a little 
towards the end of the year, whilst at the same time prod-uctivity was once again making
more rapid progress. Lastly, it is of course essential to remember, in any comparison of 
the curves for the various countries, that---:in absolute terms-the initial situations (1954) 
were completely different and also that certain exchange rates have been altered since 
1954; the curves show trends in wage costs per unit of output in tenns of the national ' 
currencies. 

' 
As the graphs show, wage costs per unit of output again hardened considerably 

in the-Community fro~ 1961 to 1962. The actual rate of Increase wa.S as high as, or eve~ 
higher than, between 1960 and 1961. In the Federal Republic1 of Germany, in France 
and"in Italy direct and indirect remuneration per industriitl wage-earner rose in 1962 :bY. 
about 9 %, in the Netherlands by 8 % and in Belgium by •bout 6 %. At the sa.:tn.e time, 
the increase in ou~put per wage-earner did not exceed 4% in any Community country. 
In ·the Federal Republic of Germany, in the Netherlands and in .Fran-ce, where wage eosts
per unit of outplit had increased most in 1960/1961, wages and labour productivity rose in 
19.62,at·almost the same rates-which varied from country to country-as in 19611 with 
the result tha.t the rise in wage· costs continued unabated. · lp. ether memb~r countne8-'-· 
Belgium and Italy-wage costS per ulrit of output, which had developed fairly favourably 
until recently, rose at a faster tempo from 1961 to 1962. And this brought to an end, 
particularly in Italy, a fairly long period of relative wage-cost stability. 

In 1963 the development_ of labour productivity i~ expected to be again a little 
:r;nore favourable in Italy, the Netherlands and the Fed~al Republic of Germany. In 
these countries the upwa.rd wage-cost trend might well w~en~ the more so as it is rea.
sonable to expect some flattening out of the upward trend of wages. It is still too early 
to say whether such an improvement can be counted on in the other member countries 
as well. 
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