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I. THE OVERALL SITUATION

In recent months economic trends have been very strongly influenced by the effects
of the energy crisis. Although industrial production bad been slipping slightly
around the turn of the year, employment and production remained high at the
beginning of Spring. As a result of the increase in the cost of crude oil, the upsurge
in prices — already very rapid — gathered considerable momentum and the balance
of payments of some member countries deteriorated sharply. At the same time the
higher oil prices had a considerable unsettling influence on the foreign exchange
markets.

The economic outlook for the remainder of 1974 is generally more favourable than
had been expected when the energy crisis broke. Measured in terms of the value
of expenditure, demand should in general continue to expand sharply. Exports
will probably go on increasing, although appreciably less rapidly than in 1973.
Investment prospects look brighter in several member countries, with efforts to
rationalize production processes being the prime factor. Private consumers’ expen-
diture should also show signs of expanding. Nevertheless production trends will
probably differ considerably from one industry to another. Production in the
motor industry in particular could be beld back by the after-effects of the energy
crisis. In addition, output in construction will probably be relatively depressed in
several member countries. After allowing further for the production losses in
Britain in the first quarter, the Community’s real gross national product will
probably grow only by some 2Y2% in 1974.

Prices will in general continue to climb very rapidly in the Community, showing
rates of increase that will no doubt be appreciably higher for the year on average
than in 1973. Considerable deficits are likely in the current balances of payments,
with Germany and the Benelux countries being in surplus, or more or less in
balance, while the other member countries will record large deficits.







A. Conjunctural policy

The analysis of the economic situation in the
early months of this year, undertaken in the
following chapters, shows clearly the difficulties
for the countries of the Community raised by
the considerable increase in the price of oil. In
addition, -this factor has seriously worsened the
outlook for the course of prices in 1974. At the
same time, inflation has been strengthened by
internal factors and in particular by the pressure
of costs. The forecast increases in consumer
prices in the various member countries lie be-
tween 8 and 18% year on year. The current
balances of payments have deteriorated serious-
ly, though there are considerable differences
from one country to another. While the Federal
Republic of Germany and the Benelux countries
are likely to enjoy surpluses or at least situations
of equilibrium, the other Community countries
can certainly expect deficits, which in some cases
will be very high. Given the growing difficulty
of ensuring the long-term finance of large cur-
rent balance of payment deficits, it is more and
more essential that deficit countries should imple-
ment energetic policies designed to re-establish
internal and external equilibrium. Without
such policies some countries might find them-
selves obliged unilaterally to adopt protective
measures which would create a severe danger
for the cohesiveness of the Community.

In such circumstances, at the end of last April,
the Italian Government, invoking Article 109
of the Treaty of Rome, announced certain mea-
sures designed to stop the rapid deterioration
of the external position of the Italian economy.
Essentially they required Italian importers to
place an interest-free deposit with the Bank of
Italy for 6 months equivalent to 50% of the
value of their purchases abroad. Imports of
investment goods, raw materials and energy
products were excluded, so that the regulations
only affected about 40% of total imports. The
Italian Government has said that the main
object of these measures is to limit the growth
of internal liquidity. In addition it has decided
to reduce foreign exchange allocations to Italian
tourists.

While trecognizing that the Italian Government
is faced with serious problems, the Commission

is concerned at seeing a member country have
recourse to measures which, even if their essen-
tial purpose is of a monetary nature, could
nevertheless lead to a grave weakening of the
very foundations of the Community because
they disturb the operation of both the customs
union and the common market in agriculture.
Thus the Commission has decided to use every
means available to it to support the efforts of
the Italian Government to improve the situation
and at the same time to prevent a chain reaction
taking place inside and outside the Common
Market. In this context it believes that these
unilateral measures must be replaced as soon as
possible by Community action. On 6 May 1974
the Commission therefore made a recommenda-
tion to the Italian Government on the basis of
Article 108 § 1 of the Treaty of Rome explaining
the action that it considered necessary and
urgent. In order to support the efforts of the
Italian authorities along these lines the Commis-
sion has recommended the Council to adopt the
mutual assistance procedures as described in
Article 108 § 2 of the Treaty in favour of Italy.
Since an agreement on this subject was not
reached at the Council meeting on 7 May, the
Commission has authorized the Italian Govern-
ment to keep the measures in force for a limited
time and under certain conditions. It has how-
ever made it clear that the way in which the
deposit scheme is operated must not lead to
further impediments to imports. Furthermore,
it has reserved the power to modify or to end
the measures in question should the conditions
which gave rise to their introduction no longer
obtain. For these reasons it will undertake,
before 31 July, a study of the general situation
in Italy and the effects of the protective mea-
sures that have been applied. On 5 June the
Commission decided that from 9 June onwards
the Italian Republic would no longer be per-
mitted to apply the deposit measure to imports
of certain calves and young cattle for fattening.
The Italian Republic is authorized to apply
compensatory payments on these products from
10 June onwards.

Certain other countries, in particular Denmark,
France and Belgium, are endeavouring through
an internal policy aimed mainly at reducing
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domestic demand to stem inflation and prevent
a further worsening of the balances of payments.
The Commission has stressed many times (')
the grave threat that accelerating inflation and
severe current balance of payments desequilibria
place on the cohesiveness of the Community and
consequently on the maintenance of a high level
of employment and a standard of life which the
process of integration has made possible. Also
reducing the rate of inflation has become of
paramount importance for the whole Com-
munity. In those countries which now suffer
very high balance of payments deficits and
where prices are rising particularly fast, an
energetic domestic stabilization policy is a neces-
sary precondition for the improvement of the
external economic situation. The struggle
against inflation is nevertheless made somewhat
easier by the fact that the recession which many
people thought would follow the increases in
the price of oil has not materialized. Rather,
economic activity has continued at a high level,
particularly in Europe, and even in North

1 Cf. Especially its Communication to the Council con-
cerning economic policy guidelines for 1974, the text of
which is reproduced in the last Quarterly Report on the
Economic Situation in the Community, as well as the
Communication which it sent to the Council dated
5 June 1974 on “Urgent Economic and Monetary
Measures”,

America and in Japan the economic situation
can be expected to improve in the course of
the year. Furthermore, the push given to infla-
tion by developments in the world raw material
markets has weakened during the last months.

In this context, on 6 June 1974, the Council
of the European Communities in its decision on
economic policy guidelines for 1974 has laid
down the basic lines of an appropriate anti-
inflation policy. Furthermore, it has charged
the coordination group for short-term economic
and financial policy with a deep examination of
its meeting on 15 July of the economic situation
in each member country and the anti-inflationary
measures which are called for.

Alongside the efforts made to contain inflation
and prevent recourse to unilateral protective
measures, Community solidarity must help to
overcome the difficulties until an appropriate
anti-inflationary policy has resolved the balance
of payments problems.
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B. Recent developments

1. The world economic situation

Since October of last year the world economic
situation has been increasingly influenced by the
repercussions of the oil crisis. After two years
of vigorous expansion, several industrialized
countries outside the Community experienced a
standstill in economic growth in the first quar-
tier of 1974. Demand for cars was particularly
sluggish. The rise in domestic price levels
generally accelerated in the industrialized coun-
tries but the extraordinarily sharp upsurge of
world commodity prices noted in 1972 and 1973
has distinctly slackened recently. Although the
prices of certain commodities are still very
volatile, the overall level of spot prices for raw
materials (other than oil) has fallen since
February.

As export order books were full and stocks
were low at the beginning of the oil crisis,
world trade reacted only gradually to the decline
in economic activity. Rapid expansion of trade
in value terms continued, but in terms of
volume its growth slowed down. There has
been a substantial improvement in the trade
balances of the oil-producing countries, at the
expense of the industrialized countries and the
other developing countries.

In the United States the slowdown in economic
activity already discernible since the beginning
of 1973 became more pronounced as a result
of the energy crisis. In the first quarter of
1974, real gross national product fell appreciably
for the first time since 1970, to a level about
1.5% lower than in the previous quarter but
still slightly higher than a year earlier.

However, the limited information on the second
quarter available when this report was written
seems to indicate that the economic downturn
has come to an end. Residential construction
investment seems to be past its trough. Busi-
ness investment in several key industries has
gone on rising, boosted by the continuing

favourable trend of profits and persistent capa-
city bottlenecks. Personal disposable income
increased further, although distinctly more
slowly than in the countries of Europe; in April
average weekly earnings in industry were 6.3%
higher than a year earlier. Purchases of con-
sumer durables and especially of motor vehicles
have recently picked up again slightly. Expen-
diture by the Federal administration seems to
have grown appreciably faster. Industrial pro-
duction, which on a seasonally adjusted basis
had been steadily declining since November
1973, rose slightly in April. With the labour
force expanding only gradually, the unemploy-
ment rate remained steady in the Spring at
about 5%.

The progressive relaxation of price and wage
controls, which were almost entirely lifted at
the end of April, was accompanied by an appre-
ciable acceleration in the upward movement of
prices. In April the consumer price index was
over 10% higher than a year earlier. Although
exports grew briskly, the faster expansion of the
value of imports, due mainly to the higher cost
of oil products, in March resulted in a substan-
tial reduction in the trade surplus on a fob basis.
Since the autumn, interest rates have been rising
again, reaching a new record level at the be-
ginning of 'May under the influence of the
Federal Reserve’s restrictive policy. A slight
downturn occurred however at the beginning
of June.

Canada has been little affected by the oil crisis.
The growth of demand and production has con-
tinued in recent months and the situation on
the labour market has remained firm. The trade
balance has remained in large surplus. Given
the sharp erosion of purchasing power, Canadian
monetary policy was tightened in April. In
April the consumer price index was 9,9% higher
than a year earlier.

In Japan, where economic growth had progres-
sively slackened during 1973, real gross national
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product fell by 5% in the first quarter of
1974, and the fall probably continued in the
second. All the components of domestic
demand have been weak. Despite the reduced
pressure of demand and a very restrictive mone-
tary policy, the rise in wages and prices was
extraordinarily rapid. After a period of wide-
spread strikes, wage increases of about 30%
were awarded in a number of important indus-
tries. In April the consumer price index was
24.99% higher than a year earlier. The increased
cost of oil imports was reflected in a sharp
deterioration in the balance of trade.

In the other industrialized countries, outside the
Community, economic activity has in general
slowed down, but not to the extent feared
immediately after the oil crisis broke. Imports
and exports have gone on rising vigorously. The
upsurge in prices has strengthened everywhere:
in the last twelve-month period for which figures
are available, consumer prices rose by 9% in
Norway, 10% in Austria and Switzerland, 11%
in Sweden, 13% in Australia, 16% in Spain
and 17% in Finland.

Imports by the Eastern bloc countries and the
developing countries as a group seem to have
expanded vigorously. There is however a
marked difference between those developing
countries which have benefited from the sharply
higher prices for their exports of raw materials,
and the other countries not richly endowed
with natural resources. The countries in the
first category—notably the oil-producing coun-
tries—have increased their imports considerably,
while the countries in the second group, con-
fronted by sharp increases in import prices,
found it difficult to maintain the volume of
imports at its earlier level,

2. The economic situation in the
Community

Despite the effects of the oil crisis, economic
activity in the first quarter of 1974 remained
at a high level in all Community countries except
the United Kingdom, where labour disputes and
the temporary shortening of the working week
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to three days resulted in a considerable fall in
production and employment. At the beginning
of Spring a slight upturn was evident in the
Community. The balance of the markets has
distinctly deteriorated, mainly under the impact
of the oil crisis. The rate of price increase has
practically doubled within a year though the
rise recorded differs appreciably from country
to country. Apart from Germany, the payments
balances have shown a marked adverse swing.

(a) External demand

The value of exports to non-Member States has
continued to rise appreciably in the past few
months, and exports prices have climbed con-
siderably. Real expansion has slowed down
however especially that of exports to the United
States and to the non-oil producing developing
countries. On the other hand, the Commun-
nity’s sales to oil-producing and state-trading
countries expanded sharply, with the emphasis
on capital goods.

(b) Internal demand

Although the effects of the energy crisis vary
sharply from sector to sector, internal demand
in nominal terms remained at a high level.
At the beginning of Spring its expansion
even accelerated a little.  Expenditure on
gross fixed asset formation, for instance, which
had slowed down to a certain extent at the end
of 1973 and the beginning of 1974, probably
resumed its growth. This improvement, which
was much sharper in money terms than in real
terms because of the faster upward movement
of prices, resulted from a firmer propensity to
invest of enterprises in several member countries
once the first shock of the energy crisis had been
overcome. The key to this trend lies in the
need to rationalize and restructure production
to control the upward movement of costs, espe-
cially energy costs, and also, in some member
countries, the easing of the restrictive line of
budgetary policy, and the expectation of new
price rises. Expenditure on residential construc-
tion, by contrast, tended to fall, mainly because
of the sharp upsurge in costs, the shortage and
higher cost of finance, and, in some countries,
also the signs of saturation on the housing



market. The number of housing starts was
distinctly lower than a year earlier. Public
investment provided hardly any stimulus to the
economy in most countries: in France and the
Netherlands, however, public building activity
remained firm, and in Germany there has been
a certain upturn recently.

Stockbuilding was also very buoyant. Because
of the continuing price increases for raw ma-
terials and semi-manufactures, enterprises made
efforts to keep their stocks of intermediate
products as high as possible. At the same time
stocks of finished products increased involun-
tarily in the motor industry, which is facing
sales difficulties.

The expansion of private counsumers’ expen-
diture was heavily influenced by the higher
cost of oil products. Private consumers had
to spend appreciably more on fuel. At the
same time their purchases of cars fell consider-
ably; in the first quarter new registrations of
passenger cars in the Community were 20%
lower than a year earlier. In addition many
purchases of other consumer durables were
postponed at the beginning of the energy
crisis because of uncertainty about the future
economic situation. It was not until the end
of the winter that sales began to improve a
little. Apprehension over the continuing sharp
upsurge in prices increasingly seems to be the
decisive factor in consumers’ behaviour. The
results of the EEC consumer surveys show that
the propensity to save is, if anything, still rising
in Germany, the Netherlands and Belgium,
while it is tending to fall in France and Italy.

In the past few months, the expansion of public
expenditure in most Member States, especially
Italy and Belgium, has continued unabated; in
Germany, the Netherlands and Ireland it has
even tended to accelerate.

(c) Production, employment and imports

The growth of production, which at the begin-
ning of the year was relatively weak in several
member countries, showed a firmer tendency
towards the end of the first quarter. This was
helped by the return to normal working in the

United Kingdom and continued good weather
for outdoor work.

The seasonally adjusted index of the SOEC
shows that industrial production in the Com-
munity, excluding construction and the food,
drink and tobacco industry, probably rose by
2% between the fourth quarter of 1973 and
the first quarter of 1974, compared with 0.5%
between the third and fourth quarters of 1973.

Industrial

production 1963 = 100
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The rate of growth on the same period of the
previous year reached 3%. The production of
raw materials and intermediate products, espe-
cially iron and steel products and chemicals,
maintained its vigorous growth. Elsewhere the
structural problems facing certain industries
showed up particularly clearly in this phase of
comparatively weak economic growth. Thus in
the textile and footwear industries, and, in some
countries, in the building materials industry,
developments were unfavourable. The same
applied to the production of motor vehicles,
but this fell less sharply than final demand,
however, because of the growth of stocks. In
the services sector the business trend generally
continued upwards.

These tendencies in demand and production
enabled employment to remain at a high level,
but unemployment still rose in the Community
as a whole, although trends differed from coun-
try to country and between sectors of the
economy. In Germany and the Netherlands,
enterprises’ manpower requirements fell and
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Industrial Production (*)

(% change on cortesponding quarter)?

1972 1973 1974
I I 11 v I II 11 v I
Germany + 384+ 06|+ 20+ 35+ 32| —01]+ 14|+ 05| — 0.2
France + 11|+ 10§+ 13| 4+ 40| + 33|+ 01| 4+ 06+ 38} + 40
Ireland 0 - 09|+ 28+ 46|+ 61— 17| — 0.8 . .
Italy - 19 -04| 4+ 10,4+ 72 -72] + 94| + 68| + 13, — 18
Netherlands + 36| —01 |+ 36|+ 29|+ 23— 127+ 35|+ 39 — 05
Belgium + 21|+ 45| - 10| + 38 +13 |+ 05| - 01|+ 13, 4+ 0.1
Luxembourg - 13{4+ 33|+ 31|+ 41 4+ 55} — 1.1} 4+ 14 + 49| + 6.3
United Kingdom — 44| + 64| + 144+ 29| 4+ 38| 4+ 024+ 19| — 13} - 97
Community 3 + 06|+ 21|+ 25|+ 30+ 18|+ 15 + 24 4 05} — 19

1 Excluding construction, food, beverages and tobacco.

Denmatk, no comparative data available.

Ireland: mining and manufacturing industries. For

2 Calculated on the basis of the seasonally adjusted indexes of the Statistical Office of the European Communities.

Ireland: OECD figures.
3 Estimates.

the number of unemployed tended to go up,
especially in the building industry. In Belgium,
Ireland and Denmark, unemployment also show-
ed a slight increase at the beginning of Spring.
In Italy, where economic activity continued to
expand vigorously, the number of unemployed
has stayed unchanged. In France and the
United Kingdom, unemployment on a seasonally
adjusted basis has fallen from the peak recorded
during the winter, and the number of unfilled
vacancies is tending upwards again after an
appreciable drop due to the energy supply
problems. In general, short-time working was
comparatively widespread, especially in the
motor and textile industries, but there has
recently been an improvement.

The value of imports from non-member coun-
tries has climbed very rapidly in the past few
months owing to the exceptional rise in the
Gost of oil and the rapid upward movement of
prices for other raw materials. The prices of
imported semi-manufactures and to a lesser
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extent of finished products reflected the world-
wide acceleration of inflation. Imports in real
terms, on the other hand, have probably slowed
down distinctly, especially in Germany. The
trend of intra-Community trade showed a similar
pattern. Nevertheless the upsurge in prices and
the slower expansion of trade at constant prices
have probably been less marked than in the
case of imports from non-member countries.
Much of this may have been due to the second
20% tariff cut between the original Community
countries and the new members, which came
into force on 1 January.

(d) Balance of the markets

The upsurge in prices accelerated very appre-
ciably. This is only partly due to the direct
effects of the higher cost of oil products such
as petrol and heating oil. A more important
factor in the burst of inflation is the general
upsurge in costs and the spread of inflationary



expectations. There are in fact increasing signs
of the upsurge in prices being spurred by a
process of self-reinforcement. The entire Com-
munity is hard hit by the rise in world market
prices, as it is heavily dependent on non-member
countries for raw materials. Moreover, because
of the depreciation of their respective currencies,
some member countries have felt the rise in

import prices more sharply than others. The
continued acceleration of the increase in wage
costs in almost all the countries of the Com-
munity has also given additional impetus to the
present upsurge in prices, both in industry and
in the services sector. By contrast, good har-
vests in the current crop-year and good weather
have enabled the rise in food prices to level off.

Consumer Prices

(% increase)

June 71 Dec. 71 June 72 | Dec.72 | June 73 Apr. 72 Apr. 73
Country to to to to to to to
Dec. 71 June 72 | Dec.72 | June73 | Dec. 73 Apr. 73 Apr. 74
Denmark 2.6 3.7 33 5.3 6.8 8.4 14.6
Germany 21 33 31 4.6 33 7.5 71
France 2.8 2.8 4.1 32 5.1 6.7 13.2
Ireland? 4.0 3.8 4.3 7.1 5.2 11.72 .
Ttaly 2.4 2.9 44 6.9 5.3 10.5 16.3
Netherlands 3.2 4.4 33 4.8 3.5 8.0 8.9
Belgium 2.8 2.7 3.7 3.2 4.0 7.2 10.4
Luxembourg 21 2.7 341 3.5 2.5 6.9 9.0
United Kingdom 3 2.5 35 4.0 51 5.2 9.2 15.2
1 Calculated on the basis of quarterly indices.
2 May.
3 Retail prices.
Owing mainly to the exceptional jump in oil
prices and the appreciable increase in the cost Gold and foreign
of other raw materials, the Community’s balance exchange reserves Mio Eur
of trade with non-member countries deteriorated 65 e ANRRRRER RN RAREREREN EREARR '/2‘)
very markedly. The adverse swing was particu- 60000 ~
larly pronounced at the beginning of the Spring __/'J \
when the higher oil prices fixed at the end of 55,000 / /
1973 began to be fully reflected in the customs /f\\ /
statistics. 0000 /,l
45000
Developments on the oil markets seriously 20000
unsettled the foreign exchange markets. At the
{ LA idl
turn Of the year’ there was a heavy draln on 35000 |I V||||| IVIVIVI V||IVIIIIIX XIXl l)(II |I IIlm |VIVIV} VHIVII|I|X XIXIIXIK |I ||I n IVIV VEVIEVIIX X XX
foreign exchange reserves not only of countries 1972 1973 1974
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Percentage differences between the dollar rate and the various central rates or parity. *
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which had already been running current account
deficits but also of countries with long-standing
surpluses, such as Germany. At the same time,
the dollar rose appreciably. Since February this
trend has been reversed. Germany’s reserves
have risen again and the dollar has resumed its
downward tendency. Foreign exchange losses
induced the French Government to release the
Banque de France from its duty to intervene
under the Community exchange rate scheme, for
a period of six months. Germany, the Nether-
lands, the BLEU and Denmark remained in the
Community scheme, in which Sweden and Nor-
way also continued to participate. Since the
beginning of the year, the lira and the French
franc have depreciated substantially in relation
to the currencies of the member countries par-
ticipating in the Community exchange rate
scheme; their movements have been parallel
with those of the dollar. On the other hand,
the depreciation of the pound sterling has been
less pronounced. At the end of May, the
weighted depreciation in relation to the other
Community currencies since the beginning of
the year reached about 9% for the lira and
4% for the French franc, while the pound
sterling scarcely showed any change.

The restrictive line of monetary policy was main-
tained throughout the Community. In some
member countries, particularly Germany and
the United Kingdom, bank lending in the first
quarter contributed less strongly to domestic
liquidity. In other countries, where lending
was still expanding vigorously, quantitative
credit restrictions were extended or tightened.
In Italy, for instance, bank lending may as a
general principle grow by no more than 15%
between the end of March 1974 and the end
of March 1975; for the first time this also
includes lending to the central, regional and
local authorities, In France, quantitative credit
restrictions were extended until June, the maxi-
mum year-to-year growth of lending being fixed
at 13% for both May and June. In Belgium,
the monetary authorities are also trying to
control credit expansion by making greater use
of quantitative restrictions on the growth of
lending but, on the other hand, banks’ minimum
reserve requirements were relaxed.

The effects of the transactions of the public

authorities varied from one member country to
another. Pushed up by inflation, tax revenue
was high throughout the Community, while
correspondingly there were rapidly increasing
demands on the expenditure side. To prevent
the energy crisis from dampening economic
activity, several member countries relaxed their
restrictive budgetary policies at the turn of
the year or even took budgetary measures to
stimulate their economies. In Germany and the
Netherlands, for instance, tax measures which
made business investment more expensive, were
lifted and additional expenditure programmes
introduced. Budgetary policy in Italy, Ireland
and Belgium was clearly expansionary. In
France, on the other hand, budget management
during the early months of 1974 had a dampen-
ing effect. Steps were taken in March in the
United Kingdom to reduce the budgetary deficit
by cutting expenditure and raising taxes. In
Denmark indirect taxes were raised in May with
the aim of holding back personal consumption
and, hence, imports.

All in all, these factors caused money supply
growth to slow down, particularly in the Nethet-
lands, Germany and, more recently, the United
Kingdom.

Interest rates have on the whole tended to con-
verge. The general rise in interest rates at first
continued at the beginning of the year, but
towards the end of the first quarter—in contrast
with the rising trend of interest rates in the
United States—money markets eased, especially
in Germany (one reason being foreign exchange
purchases by the Bundesbank) and the United
Kingdom (because of the need to increase liqui-
dity during the economic crisis). By contrast,
interest rates rose in Belgium and even more in
Italy, the two Community countries with hither-
to the lowest interest levels. During the first
quarter, the discount rate was raised in Denmark
on 23 January from 9 to 109, in Belgium on
1 February from 7.75 to 8.75%, and in Italy
on 20 March from 6.5 to 9%. On the other
hand, the Bank of England’s minimum lending
rate fell, following the release of special deposits,
from 13% at the beginning of January to
11.75% in the first half of April. Long-term
interest rates generally continued to climb in
the Community. Fears of an accelerating fall
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Dispersion of interest rates in the Community
(mean deviation from Community average)
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in the value of money and the connected expect- many savers from investing in long-term secu-
ation that the restrictive monetary policy, with rities. In some member countries this seriously
high interest rates, would be maintained, deterred impeded the functioning of the capital markets.
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Demand for and supply of goods and services

1971(1) 1972(1)(®) l 19733 . 1974(2)(3)
At
curtent o ]
prices % change on preceding year
Mrd
Eur
®
Volume Value | Volume Value | Volume Value
Gross fixed asset formation 1620 [ 4+ 3.0 4 10.3 52 414114 2 + 15
Public current expenditure on goods and
services 1099 |+ 43 -+ 146 36 +1421(4+ 3 +17
Private consumers’ expenditure 408.0 | + 4.7 + 124 46 4+ 1311+ 2.0 415
Gross Community product 6942 [+ 37 + 1109 56 +136 |+ 2% + 13
Balance exports less imports (Mrd Eur) (9 |+ 7.5 + 7.7 +4+ 5.9 - 99

1 Statistical Office of the European Communities (SOEC), National Accounts.

2 Based on Community totals of the aggregates of the individual member countries at the central rates fixed in

Washington on 18 December 1971,
3 Estimates.
4 1 Eur = 0.888671 g of fine gold.

Noze :

The estimates are approximations based on certain hypotheses generally mentioned in the Quarterly Surveys. They
have been discussed with experts from the member countries but ate established and published on the sole respon-

sibility of the Commission.

17



C. Outlook

1. Outlook for world economic activity

Economic activity in the United States and
Japan can be expected to pick up again in
the second half of the year, but in the other
industrialized countries outside the Community,
economic growth in the second half of 1974 is
unlikely to differ much from the present rate.
The volume of world trade will continue to
expand if only very moderately compared with
the very fast increase in 1973. Towards the end
of the year, however, there may well be a slight
acceleration. The Commission’s departments at
present expect the volume of world trade on an
imports basis (excluding imports of the EEC
member countries and state-trading countries)
to increase by 6% in 1974, compared with a
rise of 12% in 1973. The upward movement
of prices is likely to remain very rapid, but in
some industrialized countries it may slow down
slightly, especially if raw material prices con-
tinue their tendency to stabilize and agricultural
production turns out to be higher than in 1973,
as is presently expected.

In the United States the economic trend is likely
to be increasingly upwards again in the second
half of 1974, but growth rates will probably
still turn out to be comparatively low. This is
because monetary and credit policy must be
expected to remain restrictive given the con-
tinuing strong inflationary tendencies, and be-
cause bottlenecks are likely to persist in certain
key industries, despite a high rate of investment
activity.

It is above all a sharper increase in private
consumers’ expenditure which may stimulate
expansion. On the wage front for instance
there will probably be a quite noticeable
catching up process after the recent decline in
personal incomes. Moreover, cotporate invest-
ment activity will remain very high. The latest
business sutveys indicate that industry’s invest-
ment expenditure can be expected to increase
substantially in 1974. It should also be borne
in mind that in contrast to the situation in
similar phases of eatlier cycles, stocks are rela-
tively low. Finally, the deterioration of the
situation in housing construction could slow
down.
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Even so, gross national product will grow very
litte between 1973 and 1974—i.e. by scarcely
1/2%. Employment will probably rise relati-
vely slowly because of the expected advance in
productivity, so that the unemployment rate
may still go up a little.

Once price controls have been lifted, the prices
of industrial goods are likely to climb further.
On the other hand, farm prices may flatten out
or even fall as a result of a distinct improvement
in production. This would imply a weakening
of inflationary trends in the economy generally.
Exports are likely to maintain their brisk
growth, especially as the competitive position
of American industry after the repeated dollar
devaluation is very favourable. Nevertheless
the trade balance must be expected to show a
considerable deficit in the second half of 1974,
on account of the sharp rise in oil prices.

In Japan, the economy is expected to resume
its growth in the autumn, with the main expan-
sionary stimuli probably coming from exports
and the revival of investment activity. Despite
the difficulties recently faced by the Japanese
economy, business surveys indicate that manage-
ments take a fairly optimistic view. The up-
ward thrust of prices will probably remain
vigorous and there is likely to be a deficit—
although smaller than in the first half of the
year—on cutrent account,

Canada’s strong economic growth should con-
tinue, with all components of demand firm.
The current account will remain in surplus. In
Sweden and Norway, the pace of expansion
may even quicken somewhat, helped by expan-
sionary budgetary policies. In Austria and
Switzerland, on the other hand, economic
growth may if anything fall off in the second
half of the year; the trend of investment
demand, in particular, is likely to be sluggish.

In the developing countries, imports of the oil
producing countries and of some countries which
in the last few years have benefited greatly
from the rise in raw material prices, will
probably grow very strongly. It should be
borne in mind, however, that the Community’s
exports to the oil producing countries constitute



only a comparatively small fraction of its total
exports. Demand from the other developing
countries, which have been hit very hard by
the increase in oil prices, will probably grow
only slightly, if at all.

2. Outlook for the Community

Economic prospects will continue to be domin-
ated by strong inflationary tendencies through-
out the Community and the serious balance of
payments problems of some member countries,
These will considerably restrict the room for
manoeuvre in planning short-term economic
policy. It can nevertheless be assumed that
economic growth will continue in the period
up to the end of the year. In countries in
which restrictive measures, in particular bud-
getary measures, were appreciably relaxed fol-
lowing the oil crisis, there may even be an
acceleration. This will be helped by the ex-
pected improvement in the world economic
situation. Even so, growth rates of output will
probably be lower than in previous upswings
of the economic cycle, especially as some sectors
will still be feeling the after-effects of the
increase in oil prices. While some industries
will have a relatively large amount of spare
capacity, others may have difficulty in keeping
pace with the expansion of demand.

In view of the expected upturn in world
economic activity, exports to non-member coun-
tries will probably continue to grow, although
far less rapidly than in 1973. Exports to North
America in particular should increase more
sharply again, although the depreciation of the
dollar has appreciably weakened the competitive
position of industry in most European countries.

Gross fixed capital formation may provide a
stronger stimulus. In nominal terms, total fixed
investment in 1974 will probably increase even
more sharply than in 1973, but this is due solely
to the faster pace of price rises. The flow of
new orders in the capital goods industry and the
results of the EEC business surveys suggest an
improvement in the investment climate. Capital
expenditure on plant and machinery is likely to
be boosted by rationalization efforts to keep
down labour costs and, to an increasing extent,

by efforts to save energy. Public expenditure
on civil engineering should increase only mo-
derately in most member countries. Activity
in residential construction will remain sluggish,
except in France and Ireland, where building of
subsidized housing is very buoyant.

Although stocks of finished products have risen
sharply in recent months in some industries, in
particular the motor industry, stockbuilding may
continue to provide a fairly appreciable stimulus.
In the United Kingdom, where stocks were run
down substantially during three-day working at
the beginning of the year, there should be a
considerable amount of restocking.

In the second half of the year, private con-
sumers’ expenditure in most member countries
will increase very rapidly in terms of value, for
wages will no doubt rise at a fast pace. The
index-linking of wages and the payment of other
forms of cost-of-living supplements are impor-
tant factors behind the upward wage movement.
At the same time, transfer incomes will again
grow sharply in most member countries. As
the economic situation improves, the propensity
to save may fall off slightly. In terms of
volume, however, the growth of private con-
suption should be relatively moderate.

This outlook for demand would suggest that
production will stay on an upward trend during
the second half of the year, particularly in the
basic materials and capital goods industries.
Developments in construction, the motor indus-
try and some other branches of the consumer
goods industry, on the other hand, may remain
quite sluggish. Overall the increase in the Com-
munity’s real gross national product should be
some 2¥2% in 1974.

The labour market situation will probably re-
main relatively stable. The number of persons
employed should increase only slightly and un-
employment will not fall to any notable degree.
In certain industries of some member countries,
in particular the motor industry and construc-
tion, unemployment may even tend to rise
further. In this connection it must be borne
in mind that the persistent cost pressures will
dampen any increase in employment, and that,
as a result of the effects of higher oil prices,
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significantly more wage and salary earners than
in the past may have to change jobs.

A further appreciable rise in Community imports
looks likely. The rate of growth may well
accelerate in Germany and perhaps for a time
in the United Kingdom as well, where purchases
of raw materials and semi-manufactured products
could be boosted by the rebuilding of stocks.
In Germany, this is partly because importers in
recent months have sought to hold off purchases
abroad in view of the uncertainty surrounding
exchange rate relationships. Following the
sharp deterioration in the Community’s balance
of trade in the first quarter, due mainly to the
higher prices of petroleum products, the deficit
could level off as the year advances. At all
events the situation will differ sharply from
member country to member country. While
Germany and the Benelux countries will record
surpluses, some of the other Community coun-
tries will have large deficits. For the Com-
munity as a whole, the current balance of pay-
ments will probably also show a considerable
deficit.

It is to be feared that prices in the Community
will still be climbing rapidly in the second half
of the year. As there is a certain time-lag before
consumer prices are affected by import prices,
the increases in the prices of raw materials and
petroleum products recorded in recent months
have yet to have their full effect on domestic
prices. Furthermore, in hardly any country has
the rise in wage costs so far shown signs of
slackening. In the agricultural sector, however,
better harvest prospects and an increase in the
oatput of livestock products may slow down the
upward movement in prices.

Major economic policy measures

December 1973

— At its meeting on 3 and 4 December, the
Council adopted, in the form of a resolution, a
set of measures to be applied by the various
Member States, in the light of their respective
economic situations, concerning the fight against
rising prices and the maintenance of a high level
of employment in the Community.
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— On 12 December, the Council agreed upon
the implementation of the social action pro-
gramme presented by the Commission, after
incorporating a list of actions to be given
priority.

— On 12 December, the Commission gave its
approval to participation by the Social Fund in
various projects, particularly pilot schemes to
assist bandicapped workers.

— At its meeting on 17 December, the Council
reached agreement in principle on the Commis-
sion’s proposals concerning the implementation
of the second stage of economic and monetary
union, whilst suspending their final adoption
and entry into force.

— At the same meeting, on 17 December, the
Council reached agreement in principle on
setting up an Energy Committee and on the
provision of information to the Commission to
enable exhaustive energy tables to be drawn
up for the Community. These latter decisions
were held in abeyance until 30 January 1974
when they were finally approved.

January 1974:

— The second 20% cut in customs tariffs
between the six original Community countries
and the three new members took effect on
1 January.

— On 14 and 15 January, the Council decided
to participate in the Washington conference on
energy problems.

— On 21 and 2 January, the Council author-
ized the application of compensatory amounts
at the French frontiers to offset the effect on
import and export trade of the floating of the
French franc.

February:

— At its meeting of 18 February the Council
formally adopted the following instruments:

— decision on the attainment of a bigh degree
of convergence of the economic policies of
the Member States of the European Eco-
nomic Community;

— directive on stability, growth and full em-
ployment in the Community;



— decision setting up an Economic Policy Com-
mittee;

— resolution concerning short-term monetary
support.

March:

— At its meeting on 4 March, the Council
requested its President, Mr. Scheel, to contact
the Arab countries with a view to defining the
basis of future cooperation.

— At the Council meeting on 21, 22 and 23
March, the Ministers of Agriculture set the farm
prices for the coming tarm year; the average
increase is 9%.

April:

— At the end of April, the Ministers of Finance
of the Community reached agreement in prin-
ciple on the mobilization of gold reserves. After
consultation with the US government, the mone-
tary authorities are to be authorized to buy and

sell gold both among themselves at a market-
related price and on the free market.

May:

— Under article 108 § 3 of the Treaty esta-
blishing the European Economic Community,
the Commission decided, on Wednesday the 8th
of May, to authorise Italy to take, on a strictly
limited and temporary basis, certain protective
import measures (Please see the chapter on
ltaly). The application of these measures will
be controlled by the Commission.

r
June:

— On the 4th of June, the Council made a
regulation establishing a new rate for the
“green” Lira, which was thereby devalued by
12.5% with effect from the date of application
of the Commission’s decision of 8 May 1974.

— On the 6th of June, the Council adopted
a decision concerning the adjustment of the

-economic policy guidelines for 1974.
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TABLE 1: Basic data 1972

Co;?t';m' Denmark | Germany | France | Ireland | Italy le,ﬂ:f; " | Belgium L#;‘If;g' I]J((;;:{?
Total area ("000 sq. km.) 1524.8 43.0 248.5 551.2 70.3 301.2 33.5 30.5 2.6 244.0
Total population ('000) 255 044 4994 61 669 51 700 3 014 54 401 13 330 9711 348 55 877
Density of population per 167 116 248 93 43 181 398 318 134 229
8q. km.
le}gggs in employment 104 311 2 414 27 463 20 709 1048 18 331 4701 3 969 151 24 744
Numbers in employment,
Fgeal_(down by main sector
Agriculture 10 10.4 7.4 12.9 25.5 18.0 6.7 4.1 9.3 2.7
Industry 44 35.9 48.5 40.4 28.7 43.8 36.9 42.3 48.3 46.9
Services 46 53.7 44.1 46.7 54.2 38.2 44.2 51.2 42.4 50.4
Share of gross domestic
produet (%) :
Agriculture 7.7 3.5 5.9 16.9 9.2 5.8 4.3 4.49H» 2.9
Industry 38.2 50.9 47.2 32.3 38.9 39.9 43.3 (567.5)") 42.5
Services 54.1 45.6 46.9 50.8 51.9 38.7 52.4 (38.1)") 54.6
In 9% of gross domestic
product :
Private consumers’ expen- 59.2 56.9 54.0 59.7 65.8 64,7 55.9 60.6 57.7 63.6
diture
Public current expenditure 16.2 22.6 17.7 12.3 15.3 14.8 16.7 14.9 12.4 19.1
on goods and services
Gross fixed asset formation 23.1 21.0 26.0 26.0 22.1 19.4 23.2 21.1 30.8 18.2
Total exports 23.0 28.7 21.6 17.2 35.8 20.0 46 0 43.5 809 21.6
Total imports 22.0 28.2 19.9 16.4 41.2 19.7 43.4 41.0 81.8 21.8
(M) 1970
TABLE 2: Key indicators
Volume
% change by volume on preceding year indices
1963 = 100
1967 1968 1969 1970 1971 1972 1972
Gross Community product + 31 + 54 + 63 + 4.9 + 8.2 + 3.7 149
Industrial production + 0.9 + 8.5 + 9.3 + 5.1 + 2.3 + 5.1 158
Imports of goods and services + 5.0 + 111 + 144 +  10.7 + 7.0 + 89 214
Private customers’ expenditure + 35 + 41 + 53 + b4 + 43 + 4.9 148
Gross fixed asset formation + 24 + 6.5 + 7.9 + 71 + 25 + 29 159
Exports of goods and services + 5.9 + 125 + 128 + 95 + 8.1 + 7.8 219
Intra-Community visible trade + 5.7 + 19.5 + 225 + 124 + 9.0 + 11‘.6 298
Gross product per capita + 25 + 4.8 + b5 + 43 + 24 + 31 139
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TABLE 3: Basic monthly indicators

Year | Jan. | Feb. | Mar. | Apr. | May | June | July | Aug. | 8ept. | Oct. | Nov. | Deec.

Industrial production 1972 153 153 161 163 162 160 142 124 160 167 174 172
(1963 = 100)
1973 164 172 174 174 174 176 153 137 174 179 185 177

1974 167 175
Imports from non-member 1971 | 36761 3912 4405| 4000) 3943] 4310 3906 [ 3705 | 3936 3987 | 3916 4417
countries (cif, million Eur)
1072 ) 3908 | 4094 4559 ) 41566 4509 | 4424 | 39831 4117 4230 | 4666 47167 5007
1973 | 4961 4931 | 5205 ] 5008 ] 5853 5591 | 55031 53161 5763

Exports to non-member 1971 | 3 550 | 3 831

4710 40250 40791 4180 4328 38647 4135 4182 ] 4101 ] 4 782
countries (fob, million Eur)

1
1972 { 4001 4328 4 798| 44760 £ 763 ) 4871 4502 4265 ) 4483 ) 53451 5071 5601

B

1973 | 49601 5 158 4701 5302) 6247 ) H 88| 6279 5H 443 6033

Balance of trade 1971 - 126 (- =1
(million Eur)

66— 65| -F 130 — 130 + 422} + 159 4 199 | 4- 195 | + 185 + 365
1872 | + 93} 4 234

230 | 4+ 320 | + 250 [ + 447 [ + 564 | + 148 | + 203 + 679 | + 355( + 594
1973 |+ 81 177 4 2656 [ + 204

B8O [ 267 -+ TI6 F 127 ( + 270

Intra-Community trade 1971 | 3369 | 3736 4450 3967 3020 4103 39951 34483 | 4073 | 4398 | 4 252 4388
(million Eur)
1972 ) 4020 4403 | 4984 ] 4470 4692 4 861 41801 3971 46631 5137 | 4 988| 5109

1973 | HO36 | H 245 ( H 430 ] H 260 | H 994 ( 5814 | 5503 5004 | 5743

NOTES TO GRAPHS AND TABLES

Source: Community: Statistical Office of the European Communities (SOEC).
Denmark: SOEC; Danmarks Statistik.
Germany: SOEC; Statistisches Bundesamt. .
France: SOEC.
Ireland: SOEC; Administration Year Book (IPA) CB, Basic statistics
Italy: SOEC; Relazione generale sulla situazione economica del Paese (1972).
Netherlands: SOEC; Ministerie van Sociale Zaken en Volksgezondheid; Centraal Burean voor de sta-
tistick.
Belgium: SOEC; Ministere de 'Emploi et du Travail.,
Luxembourg: SOEC.
United Kingdom: SOEC; Central Statistical Office.

Conversion into Eur (1 Eur = 0.888671 g fine gold).
Graph 1

Thrcl:-month moving averages of the seasonally adjusted indices (excluding construction, food, beverages and
tobacco).

Graph 2

Monetary authorities’ reserves of gold and convertible currency, holdings in special drawing rights and reserve
position in the IMF. Gross figures, i.e. including foreign liabilities. Position at end of month.
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Table 1

Total population at mid-year; for Germany, estimated average for year; for Italy, average for year,

Resident population in employment at mid-year; for Germany, estimated average for year; for Italy, average for
yeat less persons temporarily working abroad.

Petcentage shates of the main economic sectors at factor cost.

Percentage shares of demand aggregates and of total imports at market prices.

Total Exports and Imports; goods and services.

Table 2

Industrial production, excluding construction, food, beverages and tobacco: index of the Statistical Office of the
European Communities.

Trade between member countries, on imports basis: as shown by foreign trade statistics. Figures for the original
members of the Community.

Table 3
Industrial production: see notes to table 2

External trade: Imports from non-member countries, exports to non-member countries: as shown by foreign trade
statistics. Trade between member countries, on imports basis. Figutes for the original members of the Commu-

nity.
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Il. THE SITUATION IN EACH
OF THE COMMUNITY COUNTRIES






A. Denmark

continued to expand rapidly.

At the beginning of the year, the level of activity was still bigh despite the effects
of the oil crisis. The growth of domestic demand slackened a little, but exports
Unemployment bas risen recently.
movement of prices and costs gathered additional momentum and the current
balance of payments deteriorated sharply.

In the months abead, the deceleration of growth could become more pronounced,
both on the demand and on the production side. The conditions for the main-
tenance of internal and external equilibrium will remain insecure.

The upward

1. Recent developments

Despite the impact of the oil crisis, which
caused a cut in supplies until the month of
February, the level of activity continued to be
high. Employment remained fairly stable. At
the same time, the conditions for the main-
tenance of internal and external equilibrium
deteriorated sharply.

Exports continued to grow at a rapid pace.
From January to April their value was up by
12% on the previous four months and 34.5%
higher than a year earlier. However, much of
this increase was due to the sharp rise in export
prices. Sales of industrial products, which were
stimulated by the second cut, on 1 January, in
tariffs between the original Community coun-
tries and the new members, continued to benefit
from strong demand, especially from Germany,
France and the Benelux countries. Deliveries
to Sweden and Norway also picked up again
appreciably. Exports of agricultural produce,
which account for almost 30% of total foreign
sales, rose very rapidly in value.

Domestic demand lost some of its buoyancy.
Although still at a high level, investment tended
to moderate due to several factors. Firstly, the
prospect of a more moderate level of activity
no doubt led managements to implement their
capital spending programmes more slowly.

Secondly, due to the measures taken in 1973
(abolition of the VAT refund on dwellings, cut
in the number of building permits issued, credit
restrictions ) the number of housing starts in the
first four months of 1974 were less than 44%
of those for the previous year. In addition, the
ban on new public building resulted in a decline
in public sector investment. Finally, stock-
building may have slowed down, notably be-
cause of the rise in interest rates.

Private consumers’ expendz'ture grew more
slowly, especially as a result of the sharp rise
in oil prices and its impact on disposable
income. The seasonally adjusted index of the
volume of retail sales showed no further increase
in the early months of the year. On the other
hand, the number of new car registrations,
which had fallen sharply between November
and January, picked up again in the following
months. This may be seen partly as a reaction
to the earlier decline brought about by the oil
supply uncertainties, and partly as precautionary
buying due to the expectation of sharply higher
prices. The growth of public current expen-
diture probably slackened a little.

Despite some slow down in overall demand,
production continued to expand vigorously.
Industrial production increased significantly at
the beginning of the year, as can be seen from
the upward trend of employment in manufac-
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turing industry. The volume of agricultural
production probably grew moderately.

1963 = 100

Semi-Log scale

Industrial production
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The employment situation was virtually un-
changed. Manpower made redundant in the
building sector seems to have been absorbed
by other industries, especially those manufac-
turing plant and machinery. Although some
firms are still troubled by shortages of skilled
labour, the number of jobs on offer has declined
in recent months. Moreover, since November
the number of registered unemployed has shown
some tendency to rise and this tendency has
recently been accentuated.
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The upward movement of prices, which slowed
down temporarily during the price freeze (2 Ja-
nuary to 24 February), subsequently resumed
its rapid pace. In April, the consumer price
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index was 14.2% up on the level recorded a
year earlier. While the trend of food prices
was somewhat more moderate, the rise in
prices of imported basic materials accelerated.

Imports continued to grow strongly—especially
in terms of value—as a result of the faster rise
in import prices. All categories of products
were affected by this increase, especially in-
dustrial products, raw materials used in agricul-
ture, and transport equipment. In the first
four months of the year, the value of total
imports, adjusted for seasonality, was up 27%
on the previous four months and was 51%
higher than a year earlier.

As a result of increased reliance on imports
and a distinct deterioration in the terms of
trade, the balance of trade worsened sharply.
In the first four months of the year, the deficit
doubled compared with the same period of

External Trade Mio Eur
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1973, rising to Dkr 6,000 million. Net total Bank lending joon rd Dker
reserves consequently fell by Dkr 967 million o AN RAN RN RN RN AN RRRRERARE BN
between the end of December and the end of 80
April, to Dkr 6,800 million. However, the net

position of the commercial banks improved by 70 L

Dkr 2,200 million during the same period. e

60

DA

Borrowing went on expanding even though the e
ceiling on lending to the economy remained 50
in force. The increase in the money supply ]
(M2)—not seasonally adjusted—continued to

slacken; in April, the year-to-year growth was 40 B T T R T T T
9.8%, compared with 12.6% in December o 173 1974
1973.

Demand for and supply of goods and services

1971(Y) 1972() ’ 1973(3) ' 1974(%)

At
current % change on preceding year
prices
(in Dkt
’000
million) | Volume Value | Volume Value | Volume Value

Exports (%) 388 |+ 60 +121 |+ 6 +25% 14+ 7 + 19
Gross fixed asset formation 385 |4+ 25 +122 ) +12% +23 |+ 2 + 21
Public current expenditure on goods and

services 285 + 50 +13.0 |+ 3 +16% [+ 3 4+ 214
Private consumers’ expenditure 76.7 |+ 3.0 + 90|+ 4% 414 |+ 21 4 18
Gross national product 1403 |+ 47 4132 |4 5 +17 [+ 2 4+ 16
Imports (3) 406 [+ 34 + 81 |4+ 17 + 31% [+ 4% + 25%

1 Danmark Statistik.
2 Estimates.
3 Goods, services and factor income.

Note :

The estimates are approximations based on certain hypotheses set out generally in this Quarterly Survey. They
have been discussed with experts from the member countries but are established and published on the sole respon-
sibility of the Commission.
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2. Outlook

In the coming months, the Danish economy is
likely to experience a certain slowdown in the
growth of demand, production and employment.

The relatively favourable outlook for demand
from certain important buyer countries such as
Sweden and Norway points to a further appre-
ciable expansion of exports. On the other hand,
the growth of domestic demand will probably
slow down significantly. The propensity to
invest will no doubt be curbed by the down-
ward revision of private sector investment pro-
grammes in recent months. The latest business
survey, carried out in April, indicated cut-backs
in investment plans in industry. In particular,

a marked decline in building activity—both
public and private—is foreseen as a result of
the measures taken since the spring of 1973
and the high level of interest rates. It is not
until the autumn, when the present ban on
public building is to end, that a certain recovery
may set in.

Although the trend of private consumers’ ex-
penditure is subject to a number of uncertain-
ties, the increase of personal spending can be
expected to moderate appreciably. Even if
wages and salaries continue their rapid rise and
transfer payments, especially to the least well-off
increase substantially, disposable income will be
affected by higher taxation and by the applica-
tion, in September, of the compulsory saving

Central Government Budget

1973/1974 1974/1975 1973/1974 1974/1975
Original Revised Draft Original Original
Budgect Budget Budget Budget Budget
9% changes on
. the preceding
Mio Dkr year’s original
budget
Expenditure 49,471 49,530 61,383 + 153 + 241
Revenue 53,500 55,005 65,123 + 16.6 + 21.7
of which:
— direct taxes 26,435 27,110 34,056 — + 28.8
— indirect taxes 25,300 26,960 29,116 — + 15.1
Surplus on current and capital account +4,029 +5,475 +3,740 — —

scheme introduced last April. In addition the
new measures adopted by the Parliament on
15 May to increase indirect taxes which will
affect 15% of household expenditure will have
a substantial effect on consumption. Besides,
the less favourable situation on the labour
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market and the less buoyant outlook for growth
may lead consumers—in spite of price increa-
ses—to spend more cautiously. To judge from
the Government’s plans, public current expen-
diture will continue to increase very slowly,
especially in terms of volume,




With the trend of domestic demand less buoyant,
production must be expected to expand some-
what more slowly. The number of unfilled
vacancies should continue to decline and the
shortages still noted in certain sectors will no
doubt tend to disappear. The shorter working
week planned for the end of the year and the
prospect of an upswing in 1975 could, however,
lead managements to postpone possible cuts in
their workforce. 'Despite this factor the em-
ployment situation will deteriorate and un-
employment will without doubt rise.

Given the fall-off in the expansion of demand
and production, the growth in the volume of
imports is likely to slacken distinctly, more
especially as the recent increases in indirect
taxation will have a decelerating effect on the
imports of certain goods, and in particular cars.
As the upsurge in the cost of imported energy
and finished products should moderate slightly
during the year, imports could also develop less
rapidly in value. Thus the deficit on the trade
balance, although remaining high, could decline
somewhat.

In the circumstances, the problems facing the
Danish authorities will essentially revolve around
a return to better conditions of equilibrium,
both internal and external. A slowdown in the
upward movement of costs and prices is the
more desirable in that it would help to maintain
the competitive position of Danish products, a
precondition for a rapid expansion of exports
and an improvement in the balance of payments.

Major economic policy measures

November 1973:

— The issue of work permits to foreign
workers was suspended on 29 November and
the renewal of existing permits for more than
one year was forbidden.

December:

— The discount rate was raised from 8 to 9%
on 20 December.

January 1974:

— A price freeze was imposed, from 2 January
to 24 February, covering all products with the

exception of raw materials and other imported
goods.

— The maximum level of unemployment bene-
fits was raised by some 14% to Dkr 132 per
day. The percentage of the usual daily wage
remains at 90%.

— On 22 January, the discount rate was put
up from 9 to 10%.

February:

— The capital tax system was revised. The
tax threshold was raised from Dkr 300,000 to
Dkr 450,000 and the tax rate fixed at 0.9%
for amounts lower than Dkr 2 million and 1.1%
for amounts exceeding that figure.

— Parliament adopted economic policy measu-
res proposed by the government, including:

~— subsidies to all firms, with the exception of
banks and insurance companies, calculated
on the basis of the number of employees and
intended to reduce the rise in costs;

— restrictions on dividend payments.

— A ban was placed, until 1 August 1974, on
any increase in the number of civil servants
from the level of 14 February 1974.

March:

— The new budget for the fiscal year 1974/75
was adopted on 29 March. The budget provides
for a cut in expenditure of about Dkr 1,500
million compared with the preliminary estimates.
The surplus on capital account is estimated at
Dkr 3,700 million and the cash surplus at Dkr
1,400 million.

April:

— A system of compulsory saving from income
was introduced, which should freeze a sum of
about Dkr 1,050 million. This measure will
apply to single persons having a taxable income
exceeding Dkr 40,000 and to married persons
with a taxable income exceeding Dkr 30,000
each. The amount to be saved varies from 4
to 9% according to income level and must be
deposited with a bank in three instalments be-
ginning in September 1974. After three years,
the amount saved will be repaid over a five-year
period.
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— On 5 April, a decision was taken to maintain
the existing credit ceiling during the next few
montbhs.

May:

— On 15 May the Danish parliament adopted
certain temporary and permanent measures to
increase indirect taxation.

Temporary measure (from 8 May to 31 Decem-
ber 1974).

— Increase of 50% in the registration charge
for new cars less than 4 tonnes. This tax
only applies to those vebicles imported from
8 May.
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Permanent measures (indefinite duration).

— Increase of 50% (instead of 66.7% initially

proposed) on the road tax for private
vehicles. The tax for commercial vebicles
less than 3 tonnes was also increased.

— Increase of 20% (instead of 33% previously

proposed) on the taxes on domestic equip-
ment (fridges, washing machines, cookers,
extractors, razors, etc.).

Increase of excise duties on tobacco, ciga-
rettes, alcobol (wine and beer). The increase
varies according to the products in question.

Increase of 10% of the tax on tape re-
corders.




TABLE 1 : Key indicators

Denmark

1969 1970 1971 1972 1973 1973
% change by volume Indices
on preceding year 1963 = 100
Gross national product + 8.1 + 2.7 + 3.5 + 4.4 + 3.7 157.1
Industrial production + 12.0 + 2.7 + 2.6 4 8.5 — —
Total impotts + 14.6 + 83 + 24 + 43 4 18.3 236.8
Private consumers expenditure + 9.9 + 1.3 + 23 + 3.0 + 43 152.1
Public current expenditure on goods
and services + 9.0 + 114 + 8.6 7.7 + 4.7 201.0
Gross fixed asset formation + 10.2 + 4.9 + 441 + 4.5 + 9.2 188.7
Total exports + 9.4 + 6.3 + 7.1 + 7.5 + 9.2 208.1
Gross national product per head of
population + 7.5 + 1.8 + 29 + 3.8 + 31 145.8
Gross national product per person in | + 7.5 + 11 + 31 + 2.6 + 3.0 139.3
employment
% change by value
on preceding year
Gross income per employee + 121 | + 11.0 ‘ + 10.5 l + 14.0 ' + 16.0 —
|
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in million Eur — 3346 | —469.1 | — 423 — 93 — 389
as percentage of GNP - 22 |- 28 |— 23 |- 05 [— 1.6
Unemployment rate 39 29 3.7 3.7 2.4
Price-index of private consumers expenditure
(% change on predecing year) + 34 |+ 56 [+ 50 [+ 56 [+ 85
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Denmark

TABLE 3 : Selected monthly indicators

I

Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
i
Industrial production 1970 107 1y 117 118
(1968 = 100) 1971 116 118 119 119
1972 126 127 126 131
Unemployed 1972 31.7 36.4 26.7 32.6 40.4 33.1 33.3 31.1 29.1 25,0 21.9 21.0
(1 0600) 1973 12.0 6.9 10.3 31.5 19.9 25.0 25.6 23.4 23.7 21.5 22.2 22.3
1974 18.6 9.3
Dwellings under construc- | 1972 33.5 33.1 33.2 33.5 34.8 39.2 9.0 38.5 38.6 40.5 40.1 38.8
tion (1 000) 1973 38.6 38.0 38.5 38.2 38.5 37.8 37.0 46.3 35.0 35.3 34.1 32.6
1974 60.1 59.0 36.9 35.4
Retail sales 1972 135 137 142 144 143 145 147 151 153 147 151 151
(1968 = 100) 1973 158 157 156 159 156 165 164 170 174 173 174 176
1974 177 178 174 182
Consumer prices 1972 158.5 [ 159.2 160.3 161.4 | 163.0 | 164.1 ] 164.4| 165.0| 166.3 | 167.5| 168.9 ( 169.5
(1964 = 100) 1973 160.8 | 171.6 | 172.6 | 174.9| 177.1 178 5| 179.7 | 18081 182.7 | 184.87 187.9| 190.8
1974 194.2 [ 1948 196.5 199.8
Visible imports 1972 397 413 386 370 382 363 455 417 444 470 480 412
{million Eur) 1973 303 142 429 17 314 522 360 a62 557 613 611 516
1974 650
Visible exports 1972 366 347 337 335 409 367 357 330 347 385 374 377
(million Eur) 1973 367 412 376 347 409 411 492 402 540 467 441 469
1974 440
Balance of trade 1972 | — 31| — 66| — 49| — 35 2 + 4 98 | — &7 — 97| — 85| — 106 — 35
(million Eur) 1973 | — 136 ) — 30| — 33 700 - 1050 — 11| - 68| — 160 — 17! — 146 | — 170 | — 47
1974 | — 210
Official gold and foreign | 1972 756 780 794 754 749 726 705 73 660 647 727 774
exchange reserves 1973 807 867 893 964 969 961 911 755 778 7991 10071 1097
(million Eur) 1974 954 830 837 R65H 707
Money supply 1972 8021 7 965 8193 8422 8475 8628 8 565 8 656 R766 ) 8793 H212| 9328
(million Eur) 1973 9 164 9115 9 248 9 528 9 681 9 897 9 820 G906 | 10 099 | 10 185 | 10 427 | 10 534
1974 [ 10 202 | 10 160 |\ 10 173 | 10 458

NOTES TO GRAPHS AND TABLES

Source: Danmarks Statistik (except as otherwise indicated).
Convetsion into Eur (1 Eur = 0.888671 g of fine gold).

Graph 1

Industrial production: volurse of sales in manufacturing; seasonally adjusted.

Graph 2

Labour market: seasonally adjusted; three-month moving averages. Insured unemployed, OECD.

Graph 3

Wages: houtly earnings in industry (including bonuses).

Graph 4

Imports: cif; exports: fob; seasonally adjusted; three-month moving averages, OECD.

Graph 5

Bank lending: by commezcial and major savings banks.
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Denmark

Table 1

GNP at market prices;

Industrial production: value added by industry;

Exports and imports: goods and services;

Gross income per employee: income from employment, SOEC.

Table 2

Balance exports less imports: goods, setvices and factor incomes, SOEC.
Unemployment rate: numbet of insured unemployed as percentage.

Table 3

Industrial production: volume of sales in manufacturing; seasonally adjusted.
Insured unemployed: seasonally adjusted, OECD.

Dwellings under construction : Uncil the end of 1973 the figures only covenlarge urbaareas. r1Comparable figures
for 1973 on the new definition :

Jan, : 66,5;
Febr. : 66.3;
March : 68.7;
April : 68.8.

Retail sales: seasonally adjusted.

Imports: cif, exports: fob; seasonally adjusted, OECD.

Balance of trade: diffcrence between the scasonally adjusted figures of exports and imports, OECD.

Official gold and foreign exchange reserves: monetary reserves: monetary authorities gross reserves of gold and
convertible currency, holdings in special drawing rights and reserve position at the IMF; liabilities to abroad
have not been deducted, Danmarks Nationalbank.

Money supply: notes and coins in circulation and deposits at post giro accounts commetrcial and major savings
banks, Danmarks Nationalbank.






CORRIGENDUM

The economic situation in the Community

No 1 - 1974

Page 7, para. 3 . after the first sentence, insert “Already, the oil
price increase is causing a generalised acceleration
in the rise in prices. At the same time domestic
factors, especially cost pressures, are tending to
add to inflation”.

Page 12, para. 4 : amend first two sentences to read “In the second
group of countnies the constraints imposed by
the balance of payments situation and by the
vigorous upsurge in costs and prices call for
policies to restructure demand aimed at improv-
ing the external balance”.






B. Germany

spiral.

could speed up appreciably.

In the spring the business climate improved in Germany, belped by the vigorous
expansion of export demand and a revival in the propensity to invest of enterprises.
The very sharp rise in costs in the economy has given a further twist to the price

The coming months will probably see a gradual strengthening of the expansionary
forces in the economy. The upward movement of prices, especially consumer prices,

1. Recent developments

Once the danger of impediments to production
in the form of a short-fall in energy supplies
had disappeared and the Federal Government
had lifted most of the restrictive measures of
short-term economic policy, industrialists be-
came more confident again in the early months
of the year and the economic trend was more
favourable than at first seemed likely. The
underlying recovery did not suffice to remedy
obvious structural weaknesses in major sectors.
The upward movement in the cost of labour
and materials temained very vigorous and has
so far been reflected mainly in a very strong
upsurge in industrial producer prices.

Export demand was still lively despite the
revaluation of the German mark and the sharp
rise in German export prices, enabling Ger-
many’s visible exports to reach new record
levels. In the period under review it was thus
exports which gave economic activity the main
boost and not only prevented pessimism from
becoming even more widespread but also stim-

Exports
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ulated other fields of the economy. The total
value of visible exports during the first four
months of the year was up 32% on the same

period a year earlier; in real terms the increase
was 18%2%.

The more favourable economic outlook and the
abolition of the investment tax led to a certain
increase in the propensity to invest of enter-
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prises despite the credit squeeze and the con-
tinuing increase in long-term interest rates. In
the building sector, the already very depressed
business climate deteriorated further in the first
quarter. Thanks to the very mild winter build-
ing activity was hindered less than usual by
weather conditions and new orders continued
to be placed only cautiously, the result being
that the period covered by building orders on
hand shortened, which is unusual for the season.
The fall in demand remained sharpest in resi-
dential construction, which was paralyzed by
excess supply and the high cost of borrowing.
Demand for industrial and commercial building
was held back by the reluctance of enterprises
to extend capacity. The public authorities acted
to prevent an even sharper setback in the build-
ing industry by placing an increased number of
orders, particularly civil engineering orders, and
by spending more on the programmes to
promote publicly assisted housing.

Private consumers’ expenditure too expanded
at a very sluggish pace. In the first quarter,
retail sales were only 3.1% higher than a year
earlier, and in real terms they even declined by
some 3¥2%. Purchases of motor vehicles re-
mained exceptionally slack, partly as a result of
the measures taken to cope with the oil crisis;
registrations of new passenger cars were 29%
lower during the first four months of the year
than a year earlier. The upward movement of
wages accelerated again owing to wage settle-
ments that were considerably in excess of the
awards needed to preserve real purchasing
power. However, because of the drop in the
number of persons employed and the delayed
payment of the increases, the total wage and
salary bill did not go up to the same extent;
for the economy as a whole the rise on a year
earlier was 8% in the first quarter.

The trend of production did not quite keep up
with the somewhat more vigorous expansion of
demand. Taking the economy as a whole, it
probably lagged appreciably behind the rate of
growth of capacity, so that capacity utilization
rates in the economy dropped further. During
the first four months of the year total industrial
production was only 1.2% up on a year earlier,
when it had admittedly been very high.
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Semi-Log scale

Industrial production
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The relatively quiet trend of production, the
continued increase in spare capacities, and the
growing need to check the pressure of wage
costs by rationalization, are reflected in a rise

Labour market (thousands)
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in unemployment and particularly in a fall in
the number of jobs on offer. For the first time
since 1967, and allowing for seasonal variations,
the number of unemployed now exceeds the
number of unfilled vacancies. At the end of
May, there were 557 000 unemployed compared
to 319000 unfilled vacancies, in seasonally
adjusted terms. Short-time working remained
very widespread.

Visible imports grew relatively slowly. In the
first four months their value was 18.3% higher
than a year earlier. The unusually steep rise



Germany

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books A Stocks of finished products B
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Answers to questions in the EEC business survey, carried out in the German Federal Republic by the IFO-Institut.

GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weightod as follows :

by 0.03 for the answer ‘‘above normal”, or ‘‘up’;

by 0.02 for the answer ‘‘normal”, or ‘‘no change”;

by 0.01 for the answer *‘below normal”, or ‘‘down”.
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in import prices, which continued in the period
under review with the average value of imports
in the first four months up 23% on the previous
year, strike-induced supply difficulties in major

Imports Mio Eur
R RN SRR RN NNRRRE RN RRRRAR L]
D
4 500
3 000 }—- %
1 500
o Ll
PN Y VIV X XX 0 DNy ViV X X XEX T I Y ivovnx X X X
1972 1973 1974

trading partners, and also, speculation on a
further increase in the exchange rates of the
German mark, seem to have prompted impor-
ters to exercise a great deal more restraint than
was to be expected in a situation where domestic
economic activity was expanding again slightly.
Purchases of foodstuffs were particularly de-
pressed.

The upsurge in the price of imported goods,
especially mineral oils and other raw materials,
and excessive wage settlements touched off fresh
waves of price rises which are already clearly

Wages and consumer prices 1963 = 100
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ducer prices, which were 13.29% higher in April
than a year eatlier. The consumer price index
rose considerably less because of special factors
affecting foodstuffs and heating oil. In the year
to May it went up by 7.2%.

The continued vigorous growth of exports
coupled with the very slow rate of expansion
of imports enabled the foreign trade surpluses
to rise to unprecedented levels. In the first
four months of the year Germany’s balance of
visible trade showed a surplus of DM 17 900
million. As there was virtually no further
underlying deterioration in the balance of ser-
vices and transfer payments, the surpluses on
current account also rose considerably. The
weighted appreciation of the German mark,
which had decreased appreciably until January,

visible especially at the level of industrial pro- has increased sharply since then. As the Bun-
Balance of trade Mio Eur
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desbank intervened repeatedly to assist the cur- Bank Mrd DM

rencies in the joint float and also purchased ZZOIC?diInIg BEREARENRRERRRER ||SH;rl :L?gu Wi":p
dollars, its currency reserves have risen again 200
since March. At the end of April they stood
at DM 92 500 million net. 180
0 AT
/.’-

Despite the comparatively restrictive monetary 140 // ~]
and credit policy pursued by the Bundesbank, S
the foreign exchange inflows have led to a some-
what faster growth in the money supply lately. ol Lot e bbb bl g
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At the end of April the stock of money and 1972 1973 1974
near-money (M2) was 11.5% higher than a
year earlier, when it had admittedly been greatly
inflated by speculative inflows of considerable
amounts of foreign exchange. Despite the rela-
tively slack demand for credit by trade and liquidity position, the upward tendency of long-
industry and an improvement in the banks’ term interest rates continued.

Demand for and supply of goods and services

197112 1972 ' 19731 ' 19742
At ]
current % change on preceding year
prices
(in DM
000
million) Volume Value | Volume Value | Volume Value
Exports® 1742 |+ 78 4 91 |+ 164 + 1911+ 8 + 191,
Gross fixed asset formation 203114+ 19 4+ 61|+ 05 4+ 52|— Y% 4+ 7
Public current expenditute on goods and
services 1306 |+ 44 +125 |4+ 44 + 155(+ 4 4+ 161
Private consumers’ expenditure 408.7 [+ 37 + 95|+ 31 4+ 105(+ 1% + 10
Gross national product 760.1 |+ 30 4+ 92|+ 53 4 116|+ 2 + 91
Imports® 1620 [+ 82 + 8.0 |4+ 100 + 148+ 4 + 2114

1 Federal Statistical Office/* Wirtschaft und Statistik, No. 2/1974.
¢ Estimates,
3 Goods, services and factor income.

Note :

The estimates are approximations based on certain hypotheses generally mentioned in the Quarterly Surveys.
They have been discussed with experts from the member countries but are established and published on the sole
responsibility of the Commission.
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2. Outlook New orders received by Industry 1963 = 100
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medium-term growth path. The vigorous up- 0 vl
ward movement of costs may be reflected in a
sharper upsurge in prices. 250
"1 i
. A P&m\estlc onders
Even if in the next few months export demand
, allv i N NN IR IR TN I ENR AN AT
Should lose buoyanCy—espeClally ln real terms_ 130 POCH N Y VOV X XUX LYY VOV X X0 X TRV v x XXX
as the domestic economic trend improves, 1972 1973 1974
German exports are likely to continue at a
very high level because of the very heavy
The Federal Budget
1973 1974 1973 1974
Budget Estimated ! Budget
outturn Budget
9, change
on the
DM 000 million preceding
year’s
budget
j
Expenditure 2 121.6 1216 | 136.4 + 10.3 + 12.2
of which:
— current expenditure 97.6 97.8 111.4 + 8.2(% -+ 1441
— capital expenditure 241 23.8 25.8 + 93 + 74
Revenue ¢ 118.8 119.0 128.0 + 136 + 7.7
of which:
— direct taxes 48.3 49.5 56.8 — + 17.6
— indirect taxes 66.8 65.4 67.4 (%) —_— + 0.9
Net borrowing requirement 2/4 — 2.8 - 2.6 — 8.4 — —

1 Adjusted to the method used for the 1974 estimates by including the financing of the German Company for
Public Works, and hospital financing.

2 Excluding debt redemption.

3 Including participations and loans.

4 Excluding yield of special counter-cyclical taxes (stability levy, investment tax).

5 Because the 1972 budget included high overall spending cuts yet to be implemented, both growth rates are lower
than the rate for overall expenditure.

¢ From 1974 turnover taxes are reapportioned between the Federal Government and the Linder.
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backlog of export orders (export order books
in April were 43.4% up on a year earlier).

After the abolition of the investment tax and
recovery from the shock of the oil crisis, the
revival of demand for plant and machinery will
probably continue as the year advances. The
main contribution is likely to come from pro-
grammes to cover current investment needs
which were shelved in the past and greater
rationalization efforts to mitigate the rising
pressure of costs. However, the unsatisfactory
profit trend, especially on the domestic market,
persistent financing difficulties and enterprises’
increased propensity to invest abroad suggest
that average 1974 growth in investment in plant
and machinery will be rather moderate in real
terms. Building investment is likely to be held
back for quite some time by the adjustment
to longer-term requirements which has become
necessary in residential construction after the
previous excessive increase. Despite the reintro-
duction of depreciation allowances, the high
interest on capital in this especially sensitive
area is also likely to continue depressing demand
considerably. Even the vigorous increase in
public demand for building will be unable to
prevent the fall in building investment in real
terms from gathering momentum in 1974 as a
whole.

Expenditure on consumption is likely to be
stimulated mainly by the expansionary effects
of budgetary policy. Public consumption for
instance will give a comparatively vigorous
boost to domestic demand. Because of the
sharply progressive tax scales, the faster advance
in per capita income is unlikely to lead to a
corresponding rise in disposable incomes, so
that as the upsurge in prices strengthens, private
consumers’ expenditure in real terms will pro-
bably go on expanding only moderately. How-
ever, the present strong inflationary tendencies
make the future trend of personal saving very
difficult to assess. An appreciable decrease in
the propensity to save would further push up
private consumption.

Given the expected acceleration in the expansion
of demand, the growth in real gross national
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product may average some 2% for 1974. Even
if later in the year real growth resumes a pace
close to the average increase in production capa-
city, this is harly likely to lead to any strains
on the labour market, in view of soaring wage
COStS.

With domestic economic activity picking up,
demand for imports will also expand somewhat
more quickly. Overall, however, there will be
no significant fall in the trade surpluses in 1974,
and the current account too is again likely to
close with a large surplus.

There is reason to fear that in the next months
the considerable cost increases which have oc-
curred in the economy up till now will in-
creasingly work through to consumer prices.

This outlook presents economic policy with
extremely difficult tasks, for which no univer-
sally satisfactory solution commends itself in the
short term.
domestic costs and the additional inflationary
pressures originating abroad could not be ab-
sorbed instantaneously even by foregoing a con-
siderable amount of growth. Such a policy
would moreover lead to a worsening of the
balance of payments problems facing other Com-
munity countries. The main task will be to
limit the scope for passing on higher costs by
keeping the growth in the money supply to a
moderate rate, and to dampen the upward
movement of costs by helping to increase pro-
ductivity as much as possible, thereby paving
the way for a more favourable combination of
economic policy objectives in the year ahead.

The negative effects of soaring

3. The economic situation in West-Berlin

The business trend in the Federal area is broadly
reflected in the trend of West Berlin’s economy,
which in the past few months has shown an
increasing tendency to pick up. Exports to
foreign countries maintained their rapid growth
and merchandise deliveries to the Federal area
expanded faster. There is however still no
change in the trend of investment activity,
which in the past year had again lagged behind
the trend in the Federal area. Although wage
increases brought a further acceleration in the



rise in incomes, the growth of private con-
sumers’ expenditure remained weak. Retail
sales in the first quarter of 1974 were 5.7%
higher than a year eatlier.

Industrial production has recovered again in the
past few months, following a distinctly sharper
downturn than in the Federal area in the second
half of 1973. In the first quarter it ran at
roughly the same level as a year earlier, when
it had admittedly been very high. The situa-
tion on the labour market has stabilized in
recent months. At the end of April there were
18 000 unemployed and 12 800 unfilled vacan-
cies.

In the past few months the average monthly
rise in the cost of living has been somewhat
faster in Berlin than in the Federal area. In
March the Consumer price index was 7.3% up
on the same month a year eatlier.

The economic upswing to be expected for the
Federal area and the continued vigour of export
demand are likely to go on stimulating economic
activity in West Berlin in the next few months.
All in all, the growth in real GNP may turn
out to be somewhat weaker than in the Federal
area because demand for capital goods will pro-
bably remain comparatively moderate.

Major economic policy measures

November 1973:

— On 29 November the Bundesbank decided
to raise the rediscount lines of the credit insti-
tutions by 15%.

December:

— In mid-December the Bundestag passed a
law to grant a non-recurring subsidy to belp
meet the increased cost of beating oil. The
subsidy is payable to recipients of bousing allo-
wances, of national assistance, of war victims’
pensions, etc. It amounts to DM 100 to 300,—
depending on the size of the housebold.

— On 19 December the Federal Government
decided to relax its restrictive policy by intro-
ducing the following measures:

(a) The 11% investment tax was abolished and
diminishing balances depreciation for plant and
machinery reintroduced as from 30 November
1973.

(b) The special depreciation allowances for
residential building under Section 7 (b) of the
Income Tax Law will be available again for buil-
dings in respect of which building permission
was requested after 31 December 1973.

(c) The special depreciation allowances for
investment in coal and ore mining were extended
to lignite mining.

(d) In implementing the provisional 1974 bud-
get no restrictions are to be placed on invest-
ment.

(e) The Federal Government, the Linder and
the local authorities are to agree on a programme
for stepping up the public authorities’ capital
expenditure, to be implemented in the event of
any major fall in activity.

(f) The restrictive practices authorities were
invited to take firm action against abusive pri-
cing policies, in accordance with the stricter
regulations now in force.

(g) With effect from 1 January 1974 some
provisions of the Cash Deposit Law were eased
to facilitate the financing of imports and foreign
investment,

(b) The postponement of two projects under
the 1974 joint expenditure programme of the
Federal Government and the Lidnder and the
freeze on DM 230 million from the 1973 ERP
programme were lifted with immediate effect.

(i) The small-business assistance programme
which was stopped in 1973, in particular in
respect of firms in the textile, clothing, foot-
wear and leather goods industries, building and
the hotel and restaurant business, has been re-
launched in its entirety. DM 500 million are
available for this purpose.

January 1974:

— On 11 January the Bundesbank adopted the
following credit policy decisions, with effect
from 1 January 1974:
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(a) The 60% minimum reserve requirement in
respect of the growth of foreign liabilities was
abolished.

(b) The minimum reserve ratios on domestic
liabilities were reduced by 5% of their current
level.

(c) The minimum reserve ratios on existing
foreign liabilities were reduced by 5 percentage
points, to 35% for sight deposits, 30 % for
time deposits and 25% for savings deposits.

(d) The grant of special advances on securities
was stopped with immediate effect and outstan-
ding advances of this type had to be repaid on
16 January.

— On 30 January the Federal Government
decided to relax still further its restrictions on
capital movements:

(a) The rule requiring prior authorization to
be obtained for purchases by non-residents of
German shares, for the raising of foreign loans
by domestic firms and for direct investment by
non-residents in domestic firms, was abolished.

(b) The cash deposit rate was reduced from
50% to 20% and the limit of exemption from
the cash deposit requirement raised from DM
50 000 to DM 100 000.

February:

— On 6 February the Federal Government
adopted the 1974 annual economic report which
sets out in particular the economic and financial
policy aims for the current year. According to
the report, real gross national product may grow
by between 0 and 2% in 1974.

— At the same time the Federal Government
decided on the following measures:

(a) DM 300 million was made available for
infrastructure improvement in structurally weak
areas under a special aid programme financing
up to 509 of the cost of individual projects.
In addition, a further DM 300 million was made
available for the Federal Government's invest-
ment profects. Including additional contribu-
tions from the Linder and local authorities, the
programme totals some DM 800,—/900,— mil-
lion.

(b) The stability surcharge on income and cor-
poration tax, which is estimated to yield some
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DM 2 200 million in the first half of 1974, will
end on 1 July 1974, as originally planned.

— Agreed wages and salaries in the public ser-
vice were raised by 11% across the board, with
the minimum monthly increase to be DM 170,
backdated to 1 January 1974.

— On 22 February the Federal Government
adopted the main lines of the personal asset
formation: from 1976 all enterprises with a
taxable profit of DM 400 000 and more are to
be liable to a levy graduated as a percentage of
profits, reaching 10% for profits of DM 1 mil-
lion and more. This levy is expected to yield
a total of about DM 5 000 million per annum.
Employees earning up to DM 36 000 per annum,
and up to DM 54 000 if married and the spouse
is not gainfully employed, are to receive asset-
creating benefits every year of about DM 212
in the form of share certificates which cannot
be freely disposed of for a period of seven years.
Anyone selling bis shares after seven years loses
the right to receive further benefits. After
twelve years the sum accumulated can be freely
disposed of with no financial loss. The annual
income ceiling goes up by DM 9 000 for each
child.  Asset-creating benefits under the DM
624 law or freely agreed with employers are not
affected by the new scheme.

March:

— On 13 March the Federal Government
decided to abolish the DM 14 000 million limit
on public authority borrowing laid down for
1974 (Debt Ceiling Regulation).

— From mid-March the Bundesbank again
granted the banks relief in the form of special
advances on securities and loans against the
collateral of bills with a minimum term of
10 days.

April:

— With effect from 8 April the Bundesbank
reduced the interest rate for loans against the
collateral of bills from 11.5 to 10% and stopped
granting special advances on securities.



May:

— On 22 May the Bundestag adopted the
1974 Federal budget. Total expenditure is
DM 136 400 million, and estimated revenue
some DM 128 000 million. Expenditure is
12.0% wup on the provisional outturn for 1973
and revenue is 8.1% up. The net borrowing
requirement is DM 8 400 million, compared
with DM 3 200 million the year before.

— To mop up part of the bank liquidity re-
sulting from the inflow of foreign exchange, the
Bundesbank decided on 22 May that from
31 May, and until further notice, the banks’
rediscount quotas could be used only to the
tune of 75% of the total. This will reduce
bank liquidity by DM 2 500 million or so.

June:

— On 5 June the Bundestag passed the income
tax reform which is to come into force on
1 January 1975. 1In 1975 it will probably
result in between DM 10 000 million and DM
12 000 million less tax being paid. The main
provisions are:

(a) Child allowances disappear from wages and
income tax. Instead increased family allowan-
ces are introduced, to be paid by the labour
exchanges.

(b) The basic tax-free allowance is raised to
DM 3000 for a single person and DM 6 000
for a married couple.

(c) The limits up to which tax is payable at
the standard rate are raised to DM 16 000 for
a single person and DM 32 000 for a married
couple, and the standard rate itself is raised
to 22%. The progressive scale starts with
30.8% and goes up to 56% for incomes of
DM 130 000 for a single person or DM 260 000
for a married couple.

(d) The payment of wealth tax can no longer
be treated as specially allowed expenditure.

(e) Provident expenditure (social security con-
tribution, life insurance and building society
payments) is deductible from the tax liability
only at the rate of 22%.

(f) An additional tax-free allowance is intro-
duced for income other than pensions of persons
over 63 years of age.

(g) The tax-free allowances are increased for
officials’ and company pensions.

(b) A tax-free allowance for savers is intro-
duced for investment income.

(i) The tax-free allowance for employees is
increased to DM 600. This allowance is deduc-
tible from the tax liability only at the rate
of 22%.

(k) Income ceilings are introduced into the
savings promotion scheme.
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Germany (FR)

TABLE 1 : Key indicators

1969 1970 1971 1972 1973 1973
% change by volume
on preceding year 1963 =100
Gross national product + 8.2 + 5.8 + 27 + 3.0 + 5.3 158
Industrial production + 10.7 + 6.3 + 23 + 3.1 + 5.9 168
Total imports + 16.9 + 15.9 + 9.6 + 8.2 + 10.0 261
Private consumers’ expenditure + 77 + 7.0 4+ 5.2 + 37 + 3.1 158
Public current expenditure on goods
and services + 49 + 49 + 7.3 + 4.4 — 44 141
Gross fixed asset formation + 12.1 + 11.5 + 4.5 + 1.9 + 05 156
Total exports + 12,6 + 9.0 + 7.2 + 7.8 + 16.4 266
Gross national product per head of
population + 7.2 + 438 + 1.6 + 2.4 + 4.8 147
Gross national product per person in
employment + 6.6 + 4.6 + 2.8 + 3.7 + 5.2 159
% change by value
on preceding year
Gross income per employee + 9.8 l + 15.1 , + 12.6 I + 10.0 l + 12,9 248
TABLE 2 : Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in million Eur +3754 | 4+3052 [ +4+3339 | +4330 |+ 7662
as percentage of GNP + 24 |+ 16 [+ 16 1.8 2.8
Unemployment rate 0.7 0.6 0.7 0.9 1.0
Prices to private consumers
(% change on preceding year) + 25 [+ 35 {4+ 53 |4+ 56 {4+ 74
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Germany (FR)
TABLE 3 : Foreign trade (at current prices)

- Million % of
% change on preceding year 1963 =100 Eur. totals
1968 1969 1970 1971 1972 1972 1972 1972
Visible exports
Total 14.3 |+ 169 [+ 17.7 [+ 14.2 |+ 9.0 201.2 42 563 100.0
Intra-EEC + 16.7 [+ 23.9 |4 18.6 |+ 14.0 j+ 8.5 311.4 16 976 39.9
To non-EEC countries + 129 14+ 128 |+ 17.1 |+ 143 [+ 9.4 279.2 25 587 60.1
Exports of food, beverages and tobacco
Total + 21.8 {+ 27.0 [+ 27.6 [+ 19.6 [+ 19.1 526.3 1518 3.6
Intra-EEC + 32.8 |+ 31.0 |+ 16.6 [+ 22.2 |+ 28.6 819.7 910 2.1
To non-EEC countries + 9.414 21,6+ 43.7{+ 1651+ 7.2 342.8 603 1.5
Exports of raw materials, fuel and power
Total + 10714+ 42|+ 189+ 119 |+ 0.1 174.2 2178 5.1
Intra-EEC + 10.6 [+ 5.4 [+ 20.1 |+ 115 |+ 0.4 177.8 1357 3.2
To non-EEC countries + 115 |+ 2.4 |+ 16.9 [+ 12.6 [~ 0.4 168.6 822 1.9
Exports of semi-finished and finished industrial goods
Total + 169 [+ 1751+ 17.3 |+ 14.1 [+ 9.2 207.2 38 866 91.3
Intra-EEC + 21.6 [+ 25.8 [+ 18.6 |+ 13.8 [+ 8.3 321.3 14 710 34.6
To non-EEC countries + 13.0 [+ 13.0 |+ 165 [+ 143 |+ 9.8 284.2 24 157 56.7
Visible imports |
Total + 16.1 |+ 23.7 |+ 20.0 [+ 15.2 |+ 6.7 281.3 36 627 100.0
Intra-EEC + 21.7 {4+ 80.0 |+ 21.8 |+ 20.8 |+ 11.1 411.8 17 880 48.8
From non-EEC countries + 125 (+ 19.3 |+ 17.9 |4+ 10.1 (+ 2.7 216.1 18 746 51.2
Imports of food, beverages and tobacco
Total + 8.7+ 16.7 |4 14.3 [+ 13.5 |+ 10.2 223.4 6192 16.9
Intra-EEC + 11.9 [+ 26.8 |+ 12.6 |+ 21.9 {+ 15.3 335.5 3 236 8.8
From non-EEC countries — 19+ 90|+ 159+ 6.2+ 5.1 163.6 2 956 8.1
Imports of raw materials, fuel and power
Total + 15.8 [+ 12.2 13.6 |+ 135 |— 0.4 208.0 7 482 20.4
Intra-EEC + 18.1 |+ 23.3 |+ 18.5 |4+ 22,0 |4+ 2.1 323.3 1765 4.8
From non-EEC countries + 1563 |+ 9.7 12.3 11.21—- 1.1 187.5 5717 15.6
Imports of semi-finished and finished industrial goods
Total + 21.1 [+ 31.4 |+ 23.5 [+ 16.3 |+ 8.2 345.2 22 954 62.7
Intra-EEC + 25.4 {+ 32.0 |+ 24.8 [+ 21.5 |+ 11.5 455.3 12 880 35.2
From non-EEC countries + 16.8 |+ 30.7 |+ 22.1 [+ 10.6 |+ 4.3 263.6 10 074 27.5
|

TABLE 4 : Selected monthly indicatots

Year { Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

Industrial production 1972 | 162.0 | 158.8| 162.1} 165.8| 159.9| 160.1| 165.3| 163.6 | 166.6 | 168.1| 168.9| 175.7

(1963 = 100) 1973 | 173.7 | 180.1| 1754 179.7 | 172.6| 1775 | 173.0 179.5| 184.6| 1787 177.8| 183.7
1974 | 1785 181.7 | 179.9

New orders received 1972 | 184 191 195 186 195 201 181 193 199 212 218 215

(1963 = 100) 1973 | 246 231 240 221 258 221 216 221 220 233 233 215
1974 | 252 254 269 256

Unemployed 1072 | 236.3| 235.4 | 227.4| 253.1| 254.3| 247.8| 251.0| 247.4| 2395 246.8| 250.3| 244.1

(1 000) 1973 | 244.3 | 235.8 | 253.2 | 259.6| 252.9| 253.8| 269.0| 278.6| 283.9| 321.2| 360.6| 417.6

1974 | 403.6 | 411.8| 4973} 5523 538.1

Construction : permits for | 1972 63.7 60.7 61.2 63.3 63.8 71,2 65.1 64.5 62.9 64.1 64.1 64.5
residential construction 1973 64.8 60.9 65.9 55.6 68.2 57.5 59.1 57.0 46 .4 42.8 43.0 38.1
(1 000) 1974 42.7 35.9

Private consumers’ expen- | 1972 | 227.9{ 238.9( 240.3 | 218.1| 234.4| 2417 239.6( 255.5| 249.6 237.8| 242.9| 260.3
diture : department store | 1973 | 252.6 | 254.1| 249.6 | 258.2 ) 257.5| 269.4| 257.2 ) 254.0| 245.5| 268.4| 263.5| 285.3
turnover (1963 = 100) 1974 | 283.3| 265.7

Consumer prices 1972 | 129.0 | 129.8| 130.4| 1380.7 | 131.7] 131.7| 132.4| 132.5| 133.8( 134.4| 135.0| 135.7

(1963 = 100) 1073 | 137.1| 133.1| 139.0( 139.9 | 140.7 | 141.7 | 142.0| 142.0( 142.1| 143.2 | 145.0 | 146.3
1974 | 147.2| 143.6| 149.0( 149.9| 150,38 -

Visible fmports 1972 | 2742 2996 | 3026 2837 | 3171 3051 2842 | 3128| 3068 3242 | 3303| 3217

(million Eur) 1973 | 3397 ) 3443) 3408 3298) 3798) 3379| 3562| 3682| 3509| 4136 4130 3700
1974 | 4431 3961 4420

Visible exports 1972 | 3189 3500 3465| 3345| 3572) 36557| 3330 3565 3464 3895 | 3823| 3847

(million Eur) 1973 | 4051 4040 4036 | 4174 4672 4029 4509 4711 4639 5252 5160 4375
1974 1 5777 5569 5799

Balance of trade 1972 | 4+ 447 | + 504 | + 439 | + 508 | + 400 | + 506 | + 488 | + 437 | + 395 | + 653 | + 520 | + 611

(million Eur) 1973 | + 653 | + 597 | + 628 | + 876 | + 874 | + 650 | + 947 |+1029 |+113¢4 |+1114|+1030 | + 675

1974 |+ 1346 | 1608 [+ 1379
Official gold and foreign | 1972 | 17 113 | 17 794 | 17 734 | 17 789 | 17 845 | 20 389 | 22 446 | 22 252 | 21 728 | 21 630 | 21 318 | 20 838

exchange reserves 1973 | 20 592 | 23 741 | 26 380 | 26 095 | 25 601 | 27 554 | 20 009 | 28 390 | 20 936 | 29 848 | 29 159 | 27 387
(million Eur) 1974 | 26 504 | 26 384 | 27 086 | 27 810

Money supply 1972 | 1165 117,61 12061 1225 1205 125.2( 127.5( 127.8| 128.3| 128.5| 132.4| 133.6
(DM 000 million) 1973 | 130.8 | 131.8| 136.9| 136.8 130.8| 132.6| 131.8| 128.8| 129.1| 1283} 132.7| 136.3

1974 | 132.4| 134.1| 136.4| 138.4
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Germany (FR)

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into Eur (1Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not get been taken into account,

Graph 1
Exports fob: series adjusted for seasonal variations; three-month moving averages.
Graph 2

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations;
three-month moving averages.

Graph 3

Labour market: series adjusted for seasonal variations; three-month moving averages; position at end of month.
Graph 4

Impotts cif: series adjusted for seasonal variations; three-month moving averages.

Graph 5

Wages and consumer prices: index of average hourly gross earnings in industry (including construction); cost-of-
living index (all households) at middle of month, not adjusted for seasonal variations.

Graph 6
Balance of trade: difference in terms of value between exports and imports, seasonally adjusted.
Graph 7

Bank lending: short-term loans to business and private customers within the country; position at end of month,
not adjusted for seasonal variations.

Graph 8

— New orders reccived : manufacturing Industry (excluding food, beverages and tobacco); seasonally adjusted
valuc index; three-month moving averages.

Table 1

Gross national product at market prices.

Industrial production: value added by industry (including small workshops).

Total expotts and imports: goods, setvices and factor income.

Gross income per employee: income from paid employment (including employers’ share of social insurance
contributions).

Table 2

Balance exports less impotts, as defined for the national accounts.

Unemployment tate: number of unemployed as percentage of total labour force (annual averages); source:
Statistisches Bundesamt and Bundesanstalt fiir Arbeit.

Price index: price index of private consumption adjusted by the GNP deflator, computed from the national
accounts,
Table 3

Exports fob, imports cif. The products have been regrouped on the basis of the Statistical and Tariff Classifi-
cation for International Trade (CST): food, beverages and tobacco (Groups 0 and 1 CST), raw materials, fuel
and power (Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.

New orders received: manufacturing industry (excluding food, beverages and tobacco); seasonally adjusted
value index.

Unemployed: position at end of month, adjusted for seasonal variations.

Construction: seasonally adjusted number of dwellings authorized.

Private consumers’ expenditure: seasonally adjusted value index of department stote turnovers.
Consumer prices: cost-of-living index (all households), not adjusted for seasonal variations.
Impotts cif, exports fob; value, adjusted for seasonal variations.

Balance of trade: difference between values of imports and expotts, seasonally adjusted.

Official gold and foreign exchange reserves: monetary authorities’ reserves of gold and convertible currency,
holdings in special drawing rights and reserve position in IMF. Figures are given gross, liabilities to abroad
not having been deducted. Position at end of month.

Money supply: notes and coin in circulation (excluding cash holdings of credit institutions) and sight deposits
of domestic non-banks (excluding public authorities’ deposits with the Bundesbank); position at end of month,
adjusted for seasonal variations.
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C. France

In France, the early months of the year saw a slight slowdown in production,
mainly under the impact of the energy crisis and a notable increase in consumer
and export demand. In addition to the rapid rise in domestic costs and prices
which continued until the end of 1973, the early months of 1974 showed a sharp
upsurge in the cost of imported raw materials which gave additional impetus to !
the upward movement of prices and led to a large external deficit.

The pressure of demand is unlikely to ease substantially in the next few montbs,
while supply in real terms will start to grow again steadily. There will be no
spontancous slackening in the movement of prices and the external deficit is likely
to remain bigh until the beginning of 1975.

1. Recent developments

The growth of the French economy has con-
tinued since the beginning of the year against
a strongly inflationary background, while there
has been little if any slackening in the pressures
on productive capacity and the rise in production
costs has become distinctly more rapid.

The growth of export demand has accelerated

appreciably since the end of 1973: in the first
four months of the year the seasonally adjusted

Exports

N N ERIREERER AN EAREREE R LARRRIRRRR

3 000

2 500 Y

2000

1 500 7 e A
. %%

Intra-HEC
500

ol Ll bl ULy LA L L L L L L

FICWEIV Y VEVICVO0BCX X0 X T B NIV v VIV XX N v v vV X XXt
1972 1973 1974

value of exports expressed FOB/FOB was up
40% on a year earlier. Export sales, which
have been made very profitable by the weaken-
ing of the franc and by the fact that export
markets are not subject to price regulations,
seem to have increased rather more because of
improved business with non-member countries.
Owing to the slowdown of motor car sales, con-
sumer goods are at present the group least in
demand.

Domestic demand has continued to expand
strongly, except for those branches particularly
affected by the rise in the prices of petroleum
products. The trend of business investment
has remained upward, particularly where the
capital spending programmes of the large enter-
prises are concerned: the high degree of plant
utilization and the continued strength of overall
demand have encouraged industrialists to main-
tain their capital spending plans. In some cases,
particularly at the level of small and medium-
sized enterprises, cash difficulties have put a
slight brake on plant expansion; as often as not
this has merely entailed spreading the originally
planned expenditure over a longer petiod of
time. Even though the official restrictions on
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credit expansion had an impact on the building
industry, particularly residential construction,
the fact that many saving-for-homeownership
contracts have matured recently helped to main-
tain activity in this industry. Capital spending
by the public sector continued to expand rapidly.

Expenditure on consumption has been one
of the most buoyant components of demand.
Private consumers’ expenditure boosted by
improved social security benefits and higher
wages and salaries, particularly for the low-paid,
has gathered speed since the end of 1973,
Following a great deal of anticipatory buying,
mainly of durables, the upsurge in demand has
also benefited other categories of consumers’
expenditure; only motor car purchases have
slowed down markedly. Public current expen-
diture maintained its rapid growth.

Since the first quarter of this year production
has recovered its momentum. Capacity utiliza-
tion rates are very high except in certain indus-
tries still suffering from the effects of the higher
cost of petroleum products. According to
INSEE, 37% of the enterprises surveyed in
March stated that they were unable to increase
their production any further due to shortages
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of capacity compared with 39 % in November
1973; this slight casing was due mainly to the
difficulties experienced by the motor industry.
In the middle of the first quarter, the INSEE
index of industrial production adjusted for sea-
sonal variations, was up 5.9% on twelve months
earlier,
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The labour market was sluggish at the beginning
of the year owing to the uncertainties affecting
managements’ assessment of the short-term out-
look and to certain difficulties confronting indi-
vidual industries. It would however seem that
the situation has been reversed since the middle
of the first quarter and that available manpower

Labour market (thousands)
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is in demand again. The seasonally adjusted
number of job-seekers at the end of April almost
returned to that seen at the end of 1973. The
number of unfilled vacancies, after a sharp fall
at the end of last year, is again rising: at the
end of April it was up 8.1% on December.
The upsurge in the cost of living and in many
cases no doubt also managements’ fear of losing
skilled workers led to a rapid rise in wages and
salaries which has gathered additional momen-
tum since the beginning of the year; at the
beginning of the second quarter, hourly wage
rates were climbing at an annual rate of 19%.
The minimum wage went up even more sharply,
the increase in early May bringing it to a level
28% above that of a year earlier.

The world increase in the price of raw materials,
particularly oil, and imported manufactures,
together with the depreciation of the franc, led
to a spectacular rise in the value of imports
which in the first four months was almost 60%
higher than a year earlier in terms of desea-
sonalised fob/fob figures. Their volume, al-
though difficult to measure at present, would
also seem to have continued to expand, boosted
by the high level of activity: in the first quarter



France

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to questions in the EEC business survey. carried out in France by INSEE.

GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :

by 0.03 for the answer ‘‘above normal”, or ‘‘up”’;
by 0.02 for the answer ‘‘normal”, or ‘‘no change’’;
by 0.01 for the answer ‘‘below normal”, or *“ down”.

'
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Imports Mio Eur
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the volume of goods purchased abroad was up
10% on the corresponding period in 1973.

The upsurge in prices, which accelerated sharply
at the beginning of the year as a result of the
higher cost of imported energy products, has

Wages and consumer prices 1970 = 100
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since continued at a rapid pace. The rise in
production costs has worked through to all
categories of goods and services, with wholesale
prices going up even more sharply than retail
prices. In the first four months, the consumer
price index calculated by INSEE was climbing
at an annual rate of 18.8%.

Balance of trade Mio Eur
SA0LT N N S B s B B
Intra-EEC F @
1 200}—7] Non-EEC countties
— Total
0
— 200
— 400
— 600 I L Ll Lo 1] L L L Ll L1 Ll Ll
Lol b v v vVEVDEVIE X X XEXIE L 1 BV Y VE VEVI X X XE X E I 0 IV v vE vibvig Ix X XE XTI
1972 1973 1974
The rise in import prices led to a considerable
deterioration in the balance of trade, which in
the first four months of the year showed a Bank lending q‘-mi»%f:d};flrf-
deficit (fob/cif, adjusted for seasonal variations) SO T T T T T T T T T
of FF 9,300 million. Energy products apart the 250 @
balance would have been in surplus by some
FF 4,500 million. The deficit on long-term 240 4 >4
capital account also tended to widen. Gross 0 ] y ™~
official gold and foreign exchange reserves con- —
tinued to diminish, falling from 7,100 million 20
u.a. in December 1973 to FF 6,700,000 million
in April 1974, 180
60|l|| LIl ill L L1l Ll L Ll L1
FHOENY Y VIVIOVIR XXX | I VIV X XCXE LRIV v VIV X XX

The growth of domestic liquidity slowed down

1974
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Demand for and supply of goods and services

19712 19721 l 19732 ‘ 19742
At
cur'rent % change on preceding year
prices
(in FF
*000
million) Volume Value |Volume Value | Volume Value
|
Exports® 160.6 | + 103 + 12,5 | + 148 + 22,0 |+ 83 + 222
Gross fixed asset formation 2321 |+ 7.6 +122 | + 87 -+ 154 |+ 36 + 174
Public current expenditure on goods and
services 1120 + 40 +104 | 4+ 24 4+ 115 |4+ 23 + 170
Private consumers’ expenditure 5338 | 4+ 58 4+ 119 | + 6.0 +4 136 |+ 3.6 + 174
Gross national product 898.6 | + 57 + 120 | + 6.1 + 13.7 |+ 4.5 -+ 151
Imports® 151.6 | + 146 + 133 [ + 165 4236 |+ 59 + 353

! Rapport sur les comptes de la Nation 1972, Ministere de ’Economic et des Finances.

2 Estimatcs.
3 Goods, services and factor income.

Noze :

The forecasts are approximations based on hypothescs sct out in this Quartetly Survey. They have been discussed
with experts from the member countries but are cstablished and published on the sole tesponsibility of the Com-

mission.

slightly: in the first two months of the year,
after seasonal correction, the money supply
(M2) increased by 1.8%. Treasury trans-
actions had a major restrictive effect, mainly
as a result of the sharp rise in revenue. The
money market remained under pressure; interest
rates settled at a high level.

2. Outlook

There is little likelihood of major slackening in
the economic situation in the second half of the
year, Now that the uncertainty caused by the
oil crisis has been almost entirely dispelled, the
growth of output should, with a few exceptions
such as the motor industry, return to its long-
term trend.
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The scope for selling more profitably on foreign
markets, particularly since the fall of the ex-
change rate of the franc, together with a more
encouraging outlook for growth in the main
buyer countries, should enable exports to grow
at a rate, if not as high as at the beginning of
the year, at least higher than the average for
1973. Tt is also possible that the price controls,
which are applicable only inside the country,
will add to the stimulatory effect on exports of
the measures introduced at the beginning of the
year with a view to reducing the external deficit.
The expansion of domestic demand noted in
the first part of the year should continue in the
second half year. Of course, this forecast does
not apply to the motor industry where domestic
and export demand will be slow to recover.

On the investment side, the narrow margins of



The Central Government Budget

1973 1974 1973 1974
Original Revised Original Budget
Budget Budget
% changes
on the
FF 000 million preceding year’s
original
budget
Expenditure ! 204.2 209.5 228.1 + 10.0 + 11.7
of which:
— current expenditure 172.5 176.1 193.7 + 11.7 + 12.3
— capital expenditure 2 31.3 33.0 33.8 + 2.0 -+ 8.0
Revenue 204.2 209.5 228.4 + 10.0 + 11.8
of which:
— direct taxes 66.7 72.0 78.5 + 8.8 + 17.7
— indirect taxes 117.6 (3 114.9 126.7 + 12.4 + 7.8
Net borrowing requirement ! 0 0 4+ 0.3

1 Disregarding debt cxtinction.
? Including participations, advances and loans,
3 Not taking account of reductions in V.A.T.

Note :

The figures in this table are based on national budgets and are recalculated on the basis of Community definitions.

available capacity, mainly due to a shortage of
plant, and the recovery which is getting under
way in the buyer countries will no doubt encou-
rage managements to implement their planned
investment programmes. Most of the demand
for plant and machinery should however stem
from the implementation of multiannual pro-
grammes by most of the large enterprises in the
public or private sector; a fresh contribution
will come from the additional investments asso-
ciated with higher oil prices and wage costs.
But this buoyancy may well be curbed by some
uncertainty about the future which has not been
entirely dispelled, by the considerable increase in
manufacturing costs, particularly wage costs, and

by cash difficulties due to the fact that bank
loans remain expensive and difficult to obtain
and that prices and margins are rigorously con-
trolled. On the other hand, investment in
residential construction may well accelerate as
a result of the implementation of saving-for-
homeownership contracts.

Private consumers’ expenditure in real terms is
likely to rise almost as rapidly a real disposable
income, which will however not expand quite
as fast as its trend rate. Public current expen-
diture will maintain its brisk growth.

Even though—taking the average for the year—
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the components of overall demand will probably
not increase as rapidly as in recent years, there
is little likelihood of any appreciable easing in
the pressure on supply. In the present circum-
stances, production can hardly expand faster
than its trend rate of 4% a year, which is about
the long-term growth rate of productive capacity.
All in all, the proportion of enterprises unable
to step up production will remain virtually un-
changed. That does not exclude some undet-
utilisation of capacity in sectors affected by the
oil crisis. Reliance on foreign supply may in-
crease slightly; import prices expressed in terms
of national currency should however act as a
brake on the growth in the volume of imports.
After relatively favourable figures in the early
months of the year, the trade balance will pro-
bably tend to deteriorate between now and the
end of the year, partly under the impact of the
depreciation of the franc.

The upward movement of prices is unlikely to
slow down, for part of the increase in the
various components of production costs has yet
to come through; wage costs in particular must
be expected to go on climbing at least as rapidly
as in the past.

In the first quarter of 1974, the serious disrup-
tion caused by the increase in the prices of
imported raw materials added to the strong
burst of inflation which affected the French
economy during 1973. Even if the increase in
the cost of imported products were to slow
down substantially, its impact via the produc-
tion and distribution apparatus is likely to be
felt well beyond the current year and will add
to domestic inflationary factors, an appreciable
part of which remains of a structural nature.
Inflation is very likely to be aggravated by the
petformance of the franc on the foreign ex-
change market.

Apart from these effects on domestic inflation,
the current depreciation of the franc is bound
to widen the external deficit for 1974, partly
owing to the high proportion of essential im-
ports, particularly oil, the price of which will
increase rapidly, and partly because of the diffi-
culties of stepping up exports in the short term
when capacities are fully utilized and domestic
demand is buoyant.
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All in all, the fall in the growth rate noted at
the beginning of the year should not lead to any
easing of the measures taken to combat inflation
as long as the pressure of demand remains heavy
and encourages dangerously high wage demands.
In these conditions anti-inflationary policy must
remain the first priority.

Major economic policy measures

November 1973:

— Firms employing more than twenty persons,
whose product prices had been freed in June
1972, were once more made subject to the
system of ‘‘controlled programming”’, which
limits the authorized annual price increases.

December:

— The minimum wage was increased by 2.1%,
to 5.43 francs per hour.

— A new set of anti-inflation measures was

adopted:

— Increases were made in the principal direct
taxes and the date of payment was brought
forward;

— Part of the public expenditure scheduled for
the first half of 1974 was deferred to the
second balf;

— The volume of loans granted by the Caisse
des dépéts et consignations in the first half
of 1974 was not to exceed that for the same
period of 1973;

— Interest rates and tax exemption margins
applicable to private savings were increased;

— Dividend distributions were restricted;

— The year-to year growth rate in credit out-
standing was fixed at 11% for the end of
the first quarter of 1974;

— Public officials were guaranteed that their
perchasing power would be maintained at
its current level.

— The law amending the 1973 Finance Law
was passed; the supplementary budget was in
balance and amounted to FF 3,900 million.



— The 1974 Finance Law was adopted; the
total volume was up by 12.4%, i.e. an increase
of the same order as that estimated for gross
domestic product in terms of value.

January 1974:

— Public asisstance benefits to unemployed
workers were increased by 12.5%.

— The price ceilings for subsidized housing
were raised by 9.5%.

— The banks’ base rate for loans to customers
was raised from 10.4% to 11.4%; an as result,
the minimum rate for discounting trade bills
rose to 11.8% and that for current account
overdrafts to 13.45%.

— The Conseil national du crédit raised the
maximum reserve ratio applicable to banks’
liabilities from 15 to 25%.

— The Bangue de France raised the reserve
ratio applicable to sight deposits from 14 to
16% and that applicable to time deposits from
5 to 7%. However, reserves were no longer
required against non-resident deposits.

— For a period of six months, with effect from
19 January, the Banque de France was no longer
required to intervene in foreign exchange
markets to support the franc; at the same time,
exchange controls were slightly tightened.

February:

— The Treasury floated a $ 1,500 million loan
abroad; in total foreign loans bave risen to
3,500 million dollars.

— Practices forbidden to oil companies in
France were listed in a protocol published in
the Bulletin officiel du service des prix.

— The Bank of France stipulated the conditions
for exemption from credit restrictions applying
to the financing of installations designed to
reduce energy consumption.

March:

— The minimum wage was raised by 3.1% to
FF 5.6 per bour with effect from 1 March.

— Tbhe price of naphta was raised by 53.5%.

— Electricity charges were increased by 14.5%.

— Credit restrictions were eased to encourage
exports; this measure particularly concerned pre-
financing loans granted during the manufacture
of export goods and loans granted to perchasers.

— The two-tier foreign exchange market was
abolished with effect from 21 March.

~— The Treasury and the Compagnie frangaise
d’assurance pour le commerce extérieur im-
proved the guaranties provided against risks
involved in investment abroad.

— A new set of short-term economic measures
was immediately implemented:

— Increases in most public service charges were

deferred;

— The year-to-year growth rate in bank credit
outstanding was fixed at 12% for April and
13% for May and June;

— The programme contracts policy governing
prices of industrial products, which was due
to expire at the end of March, was extended
for a further six months from 1 April; firms
would be able to pass on prises in raw
material costs rapidly, but tight standard
limits would be imposed on internal cost
factors in any increase. Percentage trading
margins were to be kept unchanged.

— Gas charges were raised by 14.5% for
domestic users and by 40% for industrial users.

April:

— Transport charges were increased by be-
tween 6.5 and 8% for road transport and by
7.5% for rail transport.

— The Banque de France deferred the reference
date for computing compulsory reserves in re-
spect of bank credit outstanding from 2 October
1973 to 2 January 1974. The effect of this
measure was 1o ease reserve requirements by
an amount estimated at some FF 10,000 million.

— The Bangue de France further relaxed lend-
ing restrictions on investments resulting in
reduced energy comsumption.

May:

— The minimum wage was raised to FF 5.95
per hour, an increase of 6.25%; this brought
the overall increase since May 1973 to 28.2%.
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June :

— On the 12 June a program was announced to
control inflation and reestablish external equili-
brium. The principal measures are the fol-
lowing :

(a) taxation : corporation tax payable in 1974
is increased by 18%; the rates for depreciation
of assets are reduced; housebold income tax is
raised by 5, 10 or 15% according to income class
(part of this extra tax equal to 5% will be repaid
from 1 July 1975); capital gains on property will
be taxed at 10%;

(b) budget: a balanced budget, including the
social measures which are to be taken shortly,
will be presented to Parliament at the end of
June; the revenus due to fiscal drag will be steri-
lized and used to pay back 3.5 billion francs of
loans advanced by the Bank of France; the Go-
vernment moreover undertakes to achieve eco-
nomies worth a billion francs in the 1974 bud-
get; the 1975 budget will be strictly balanced and
the growth of expenditure will be at most equal
to that of GNP in value;

(c) credit : the interest rate for savings accounts
is increased from 6 to 8% and the rate applicable
to the savings—for—hbome-ownership scheme
from 7 to 8%, the maximum rate of growth of
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credits to the economy, fixed at 18% for the end
of June, remains unchanged for July; the penal-
ties for exceeding this norm will be doubled;

(d) prices : the Government intends to apply
the current contractural arrangements as vigo-
rously as possible; to this end, firms must make
available their price-lists effective on the
1 June 1974; they will be asked to reduce their
commercial margins and, where necessary requir-
ed to do so; rents, blocked up to 1 July, may be
increased beyond that date by a maximum of
6.8%;

(e) energy : prices for energy products will be
increased by 3 to 10%; the price of petrol will
be increased by 0.05 francs per litre and the
resulting revenu used to reduce taxes on public
transport; public authorities will reduce their
use of oil products by 15%; quantitative ra-
tioning schemes for certain products (oil for
domestic beating) will be implemented soon.

— The National Credit Committee announced
that the bank reserve requirements on credit are
withdrawn.

— The base rate for bank loans was raised by
one point to 12.4%; the minimum discount rate
on commercial bills was raised to 12.8% and
that for current account overdrafts to 14.45%.



TABLE 1 : Key indicators

France

1969 1970 1971 1972 1973 1973
9% change by volume
on preceding year 1970=100
Gross national product + 7.3 4 5.8 + 53 + 57 + 6.0 118
Industrial production + 8.6 | + 6.5 4+ 53 + 5.7 + 64 118
‘Total impotts + 224 + 3.2 + 8.8 + 14.6 + 14.1 142
Private consumers’ expenditure + 6.3 + 4.5 + 5.9 + 5.8 4+ 6.0 119
Public cutrent expenditure on goods
and services + 4.9 + 33 + 4.2 + 4.0 + 34 112
Gross fixed asset formation + 9.3 + 5.2 + 6.7 + 7.6 + 6.7 122
Total exports + 17.0 + 124 + 11.7 + 10.3 4+ 12.7 139
Gross national product per head of
population + 6.5 + 49 + 43 + 48 + 5.1 115
Gross national product per petson in
employment + 5.6 + 43 + 47 + 44 |4+ 5.2 115
% change by value
on preceding year
Gross income per employee + 11.8 ! + 10.2 l + 10.5 ‘ + 10.5 | 4+ 12.4 137
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in million Eur — 774 |+ 720 | 4+1620 |4 1602 |+ 1440
as percentage of GNP — 06 |+ 05 |+ 10 |4+ 09 [+ 07
Unemployment rate 1.6 1.7 21 2.3 21
price index of private consumers’ expenditure
(% change on preceding year) + 72 |4 53 |4+ 57 [+ 58 |+ 7.2
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France

TABLE 3 : Foreign trade (at current prices)

% change on preceding year 19638 =100 Mﬁﬂ?“ t:/;t:li
1968 | 1969 | 1970 | 1971 1972 1972 1972 1972
Visible exports
Total + 11414+ 17.4 [+ 19.2 [+ 14.6 [+ 15.6 290 23 469 100.0
Intra-EEC + 16.0 |+ 30.6 [+ 21.7 [+ 16.0 [+ 16.5 379 11 708 49.9
To non-EEC countries + 8.1+ 7.5+ 16.9 |+ 13.2 [+ 14.4 236 11 761 50.1
Exports of food, beverages and tobacco
Total 19.8 |+ 208 [+ 6.0 |+ 26.9 20.6 331 4 150 17.7
Intra-EEC + 26.6 |+ 41.9 |+ 1.8 |+ 31.4 [+ 22.2 548 2 612 11.1
To non-EEC countries 28— 83|+ 13.2(+ 203 17.9 198 1538 6.6
Exports of raw materials, fuel and power
Total + 1.8 |+ 10.6 |+ 12.1 [+ 7.0 [+ 18.5 191 1783 7.6
Intra-EEC + 0.9+ 19.9 |+ 142 |4 3.6 [+ 19.3 229 1150 4.9
To non-EEC countries + 2.6|— 35|+ 7.9+ 138+ 19.9 146 633 2.7
Exports of semi-finished and finished Industrial goods
Total + 10.9 [+ 17,5 23.1 12.9 |+ 13.9 298 17 536 74.7
Intra-EEC + 16.2 |+ 29.0 |+ 20.7 |+ 13.8 |+ 14.4 376 7 946 33.9
To non-EEC countries + 7.8+ 10.2 18.1 |+ 12.2 [+ 1 254 9 590 40.8
Visible imports
Total + 12,5 |+ 23.7 |+ 9.9+ 11.3 |+ 15.2 278 24 259 100.0
Intra-EEC + 23.1 [+ 31.3 [+ 6.5|+ 13.9 |4+ 159 391 12 218 50.4
From non-EEC countries + 4.4+ 16.7 |+ 13314+ 8.8+ 145 215 12 043 49.8
Imports of food, beverages and tobacco
Total + 27|+ 195 |+ 6.9+ 4.1+ 15.7 194 2 956 12.2
Intra-EEC + 81.8 {4 33.4 |+ 3.9+ 143 |+ 11.2 376 1085 4.3
From non-EEC countries — 6.4+ 135 |+ 84|— 09|+ 183 151 1921 7.9
Imports of raw materials, fuel and power
Total + 3.6 [+ 10.8 119!+ 15.014+ 8.5 182 5614 23.1
Intra-EEC + 14.2 [+ 114 |+ 9.0 |4 1721+ 7.1 183 919 3.8
From non-EEC countries + L7 [+ 105 12.5 |+ 14.6 8.8 182 4 695 19.3
Imports of semi-finished and finished industrial goods
Total 19.6 |+ 30.3 |+ 9.8 |+ 11.4 [+ 17.7 384 15 639 64.7
Intra-EEC + 23.3 |+ 83.3 |+ 6.6+ 13.5 |+ 17.3 437 10 262 42.3
From non-EEC countries 13.3 {+ 24.6 |+ 16.1 |+ 7.5+ 18.5 312 5 427 22.4
TABLE 4: Selected monthly indicators
Year | Jan. Feb, Mar. | Apr. May June | July | Aug. | Sept. Oct. Nov, Dec.
Industrial production 1972 166.5 | 1659 | 167.7 | 166.1| 169.4 | 168.8 163.5 | 173.7 | 1755 1734 178.4| 180.2
(1963 = 100) 1973 182.4 | 183.3| 1840 177.8 188.2 | 183.9 178.5 | 189.1 184.7 188.7 | 192.7 | 184.7
1974 191.7 | 195.7 | (193.2)
Number of persons seeking | 1972 365.0 | 3659 368.8| 375.6| 381.9| 379.6 | 389.3| 393.7| 398.1| 401.9| 394.6 | 390.0
employment 1973 371.9) 362.1 359.71 365.5| 3704 371.6 ) 393.6 | 402.6| 432.2| 438.2| 429.6| 434.4
(1 600) 1974 | 428.0| 422.8| 419.1] 416.5
Construction ;: building 1972 58.8 54.6 48.7 50.7 53.6 54.3 49.9 52.0 50.3 59.8 67.8 37.6
permits issued for housing | 1973
(1 000) 1974
Private consumers’ expen- | 1972 181.3| 189.5| 1925} 178.5 185.7) 192.7 | 193.8 190.7 | 198.3| 185.9| 192.8| 192.1
diture : turnover of depart- | 1973 190.5 195.0 197.9 189.2 | 205.9 | 208.6 183.9 197.0 195.8 212.7 220.5 217.4
ment stores (1963 = 100) 1974 2207 217.5| 2184
Consumer prices 1972 108.3 | 108.9| 109.4 | 109.8| 110.4 | 111.0| 111.9| 112.5| 113.2 | 114.2 | 1149.| 1155
(1970 == 100) 1973 115.5 1 115.8 | 116.4 3 117.2| 118.3 | 119.2 | 120.2 | 121.0] 122.1 | 123.4] 124.5| 125.3
1974 | 127.4| 129.1| 130.6 ' 132.7
Visible imports 1972 18181 2013 2019 1813 2126 1940 1810 2078 2101 2153 | 2171 | 2241
(million Eur) 1973 2306 2244 2324, 2130 2647 | 2386 | 2420 2535 2490 2820 2754 2539
1974 3414 | 3 494 | (3 614)) (3 885)
Visible exports 1972 1763 1828 1874 1869 1972} 1993 1764 1951) 20791 2089 | 2153| 2 117
(million Eur) 1973 2244 2151 | 2228 2151 2462| 2349 2308 2412} 2471 2496 2694 2508
1974 3125 2970 (3 043) (3 168)
Balance of trade 1972 | — 85| — 185 — 1456 | + 56| — 154 4+ 53, — 46| — 127 — 22) — 68| — 18| — 130
(million Eur) 1973 | — 62| — 93| — 106 | 4+ 21| — 185| — 37| — 112 — 1231 — 19| —324| — 60| — 31
1974 | — 289 | — 324 |(— 57— 717)
Official gold and forelgn | 1972 | 7748 | 7804 7802 77981 7809! 8657 | 9144| 90176| 90230 9224 | 9228 | 9224
exchange reserves 1973 9220| 88211 9270 | 9501 | 9622 9609| 9615| 9316 | 9304 | 8401 | 7084 | 7068
(million Eur) 1974 | 6865 6723 | 6737 6737
Money supply 1972 25657 | 287.3) 263.3| 261.9| 264.6, 2709} 274.3| 275.4| 281.1| 281.2| 288.6| 287.5
(Ffr *000 million) 1973 289.5) 289.3| 293.8| 299.0| 302.1| 302.0| 298.7} 301.1| 305.2| 306.5| 305.5| 320.1
1974
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France

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communitics (except as otherwise indicated). Conversion into Eur
account (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not yet been taken into account,

Graph 1

Exports fob: series adjusted tor seasonal variations; three-month moving averages.

Graph 2

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations;
three-month moving averages.

Graph 3

Labour market; series adjusted for seasonal variations; three-month moving averages; position at end of month;
unemployed — number of persons seeking employment,

Graph 4

Impotts cif: series adjusted for seasonal variations; three-month moving averages.

Graph 5

Wages and consumer prices; index of hourly wage rates, all activities, all regions ; national index of consumer prices;
from January 1971 new index of 295 items.

Graph 6
Balance of trade: difference in terms of value between imports and exports, seasonally adjusted.
Graph 7

Bank lending; source: Conseil National du Ctédit; short-term loans (up to 2 years) from-monetary institutions to
business and private customers; position at end of month.

Table 1

GNP at market prices.
Industrial production: value added by industry.
Total exports and imports: goods, services and factor income.

Gross income per employee: income from paid employment (including employers’ share of social insurance
contributions).

Table 2

Balance exports less impozts: as defined for the national accounts.

Unemployment rate: number of unemployed (persons available for and seeking employment, estimated on the
basis of the number of job applicants, in the light of the latest population census) as percentage of the total
domestic labour force,

Consumer prices: price index of private consumption adjusted by the GNP deflator, computed from the national
accounts.

Table 3

Expotts fob, imports cif; the products have been grouped on the basis of the Statistical and Tariff Classification
for International Trade (CST): food, beverages and tobacco (Groups 0 and 1 CST), raw materials, fuel and power
(Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations,
Number of persons seeking employment: position at end of month, adjusted for seasonal variations.
Construction: seasonally adjusted number of dwellings authorized.

Private consumers’ expenditure: turnovers by value, adjusted for seasonal variations.

Consumer prices: national index of 295 items since January 1971.

Imports cif, exports fob, adjusted for seasonal variations.

Balance of trade: difference between values of imports and exports, seasonally adjusted.

Official gold and foreign exchange reserves: gross reserves of gold and convertible currency held by the Banque
de France and the Fonds de Stabilisation des changes, position at end of month.

Money supply: fiduciary circulation (total notes and coin in circulation, excluding notes and coin held by the
Banque de France) plus sight deposits (deposits made with the Banque de France by private persons or enter-
prises, deposits with the Post Office giro or with public accountants, plus sight deposits relating to the activities
of certain financing institutions in metropolitan France. Position at end of month, adjusted for seasonal variations.
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D. Ireland

bas deteriorated appreciably.

remain strong.

The slackening of economic activity under way since the second balf of 1973 has
become somewhat more pronounced following the oil crisis, and bas recently been
reflected in the unemployment rate. Prices are rising faster and the trade balance

Under the impact of the new budget, expansionary forces should prevail in the
coming months and enable growth to accelerate. Inflationary strains are likely to

1. Recent developments

The slackening of economic activity, which had
begun in the second half of 1973 has continued
in recent months. The upward movement of
prices has gathered additional momentum and
the current balance of payments has deteriorated
appreciably.

Exports continued to expand sharply in terms
of value in the early months of the year; from
January to April, adjusting for seasonal varia-
tions, they were 8% higher than in the previous
four months and 35% up on the same period
in 1973. This movement is partly due to the
rapid rise in export prices. But while sales of
industrial products grew rapidly, exports of agri-
cultural products went up more slowly in value,
in particular as a result of the increase in supply
on the markets of the other Comumnity coun-
tries which has influenced the Irish prices of
these products.

The expansion of domestic demand slowed
down appreciably. The propensity to invest
seems to have moderated, influenced by the less
favourable economic outlook and the economic
situation in the United Kingdom. Judging from
recent surveys and purchases of plant and
machinery, investment activity has probably
slackened in the private sector. The building
industry, which had been depressed since the
second quarter of 1973, showed a recovery at

the beginning of 1974. Cement sales, which
had fallen in the third and fourth quarters,
picked up again in the first four months of
this year. Following a drop in the fourth
quarter, the number of housing starts probably
increased distinctly in the early months of 1974,
judging from the sharp rise in loans granted in
recent months, in particular by local authorities.
Public investment, which had grown rapidly in
the second half of 1973, fell in terms of value
in the first quarter of 1974 judging from the
seasonally adjusted figures.

The increase in the value of private consumers’
expenditure moderated between November and
January, as a result of the effects of the oil
crisis, particularly on the purchases of new cars
and even the volume figures dropped as soaring
prices ate into disposable incomes, but increased
slightly since then. Since February sales of new
cars, on the basis of seasonally adjusted figures,
have recovered and in April had almost reached
the previous year’s level. Public' current ex-
penditure has also increased appreciably.

The latest business surveys would suggest that
industrial production has expanded more slowly,
the least buoyant industries being clothing,
paper, wood and furniture. Agricultural output
showed only a small rise, in particular because
of the drop in beef prices. Milk and butter
production fell.
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1963 = 100

Semi-Log scale

Industrial production
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Employment seems to have increased less rapidly
in recent months. The seasonally adjusted
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number of registered unemployed, which had
dropped in March, rose in April and May.

The upward price movement gathered further
momentum, mainly as a result of the higher

Consumer prices 1963 = 100
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import bill for energy products (oil and coal).
In mid-February, the consumer price index was
up by 13.5%.

Despite the less buoyant trend of demand and
production, imports expanded at a very rapid
pace. Seasonally adjusted figures show that
they were 28% higher in January-April than
in the previous four months and more than
50% up on a year earlier.

As a result of the adverse swing in the terms
of trade, the seasonally adjusted frade deficit
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increased sharply to £ 165 million in January-
April 1974, more than double the figure for the
previous four months. Consequently, and des-
pite a favourable trend in tourism, the current
balance of payments worsened appreciably.
Since December, official reserves have fallen
slightly,

Although a restrictive monetary policy con-
tinued to be applied bank lending to the

. Mio £
Bank lending Semi-Log scale
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Demand for and supply of goods and services

1971 (%) 1972(%) \ 1973(Y) I 1974(2)
At 9, change on preceding year

current

prices

(in £

million) | Volume Value | Volume Value | Volume Value

Exports () 677 | + 2.0 +142 +10% +31% + 9 + 28

Gross fixed asset formation 432 | 4 2.5 +12,5| + 13 +27% |+ 4 + 19

Public current expenditure on goods and
services 281

+ 104 4254+ 7Y% +20% |+ 6 4 221

Private consumers’ expenditure 1,265 | + 54 -+ 139, 4+ 6

F18%, [+ 4+ 19%

Gross national product 1,889 | + 40 + 182 |+ 7 +20 |+ 4 4 151

Imports (3) 805 | + 7.7

+ 112 | +13% +34 |+ 7 4 33Y%

1 “Review of 1973 and Outlook for 1974, Department of Finance.

2 Estimates.
3 Goods and services.

Note :

The estimates are approximations based on the hypotheses sct out in the Quarterly Survey.

They have been

discussed with cxperts from the member countries but arc established and published on the sole responsibility of the

Commission.

private sector went on increasing; in February
it was 20% up on the level of February 1973.
Though still high ( +25% in February), the
increase in the money supply tended to slow
down.

2. Outlook

The present period of slackening growth should
give way to a phase of acceleration in the coming
months as the new budget begins to exert an
extra pull.

Exports should continue to grow briskly. While
sales of industrial products are expected to
increase at a slightly slower pace, the volume
of agricultural exports should accelerate, in view

of the very high livestock numbers. In addition,
exports of raw materials could be given a fillip
by the gradual opening of new mines and the
upsurge in lead and zinc prices.

Domestic demand should grow stronger. Fresh
foreign investment and capital spending on plant
extension in particular the energy (gas) and
mining industries will probably keep up the
buoyant pace of investment activity. Further-
more, the public works programme included in
the new budget should spell a distinct advance
in investment by the public authorities. In the
building industry, the recovery noted at the
beginning of the year should be consolidated.

The growth of expenditure on consumption will
probably gather appreciably more momentum.
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Following the lull at the beginning of the year
stemming partly from the uncertainty of the
economic situation, purchases by households, in
particular of durable goods, are likely to pick up
again. The National Pay Agreement concluded
last February, under which wages and salaries

will rise by some 18% in 1974, should bring
about an appteciable increase in disposable in-
come, despite the rapid upward price movement.
Added to this will be the considerable impact
of income tax reliefs and higher transfer pay-
ments included in the new budget.

The Central Government Budget

1973/1974 1974/1975 1973/1974 1974/1975
Budget Outturn Budget Budget Budget
% change
on the
£ million previous
year’s
budget
I
Expenditure ! 999 1027 1244 + 23.3 + 24.5
of which:
— current expenditure 795 803 983 + 223 + 23.6
— capital expenditure 2 204 224 261 + 27.5 + 27.9
Revenue 758 797 925 4+ 229 + 22.0
of which:
— direct taxes 246 2563 3133 + 20.6 + 27.2
— indirect taxes 407 4343 4803 + 25.6 + 17.9
Net borrowing requirement ! 241 230 319

1 Disregarding debt extinction.
2 Including participations, advances and loans.
3 Estimates.

Note :

The figures in this table are based on national budgets and ate recalculated on the basis of Community definitions.

Given the more buoyant trend of demand,
production should rise a little more vigorously,
in particular in industry and services. The
increase in the volume of agricultural produc-
tion, on the other hand, will probably be only
small in view of the foreseeable trend in beef
prices and the high cost of animal feedingstuffs.
Employment in manufacturing industry should
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be up again, but with the decline in agriculture,
total employment will probably rise only mo-
derately.

As overall demand grows firmer, imports should
continue to climb rapidly, especially as the
economy does not appear to have the capacity
to absorb by itself the expansionaty effects of



the budget. Consequently, and because of the
upsurge in import prices stemming partly from
the effects of the higher oil bill, the adverse
trend in the trade balance should continue, In
the balance of payments however, this trend
could be offset by large inflows of capital.

Prices are likely to continue rapidly upwards
and this will inevitably affect costs. The
fundamental concern of the Irish authorities will
therefore be to reconcile the objective of main-
taining a satisfactory rate of growth and a high
level of employment with the re-establishment
of better internal and external equilibrium.
Economic policy should therefore be directed
with a large measure of flexibility in order to
ensure that the inflationary pressures which
could result from the expansionary effects of
the budget on domestic liquidity do not grow
heavier and that there is no unduly sharp
deterioration in the balance of payments.

Major economic policy measures

October 1973:

— The Holidays (Employees) Bill 1973 intro-
duced in the Déil on 30 October provides for
minimum bholidays of three wecks per year
instead of two for all workers except those in
agriculture. It also proposes six public holi-
days per year.

November:

— The Government announced on 7 November
the issue of an 11% National Loan 1993-1998
with a yield to redemption of 11.75% (sub-
sequently increased to 12% ).

— The Minister for Industry and Commerce
approved price increases on over 70 items, in-
cluding food products, cars, bardware, news-
papers, furniture and coal, recommended by the
National Prices Commission.

— On 18 November the Minister for Trans-
port and Power made Statutory Orders com-
pelling  wholesalers and distributors of  oil
products to reduce supplies for the last guarter
of 1973.

— The Minister for Local Government an-

nounced on 20 November that the restriction
on building societies giving loans for second-
band houses would be raised from 1 December.

— The Minister for Finance announced that
the Government had negotiated a loan of £
7.5 million from the European Investment Bank
for the improvement of tele-communications in
Ireland. The loan is for a period of 8 years
and carries an interest rate of 8.5% p.a.

— The Associated Banks raised their interest
rates on 30 November. All lending rates were
increased by 1.5% while deposit rates rose by
between 1 and 2% .

December:

— On 28 December the Minister for Transport
and Power extended the controls on supplies of
oil products to 31 January 1974.

January 1974:

— On 9 January the Minister for Finance an-
nounced a new regulation stipulating that the
amount of interest payments qualifying for in-
come tax and surtax relief will be limited to
£ 2,000 per year.

— The Minister for Social Welfare made an
order on 18 January extending compulsory social
insurance to all employees from 1 April.

— The Industrial Development Authority an-
nounced on 21 January the introduction of a
scheme of grants towards expenditure which
would lead to savings in energy. Grants range
from 25% of capital costs to 35% in certain
areas.

— The Electricity Supply Board announced on
31 January a fuel surcharge of 30% on elec-
tricity charges.

— The Minister for Transport and Power made
a new order on 31 January relaxing somewbhat
the controls on oil supplies during February
and March.

February:

— On 21 February the Minister for Industry
and Commerce approved price increases on a
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wide variety of goods (coal, gas, margarine,
paper and medicinal products) as recommended
by the National Prices Commission.

— On 28 February the Government published
a White Paper announcing its intention to intro-
duce new capital taxes and to abolish succession
duties from 1 April 1975.

March:

— The Government announced on 1 March
that it had negotiated a ten-year loan of £
15.5 million with a Dutch bank at an interest
rate of 9%.

— On 7 March the Irish Congress of Trade
Unions accepted the revised proposals for a
new National Pay Agreement. The percentage
increases range from 13.8% for those earning
£ 60 per week or more to 24.6% for those
with pay of £ 15 per week or less. In addition
a cost of living supplement will be paid during
the last three montbs of the Agreement.

— On 14 March the Minister for Transport
and Power approved & £ 23 million plan for
modernizing the railways.

— On 15 March the Minister for Industry and
Commerce set up advisory bodies to investigate
the prices of meat, fertilizers and coal.

— On 28 March the Minister for Transport
and Power made a new order maintaining the
restrictions on oil supplies until the end of June.
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April:

— The Minister for Finance announced on
1 April that the public capital expenditure
estimates for the nine months of the current
financial year (from 1 April to 31 December)
totalled £ 295.4 wmillion.

— On 3 April the Minister for Finance pre-
sented the new budget for the financial year
(from 1 April to 31 December 1974); it
included:

— a reform of income tax exempting 60,000
people on low incomes from this tax and
providing substantial relief for the other
categories; the introduction of a tax on
certain agricultural incomes which should
affect some 5% of farmers;

— an appreciable increase in expenditure on
wages and salaries;

— a considerable increase in social welfare
payments.

— On 10 April the Minister for Industry and
Commerce fixed a maximum price for certain
products (gas, butter, frozen vegetables, mar-
garine and feedingstuffs), as recommended by
the National Prices Commission.

May:

— On 4 May the Minister for Transport and
Power lifted the remaining restrictions on sup-
plies of petroleum products.



TABLE 1 : Key indicators

Ireland

1969 l 1970 1971 J 1972 ‘ 1973 1973
% change in volume Indices
on preceding yeat 1963 = 100
Gross national product + 4.3 + 25 + 36 + 29 + 7.0 151.1
Industrial production + 6.6 + 3.3 + 41 + 4.3 + 10.0 182.0
Total imports + 13.4 + 2.5 + 4.1 + 7.2 + 15.4 220.1
Private consumers’ expenditure + 4.3 + 2.7 + 32 + 4.0 + 6.2 154.5
Public current expenditure on goods
and services + 6.9 + 7.0 + 33 + 8.7 + 7.5 164.5
Gross fixed asset formation + 19.7 — 12 + 9.0 241 + 12.8 211.3
Total exports + 4.6 + 4.4 + 49 34 + 10.7 190.7
Gross national product per head of
population + 3.9 + 1.7 + 2.7 + 1.7 + 5.7 140.3
Gross national product per person in
employment + 37 + 3.2 + 31 + 39 + 6.4 1499
% change in value
on preceding year
Gross income per employce + 12.2 ‘ + 140 ] + 159 + 15.1 + 17.6 254.4
TABLE 2 : Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less imports
in millions Eur — 3094 | — 3132 | — 3144 | — 2352 | — 386.4
as percentage of GNP - 85 | — 78 (— 68 |— 44 ;- 6.1
Unemployment rate 6.4 7.2 7.2 8.1 7.2
B changs on preceding yoas) + 70 |+ 84 |+ 91 |+ 87 |+ 114
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Ireland

TABLE 3 : Foreign trade (at current prices)

di illi % of
% change on preceding year “}33 fi%o M}Eull? n t(éta?l s
1968 1969 1970 1971 1972 1972 1972 1972
Visible exports
Total 15.6 11.1 15.5 15.4 20.0 329.9 1,552 100.0
Intra-EEC 14.0 9.7 15.8 16.0 21.3 322.9 1,210 78.0
Extra-EEC 21.7 16.2 14.5 13.7 15.9 357.6 342 22.0
Exports of food, beverages and tobacco 8.0 4.0 13.1 21.6 15.1 231.9 695 45.6
Exports of raw materials, fuel and power 14.5 42.8 9.2 — 5.3 14.4 310.8 105 6.9
Imports of semi-flnished and finished industrial goods and
miscellaneous goods 26.8 121 18.8 14.3 26.6 574.3 723 47.5
Vigible imports
Total 24.5 13.9 10.3 11.6 11.6 274.6 2,022 100.0
Intra-EEC 31.2 20.1 13.7 3.6 14.5 233.1 1,401 69.3
Extra-EEC 12.9 16.4 3.2 18.2 5.6 257.0 621 30.7
Import of food, beverages and tobacco 18.9 2.3 7.3 4.1 19.5 184.9 268 13.3
Imports of raw materials, fuel and power 17.8 7.2 12.8 16.8 | - 0.4 209.5 270 13.4
Exports of semi-finished and finished industrial goods and
miscellaneous goods 27.5 25.4 10.3 11.9 12.7 320.8 1,484 73.3
TABLE 4: Selected monthly indicators
Year | Jan. Feb, Mar. Apr. May | June | July | Aug. | Sept. Oct. Nov. Dec
Industrial production 1971 163 163 162 167
(1963 = 100) 1972 167 166 171 179
1973 190 187 185 190
Unemployed 1972 48 48 47 51 48 46 46 49 49 48 48 48
(1 000) 1973 46 45 44 43 43 44 44 44 45 43 43 43
1974 44 44 43
Construction : permits for | 1971 5.32 5.52 5.28 5.17
residential construction 1972 5.48 6.7 6.6 6.4
(1 000) 1973 13.13 4.24 6.76 6.10
Private consumers’ expen- | 1972 188 192 204 192 201 203 199 202 206 225 206 208
diture (1963 = 100) 1973 225 238 232 230 240 242 230 253 235 241 247 241
1974 254 274
Consumer prices 1972 166.7 169.2 173.9 176.4
(1963 = 100) 1973 183.4 189.0 193.6 198.6
1974 208.2 219.6
Visible imports 1972 151 146 166 146 157 168 148 140 176 175 170 206
(million Eur) 1973 181 180 178 173 177 194 218 204 195 213 213 186
1974 193
Visible exports 1972 103 117 121 103 120 139 129 118 132 134 127 139
(million Eur) 1973 122 143 142 134 142 145 148 153 152 167 154 176
1974 148
Balance of trade 1972 ( — 48| — 29— 45| — 43| — 37| — 29| — 19{— 22| — 44| — 41| — 43}~ 67
(million Eur) 1978 | — 59| — 37| — 36| - 39| — 35| — 49— 20| — 52| — 43| — 46| — 59 —~ 10
1974 | — 45
Official gold and foreign | 1972 966 956 979 989 972 957 941 922 907 927 972 | 1037
exchange reserves 1973 | 1004 980 971 975 978 959 978 1012{ 1061 | 1056| 1061 | 1045
(million Eur) 1974 1 021 971 1032 977
Money supply 1972 418.0 | 412.1| 419.7 | 430.4| 4283 44751 446.0 | 451.8| 476.9| 469.7 | 485.9 | 499.2
(million £) 1973 4927 | 4735 513.0 | 482.4| 481.6 | 503.9| 5004 507.1| 531.9| 520.2| 525.7| 534.5
1974 520.9 | 60021 533.0| 5107
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NOTES TO GRAPHS AND TABLES

Source: OECD; Main economic indicators (except as otherwise indicated).
Conversion into Eur (1 Eur = 0.888671 g of fine gold).

Graph 1

Industrial production: Mining and manufacturing industry; adjusted for seasonal variations.

Graph 2

Unemployment: number of insured unemployed; adjusted for seasonal vatiations; three-month moving averages.

Graph 3
Wages and consumer prices (not adjusted for seasonal variations): hourly earnings; manufacturing industry.

Graph4

External commerce: impotts cif; exports fob: adjusted for seasonal variations; three-month moving averages.

Graph 5

Bank lending: Credits to private sector (commercial banks); not adjusted for seasonal variations.

Table 1

GNP at market prices: NIEA; National income and expenditure accounts 1971,
Industrial production: ESRI; Volume of production; mining and manufacturing industry.
Total exports and imports: goods, services and factor income; NIEA.

Gross income per employee: Irish Statistical Bulletin (ISB); earnings and employment in total transportable
goods industries.

Table 2

Balance exports less imports: as defined for the national accounts.
Unemployment rate: ISB; Percentage of insured persons on the live register.
Price index: ISB; Consumer price index.

Table 3

Data from 1967 to 1971 from ‘‘External Trade Statistics 1971”; 1972 from *‘Trade Statistics of Ireland 1972”;
1963 from Statistical Abstract.

The products have been grouped according to the SITC sections 0-1, 2-4 and 5-9. Re-exports are not included in
the breakdown by category. Figures for Shannon Free Airport are not included for 1963 and in the exports to
and imports from Denmark, SITC category 9 for 1963 is not directly comparable with figures for later years.

Table 4

Industrial production: Mining and manufacturing industry; seasonally adjusted.

Unemployment: Number of insured unemployed; adjusted for seasonal variations.

Construction: Central Bank; Total of new dwellings begun or authorised; not seasonally adjusted.
Private consumers’ expenditure: Retail Sales Index; seasonally adjusted.

Consumer prices: ISB; Consumer price index; not seasonally adjusted.

Visible trade: Imports cif, expotts fob; seasonally adjusted.

Balance of trade: Difference between values of imports and exports; seasonally adjusted.

Official Gold and Foreign Exchange Reserves: CB; Official External Reserves, Monetary Authorities’ reserves of
gold and convertible currency, holdings of special drawing rights and reserve position in the IMF.

Money Supply: CB; Currency and current accounts (adjusted).
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E. ltaly

remainder of 1974.

After a short interruption towards the end of last year owing to the oil crisis,
economic growth continued vigorously in the early months of 1974, although there
Employment tended distinctly upwards.
At the same time however the very rapid upsurge in prices accelerated still further
and the disequilibrium on current account worsened. Despite the more stringent
economic policy, economic activity is likely to continue at a high level in the

were differences from sector to sector.

1. Recent developments

The very vigorous and general economic upswing
discernible at the beginning of the autumn came
to a standstill towards the end of last year,
owing to the oil crisis; but in the early months
of 1974 it continued at a rapid pace, although
there were differences from sector to sector.
To judge from the economic indicators, which
this time are especially incomplete, economic
activity in the winter was mainly supported by
domestic demand as the propensity to spend
seemed to have increased quite generally owing
to the persistent inflationary climate. The con-
ditions of equilibrium have in fact deteriorated
alarmingly; this is particularly true of the
balance of payments.

After a rapid advance in the last three quarters
of 1973, in the first four months of 1974 the
underlying expansion in the value of exports of
goods and services was only moderate. Even
so, visible exports were as much as 70%%
higher than a year eatlier, when the figures had
been affected by strikes. The year-to-year in-
crease was especially large in exports of building
materials, chemicals and iron and steel.
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According to the ISCO monthly business survey,
investment spending moved vigorously upwards.
The main increase presumably was in capital
expenditure on plant and machinery, particularly
cost-saving machines and equipment. Invest-
ment in stocks of raw materials and semi-manu-
factures is also likely to have gone on rising.
Stocks of finished products, on the other hand,
have apparently dropped to a very low level.
Thanks to the mild winter the relatively slow
expansion of building investment appears to
have continued.
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Private consumers’ expenditure probably grew
briskly, for wages and salaries expanded consi-
derably: industrial and public service wages and
salaries advanced appreciably; some transfer in-
comes (minimum pensions, family allowances
and unemployment benefits) were put up, and
the level of employment rose further. Together
with an increased propensity to consume, these
factors have more than offset the decline, or at
least slower growth, in expenditure on private
cars, caused by the increase in petrol prices and
the economy measures introduced in the wake
of the oil crisis. Significant increases in the in-
dex-linked cost of living supplements were in-
troduced in February and May, equivalent to
more than 3% of the total wage and salary bill.
The growth of private consumers’ expenditure
in real terms was considerably less than that in
money terms.

Industrial production expanded vigorously.
The ISTAT indices—seasonally adjusted by
ISCO—suggest that in the first quarter it was
more than 3% higher than in the previous
quarter and 6%% up on the average level for
1973. The increase on a year earlier, when the

1963 = 100
Industrial production Semi-Log scale
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level was admittedly low because of the strike
in the metal-working industry, was as much as
15% , measured by the unadjusted index. The
production of finished products and primary
products went up at a particularly rapid pace,
while that of motor cars, oil derivatives, rubber
and footwear tended to be sluggish. To judge
from the ISCO business survey, capacity utiliza-
tion has risen distinctly to reach a high level,
especially in some sectors.
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The underlying trend of supplies from abroad
also remained expansionary. Expressed in lire,
visible imports in the first four months were
100% higher than a year earlier, but this rate

Imports Mio Eur
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chiefly reflected the rapid rise in the cost of
oil and other commodities. Also, the worldwide
upsurge in import prices was especially felt by
Italy because of the de facto devaluation of the
lira.

Employment went on rising distinctly. In the
first three months of 1974, the number of
employed, adjusted for seasonal variations by
the Statistical Office of the European Com-
munities, was 1%2'% higher than in the previous

Labour market (thousands)
1250 REEEEERILEELANERNERRRRERAREAR AN
' @
1200
1150 Ynemploygd
1100
1 050 \
1 000 \
\\
oso bt bt bbbyl gt
COU MY VIV XX b Y VEVIEVINDC X XX 0NV VIR X X XN
1972 1973 1974

quarter. For wage and salary earners the cor-
responding increase was a good 0.5%. How-
ever, some of the sectors hit by the oil crisis,



Italy

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to the questions in the EEC business survey, carried out in Italy by ISCO-Mondo Economico.

'GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

‘The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :

by 0.03 for the answer ‘‘above normal”, or ‘‘up’’;
by 0.02 for the answer ‘‘normal”, or ‘‘no change’’;
by 0.01 for the answer ‘‘below normal”, or ‘‘down”.
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especially the motor industry, had to introduce
short-time working.

The fresh acceleration in the sharp upsurge of
prices noted in the autumn continued in the

Wages and consumer prices 1963 = 100
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winter and more especially in the spring. Con-
sumer prices rose by an average of 1.9% a

month in the first four months of 1974, and
wholesale prices by 6.5% in January-February.
The corresponding figures for the final quarter
of 1973 were 1.1% and 2.9% respectively.
The consumer price index climbed by 16.3%
between April 1973 and April 1974 and the
wholesale price index by 39.3% between Fe-
bruary 1973 and February 1974. The rapid
upsurge in prices was due mainly to the extre-
mely strong pressure of costs resulting from the
higher import prices mentioned above and from
an advance in per capita wages and salaries
far above the increase in productivity, and to
the lively expansion in demand and a partial
easing of the price freeze introduced last
summer.

In the first four months of 1974 the trend of
the balance of payments on current account con-
tinued to be extremely unfavourable. The trade
deficit widened very rapidly because of an un
usually sharp deterioration in the terms of trade
(reaching Lit. 2,767,000 million compared with
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Lit. 905,000 million a year earlier). The capital
account was affected by conflicting tendencies:
illegal forms of capital exports and the leads and
lags trend caused a drain, but this was more
than compensated for by further massive bor-
rowing on the international capital markets.
All in all, the first quarter balance of payments
closed with a deficit (Lit. 1,674,000 million or
approximately Lit. 2,800,000 million if foreign
borrowing is excluded). To preserve their gross
gold and foreign exchange reserves, in March
the monetary authorities drew on the short-term
monetary support facility granted by the Com-

munity last summer, and the commercial banks
imported money at the request of the Banca
d’Ttalia. According to official statistics, the net
reserves of the monetary authorities rose by
Lit. 56,000 million to Lit. 3,348,000 million
between the end of December 1973 and the end
of April 1974, and their medium- and long-term
foreign indebtedness increased by Lit. 1,286,000
million.

Despite the payments transactions with abroad

and even though most of the heavy Treasury
deficit was again financed by monetary means,
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sharp increase in the note and coin circulation.
46 000
Short-term interest rates again rose appreciably,
35 000 J in line with the international trend, particularly
/Y\— since the cost of refinance from the Banca
30 000 d'Ttalia went up further. At the beginning of
/ the spring the interest on interbank balances
L~ reached approximately 11%, and in May the
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1972 1973 1974 borrowers stood at 14.5%. For some time
past the effective yield on bonds has also tended
upwards.
Demand for and supply of goods and services
1971 (%) 1972(%) ‘ 1973(Y) l 1974(2)
At
cur‘rent % change on preceding year
prices
(in Lit
000
million) Volume Value |Volume Value |[Volume Value
Exports? 13,362 | + 116 + 135 | + 53 + 189 |+ 10 + 341,
Gross fixed asset formation 12,680 | + 04 + 561 + 99 +27.2 |+ 7Y% + 321
Public current expenditute on goods and
services 8946 | + 46 + 136+ 33 4158 {+ 3 + 19
Private consumers’ expenditure 40,224 { 4+ 33 4+ 92 | + 62 +17.8 |+ 3 + 213,
Gross national product 63,127 1 + 3.1 4+ 91 | 4+ 59 +170 |+ 4% + 21y
Imports® 12,340 | 4+ 131 + 154 | + 119 + 379 |+ 7 + 44
(

1 Relazione generale sulla situazione economica del Paese (1973).
2 Estimates.
3 Goods, services and factor income.

Notes :

The difference between the figures for demand and those for supply is accounted for by movements in stocks.

The estimates ate approximations based on the hypotheses generally set out in the Quatterly Survey. They have been

discussed with experts from the member countries but are established and published on the sole responsibility of
the Commission.
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2. Outlook

The future economic trend—in the second half
of 1974—is once again particularly difficult to
forecast, for there is considerable uncertainty
about the effects of the more stringent economic
policy which the Italian Government has
adopted in view of the inflationary tendencies
and the difficulties in meeting the balance of
payments deficit by borrowing abroad. Assum-
ing that the world economic trend gathers
momentum again during the second half of 1974
and that there are no disruptive labour disputes,
economic activity is likely to continue at a high

A number of reasons suggests that exports will
increase vigorously as world economic activity
picks up; these include the positive volume
effects now to be expected from the depreciation
of the lira since February 1973, the attraction
for industry of making special export efforts in
view of the current controls on domestic prices,
and last but not least, an economic policy which
is aimed at directing the growth of resources
mainly into exports.

The expansion in domestic demand by contrast
may slow down markedly. The propensity of

level. enterprises to undertake cost-saving investment
The Central Government Budget
1974 I 1973 ' 1974
Original Revised Original Budget
Budget Budgect
% changes
on the
Lit. *000,000 million preceding
yeat’s original
budget
Expenditure ! 20.8 20.9 23.7 + 223 + 13,7
of which:
— current expenditure 16.4 16.5 19.5 + 214 4 183
— capital expenditure 2 4.4 4.4 4,2 4+ 25.6 — 36
Revenue 15.4 15.5 17.0 + 15.8 + 101
of which:
— ditect taxes 4.0 4.0 43 + 13.7 4+ 5.8
— indirect taxes 10.6 10.6 11.8 + 16,5 + 121
Botrowing requitement ! — 54 — 5.4 — 6.7

1 Disregarding debt extinction.
? Including participations, advances and loans.

Note ;

The figutes in this table are based on national budgets and are recalculated on the basis of Community definitions.
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and to bring it forward to beat rising prices is
likely to remain strong, especially as the line
taken over short-term economic policy implies
an official intention to provide the necessary
financial scope for such projects. But stock-
building, which was sharply inflated last year,
and building investment will probably grow
more slowly, notably under the influence of the
monetary authorities’ credit policy.

Above all it is to be expected that the expansion
in private consumers’ expenditure will be more
sluggish and that real consumption in particular
will increase distinctly less than last year owing
to the sharp price rises and tax measures.

In the circumstances it appears reasonable to
expect the real gross national product to rise by
about 4%% between 1973 and 1974. The
growth in the volume of visible imports may
be comparatively small owing to the measures
taken in the light of the oil crisis and to the
cash deposit scheme introduced in May for a
large proportion of imports. The value of
imports, by contrast, will no doubt show an
unusually sharp increase on 1973 because of
soaring import prices.

From the middle of the year the cmployment
trend may temporarily lose some of its mo-
mentum.

The factors behind the rapid upsurge in prices
in the first part of the year are likely to continue
to operate. Further boosts to prices must be
expected from the import deposit scheme.
However, with more time elapsing since the
oil-induced upsurge, the upward movement of
prices may slow down by the turn of 1974/75,

The balance of payments on cutrent account
for 1974 as a whole will close with an unusually
heavy deficit—mainly caused by the higher cost
of oil. However, with economic policy following
the lines assumed, the trend can be expected
to improve again as the year advances.

The above account shows that the main problem
facing economic policymakers is the re-establish-
ment of internal and external equilibrium. The
return to a healthier balance of payments situa-
tion, which is indispensable in the longer term
to safeguard growth and employment, can in
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fact be achieved only if the expansion of
domestic demand is curbed rapidly and ener-
getically. Success in this area would certainly
also facilitate the raising of bridging loans—in
any case still necessaty—on the international
capital market.

Major economic policy measures

October 1973:

— During the month the provisions to imple-
ment the reform of direct taxation, due to enter
into force on 1 January 1974, were adopted.
(For details of the reform see “The economic
situation in the Community”, 1/1972).

— On 6 October the export of certain petro-
leum products (gasolene and kerosene) was
made subject to authorization to be granted
automatically in the case of export to other
Member States.

November:

— From 1 November, the lira equivalent of
the unit of account used in the common agri-
cultural policy was raised by approximately 4%
in respect of most of the products for which
Italian farmers receive guaranteed prices. There
would be a further increase (of 3.5% ) in 1974,
e.g. on 1 April for milk, cheese, beef and veal.
At the same time the compensatory amounts
applied to trade with the other Member States,
introduced as a result of the changes in exchange
rates were reduced.

— Towards the middle of the month an agree-
ment was concluded whereby the conditions of
insurance for short-term export credit granted
to small and medium-sized industrial firms were
improved considerably with effect from 1 Ja-
nuary 1974.

— With effect from 15 November to the end
of March 1974 the export of petrol and fuel
oil was made subject to authorization to be
granted automatically in the case of export to
other Member States.

— In the second half of the month the Govern-
ment decided to increase the 1974 budget
appropriations for the regional development



fund from Lit. 140,000 million to Lt. 460,000
million. Ouwing to cuts in other budget items
the budgetary deficit remained unchanged.

— On 22 November the Government decided,
in view of the oil crisis, to increase the prices
of petroleum products once again, with imme-
diate effect and to restrict energy consumption by
the introduction of various energy-saving meas-
ures (including a ban on Sunday motoring,
earlier closing times for shops, fewer television
programmes and an earlier start of theatre pro-
grammes, restriction of shop-window lighting,
reduced beating in offices).

December:

— At the beginning of the month an increase
in the price of pasta (of approximately 25% )
was officially authorized. This was the first
time that the freeze on the prices of a number
of essential consumer goods, in force since the
end of July, was relaxed.

— Towards the middle of the month the
monetary authorities decided, as a continuation
of the capital market policy measure adopted
on 28 June, to extend into the new year the
requirement on commercial banks to make addi-
tional net purchases of fixed interest securities:
on 30 June 1974 the banks’ portfolios of such
securities must therefore exceed that of 31 De-
cember by an amount equivalent to at least 3%
of their clients’ savings deposits as at 31 De-
cember 1972.

— Towards the-end of the month an agreement
was concluded between an international bank
consortium and the Italian financing institution
CREDIOP on the grant of a $ 1,000 million
long-term foreign exchange loan to finance in-
frastructure profects.

— At the end of the month the CIP (Inter-
Ministerial Committee for Prices) decided on a
considerable increase in the prices of fertilizers
and cement. In addition, a number of industrial
firms whose prices had been frozen since the
end of June were authorized to put up such
prices.

— At the end of the month the existing freeze
on rents was extended to cover a wider field
and prolonged to 30 June 1974.

January 1974:

— At the beginning of the month, the CIP
(Inter-Ministerial Committee for Prices) decided
to remove various food products from the list
of 21 products whose prices had been frozen
since last July.

— Towards the end of the month, the value
of the common agricultural policy unit of ac-
count in lira was again increased from Lit. 678
to 712 (+5% ). At the same time compensatory
amounts applied to trade in agricultural products
with other Member States were further reduced.

— At the end of the month an agreement was
concluded on the grant of a $ 600 million loan
to IMI, a State-controlled credit organization.
The loan, granted by an international bank con-
sortium, is for 10%2 years. The interest rate is
to be 3/4 percentage points above the level
prevailing on the London Eurodollar market.

February:

— In the second half of the month, the Inter-
Ministerial Committee for Prices authorized a
price increase for various food products affected
by the above-mentioned frecze in force since
July 1973. The increases vary from 7% to
38% according to the products.

— Towards the end of the month, the measures
restricting energy consumption introduced in
November 1973 were relaxed in respect of Sun-
day and holiday motoring. On the other hand,
the prices of petroleum products were raised
once again: petrol +30%, fuel oil +25%,
gas oil for beating +52%.

— Towards the end of the month, the Govern-
ment decided to raise certain postal rates by
between 38% and 67%. This measure should
bring in an estimated extra Lit. 25,500 million
a year.

March:

— From 8 March, a limit of Lit. 20,000 per
person was placed on the amount of Italian
bank notes that both residents and non-residents
could take with them when entering or leaving
the country. Residents travelling abroad would
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be allowed to take foreign currencies worth
approximately Lit. 500,000 but the amount
would have to be recorded in their passport.
These measures were intended to restrict the
flight of capital and strengthen the lira.

— On 20 March, the monetary authorities
decided to raise the official discount rate and
the rate for fixed-term advances from 6.5% to
9%. The maximum supplement charged on the
basic rates when certain limits are exceeded
remained unchanged at three points.

— Towards the end of the month treasury bills
were issued with new features concerning the
maturity, which was reduced to four years.
They carry a nominal rate of interest of 7%,
and provide an approximate yield of 7.5%.

— The two-tier exchange market in existence
since January 1973 was abolished with effect
from 22 March.

— Towards the end of the month, the Italian
Government signed a letter of intent relating
to the commitments it had accepted with a view
to obtaining a stand-by credit of 1,000 million
SDR’s ($ 1200 million) from the IMF. The

main commitments were as follows:

— The part of the current account deficit which
is not directly attributable to bigher oil
prices would be reduced in 1974 and elimin-
ated by the end of 1975;

— The Treasury would restrict its borrowing
requirement to Lit. 8,700,000 million. To
achieve this objective, taxation must be in-
creased to bring in a additional Lit. 500,000
million;

— The growth of overall borrowing for the
domestic needs of the economy between
April 1974 and March 1975 would be
limited to Lit. 22,400 million.

— At the end of the month, the Council of
Ministers approved an average increase of 30%
for railway charges to take effect on 15 May.
This measure would cut the government deficit
by an estimated Lit. 140,000 million per year.
Goods rates bhad remained unchanged since 1961
and passenger fares since 1963.

— Since the end of the month, on the basis
of an agreement concluded with two large
Italian banks, enterprises which had taken up
export credit insurance (with payment deferred
up to a maximum of 24 months) could imme-

diately mobilize the amount of their claims on
foreign customers, provided that they ceded the
rights under the insurance policy.

April:

— At the beginning of the month, pursuing
their selective credit policy, the monetary author-
ities decided to limit the expansion of bank
lending. Taking the level of 1 April 1974 as
a basis, the growth of individual loans of more
than 30 million lire could not exceed 8% in the
period up to October 1974 and 15% up to
April 1975. Exceptions were allowed for cer-
tain productive activities, in particular the elec-
tricity supply industry, railways, and the agri-
cultural intervention agency (AIMA). These
measures fit in with the above-mentioned com-
mitments to the IMF. They are intended in
particular to limit the borrowings of local
authorities.

— At the beginning of the month, a decree-law
set up a National Commission for Companies and
the Stock Exchange which was to reform stock
exchange activities and to regulate the keeping
and publication of the balance sheets of com-
panies quoted on the stock exchange. With a
view to stimulating the supply of capital in
Italy, the decree-law restored the right of resi-
dents, as regards taxes on dividends, to choose
between a 10% payment on account or a 30%
payment giving full discharge from tax liability
(“cedolare secca”). Sharebolders would bave
to declare their identity to the tax authorities
unless they opted for the second formula. For
non-residents, the withholding tax on income
from capital placed in Italy was reduced from
30% to 15%.

— At the end of the month, the Italian Govern-
ment decided that importers would have to
lodge a non-interest-bearing cash deposit for six
months with the Banca d’Italia in respect of
imports of goods other than raw materials, ener-
gy products and capital goods. The deposit,
amounting to 50% of the value of such imports,
would affect some 40% of total purchases
abroad (on 8 May the Commission of the
European Communities authorized this scheme,
subject to certain conditions). At the same time
it was decided to further limit the foreign ex-
change allowance for Italian tourists abroad: the
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maximum allowance of Lit. 500,000 per person,
introduced earlier, would in future be granted
only once a year.

May:

The measures adopted in March restricting the
amount of Italian bank notes which could be
brought into or taken out of the country were
eased from 4 May, the maximum amount was
raised to Lit. 35,000.

— At the beginning of the month a decree came
into force, amending the residential construction
provisions, especially as laid down in the outline
law passed in 1971. The decree is mainly in-
tended to increase the supply of subsidized
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bousing by accelerating administrative procedu-
res.

— At about the same time the monetary autho-
rities repeated the decision authorizing certain
domestic banks to guarantee to meet Italian
importers’ liabilities resulting from the granting
of credits by foreign suppliers.

June:

— With effect from 1 June the motoring res-
trictions which bad been introduced because of
the oil crisis were lifted.

— A ministerial authorization raised the maxi-
mum permissible price of daily newspapers from
100 to 150 lire; this followed an increase of
some 10% authorized in January.



Italy

TABLE 1 : Key indicators

1969 1970 1971 1972 1973 1973
% change by volume Indices
on preceding year 1963 =100
Gross national product + 5.7 + 49 + 1.6 + 341 + 5.9 158.0
Industrial production + 6.9 + 6.2 — 0.5 + 43 4+ 8.0 170.0
Total imports + 21.6 + 17.5 + 1.7 + 131 + 11,9 218.8
Private consumers’ expenditure + 6.1 + 7.8 + 2.8 4+ 33 + 6.2 208.6
Public cutrent expenditure on goods
and services + 31 + 19 + 5.2 + 46 + 33 143.7
Gross fixed asset formation + 8.0 + 34 + 3.2 + 241 + 15.2 135.7
Total exports + 13.6 + 6.6 + 6.2 + 11.6 + 53 281.4
Gross national product per head of
population + 5.1 + 4.2 + 11 + 24 + 51 158.9
Gross national product per person in
employment + 7.0 + 4.7 + 1.9 + 5.3 + 5.1 165.1
% change by value
on preceding year
Gross income per employee + 7.6 ‘ + 15.1 ’ + 13.7 ' + 11.0 , + 17.7 279.8
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance exports less impotts
in million Eur +1928 |+ 582 [+ 1635 |+1471 | — 2540
as percentage of GNP 23 0.6 1.6 13 |— 20
Unemployment tate 34 3.1 31 3.7 3.5
f‘c’zl::'.l‘:::;epg;e;reccding year) 4+ 29 |4+ 53 |+ 53 |+ 59 |+ 109
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TABLE 3 : Foreign trade (at current prices)

Iltaly

0,
%, change on preceding year 1;}3:;11;%0 Mgg?“ t{;’tﬁfs
1968 1969 1970 1971 1972 1972 1972 1972
Visible exports
Total 4 17.0 {4+ 15.2 |+ 12.6 |4 13.4 (1 14.4 340 17 131 100.0
Intra-EEC + 20.9 |+ 22.2 |+ 13.8 |+ 17.9 |+ 15.6 431 7781 15.1
To non-EEC countries + 14,5 [+ 10,5 [+ 11.9 |+ 9.9 |+ 13.4 289 9 400 54.9
Exports of food, beverages and tobacco
Total — 371+ 156+ 92|+ 16.2 |+ 17.9 218 1504 8.8
Intra-EEC — 13[4+ 214+ 5.7+ 249 |+ 20.4 2638 875 5.1
To non-EEC countries — 6.1+ 93|+ 134 |+ 6.3 |+ 14.6 173 629 3.7
Exports of raw materials, fuel and power
Tota + 141 [+ 1.4 |+ 103 17.5 2.8 239 1131 6.6
Intra-EEC + 14.7 [— 2.0{+ 9.6 |+ 15.0|— 4.5 315 402 2.3
To non-EEC countries + 13.7 |+ 3.6 |+ 106 18.9 1.3 211 729 4.3
Exports of semi-finished and finished industrial goods
Total + 20.0 (+ 168.7 [+ 13.2 |+ 12.7 | +15.6 373 14 496 81.6
Intra-EEC + 25.4 [+ 24.9 [+ 15.0 |+ 17.3 |+ 16.5 432 6 454 37.7
To non-EEC countries + 16.7 |+ 11,6 {+ 119 {+ 9.3 |+ 15.0 316 8 042 46.9
Visible imports
Total + 43+ 214 |+ 194 |+ 5.9+ 125 236 17 810 100.0
Intra-EEC + 0.1+ 299 |+ 274+ 9.3 |+ 19.0 322 7 994 44.9
From non-EEC countries + 1.8([+ 166+ 143 |+ 3.8+ 7.7 194 9 816 55.1
Imports of food, beverages and tobacco
Total + 8.5 |+ 14.9 (4 18.0 |+ 20.5 |+ 15.7 263 3 481 19.5
Intra-EEC + 29.0 (+ 26.8 [+ 20.9 {4+ 32.4 |+ 26.7 663 1 592 8.9
From non-EEC countries + 09|+ 92|+ 8.1 |+ 133 |+ 1.8 175 1 289 10.6
Imports of raw materials, fuel and power
Total 4+ 10(4 13.0{+ 11.8 |4+ 8.9+ 4.6 205 5 325 29.9
Intra-EEC — 3.0[+4 20.6 [+ 16.6 |+ 4.2 |+ 143 261 832 4.7
From non-EEC countries + 17|+ 118+ 11.0 |4+ 9.8+ 3.0 198 4493 25.2
Imports of semi-finished and finished industrial goods
Total + 8.6+ 81.0\+ 27.1 |~ 0.5+ 165 248 9 004 50.6
Intra-EEC + 8.1+ 324 (+ 308+ 5.2 |+ 17.7 201 5 570 31.8
From non-EEC countries 4+ 92+ 28.0 + 222~ 83 (+ 145 202 3 434 19.3
TABLE 4 : Selected monthly indicators
Year { Jan. Feb. Mar. Apr. May | June | July | Aug. | Sept. | Oct. Nov. Dec.
Industrial production 1972 155.2 | 154.6 | 150.2| 150.3| 153.7 | 154.0| 153.3| 155.2] 154.2| 169.5| 162.1| 164.3
(1963 = 100) 1978 | 154.51| 154.7 | 150.7 | 164.1| 166.6| 171.5| 178.9| 181.0| 177.4| 186.1| 177.8| 180.0
1974 1815 176.8 | 178.2| 189,2
Unemployed 1972 |1 6041.0 |1 052.9 |1 056.1 |1057.8 |1054.911055.6|1050.4|1051.311052.2|1044.7(1031.9(1009.1
(1 000) 1973 |1 646.9 |1 036.0 |1 046.2 |1044.3|1016.511018.6| 990.1 | 986.8 | 981.2| 988.5| 964.7 | 933.4
1974 970,7 | 958,6
Construction : permits for | 1972 28.5 27.1 28.6 27.1 28.3 31.6 25.5 23.1 28.0 30.4 32.7 34.4
residential construction 1973 34.2 30.6 32.3 30.7 34.7 31.3 29.5 30.2 31.5 36.0
(1 000) 1974
Private consumers’ expen- | 1972 205.7 | 222,61 229.6| 194.6| 2225 | 214.2| 2161 | 226.2| 249.2| 220.8| 2225 | 2327
diture : department store | 1973 235,56 2508 246.7 | 257.2 | 258.0| 239.8)| 253.9| 270.3| 282.5| 3004
turnover (1963 = 100) 1974
Consumer prices 1972 138.0 | 138.71 1391} 1394 140.6) 141.4) 1419 1428} 144.2) 145.8 146.9| 147.8
(1963 = 100) 1973 149.1 | 150.9 | 152.5| 154.0| 1566.3| 157.7| 158.6 | 159.6 | 160.5| 161.3]| 163.7| 166.0
1974 168.7 1 172.3| 176.8 | 179.0
Visible imports 1972 |1 374.6 |1 362.9 |1 466.2 |1 387.6 |1 467.9 |1 417.7 |1 464.7 |1 451.4 |1 479.3 |1 575.8 |1 466.8 |1 902.2
(million Eur) 1973 |1 586.7 |1 877.9 |1 437.4|1755.1 |2 186.9 |2 400.3 12 873.9 (2 200.5 |2 493.6 |2 329.1 |2 132.6 |3 129.6
1974 |2 676.1 |3 344.7 {(3636.0)|(3744,0)
Visible exports 1972 |1 285.4 |1 366.3 |1 393.4 |1 368.6 |1361.5|1461.3(1375.2 |1396.3|1365.3|1513.2|1426.9 |1758.2
(million Eur) 1073 (1 395.1 |1 479.9 |1033.9 |1 361.9 |1622.4|1387.0|1914.51834.4(1809.4|1931.91872.9|2354.0
1974 |2 028.2 |12 215.6 [(2132.0)((2466.0)
Balance of trade 1972 |- 89.2 |4 3.4|- 72.8(- 19.0|-106.4 (4 43.6 |- 89.5 |- 55.1|-114.6 |- 62.6 |- 39.9 |- 144.0
(million Eur) 1973 |- 201.5 |- 398.0 |- 403.5 |- 393.2 |- 664.5 |- 527.3 |- 259.4 |- 346.1 |- 684.2 |- 397.2 |- 259.7 |- 775.6
1974 |- 547.9 |-1129.1)\-1504.0)\-1278.0)
Official gold and foreign | 1972 | 3880 | 3840 | 3789 3750 | 3758 | 3663| 3701 | 3839 | 8674; 3615 | 3485 | 3 460
exchange reserves 1973 3134 3203 3106 | 3144 | 3096 2952 | 2774 | 3245 3272 3090; 3030 3292
(net million Lit.) 1974 | 3204 | 2801 | 3595| 3348
Money supply 1972 [ 35 742 | 35 597 | 36 266 | 36 995 | 37 392 | 37 636 | 38 183 | 37 812 | 38 558 | 39 227 | 40 153 | 45 954
(Lit. 000 million) 19;2 42 101 | 42 224 | 42 902 | 44 056 | 44 638 | 46 066 | 47 871 | 46 637 | 47 600 | 48 257 | 49 335 | 54 156
19
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NOTES TO GRAPHS AND TABLES

Sousce: Statistical Office of the European Communities (except as otherwise indicated).
Convetsion into Eur (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not yet been taken into account.

Graph 1
Exports fob: series adjusted for seasonal variations; three-month moving averages.

Graph 2

Industrial production : from January 1973 Commission estimates because of rebasing of the unadjusted index;
excluding construction, food, beverages and tobacco; series adjusted for seasonal variations; three-month moving
averages.

Graph 3

Labour market: number of registered unemployed; series prepared by the Ministero del Lavoro e della Previdenza
Sociale and adjusted for seasonal variations by the Statistical Office of the European Communities; three-month
moving averages.

Graph 4
Imports cif: series adjusted for seasonal vatiations; three-month moving averages.

Graph 5
Wages and consumer prices: source ISTAT. Agreed minimum wages in industry (excluding family allowances).

Graph 6

Balance of trade: difference in terms of value between exports and imports, seasonally adjusted.

Graph 7

Bank lending: source Banca d’Italia. Short-term loans to business and private customers; position at end of month.

Table 1

Soutce for 1970 and 1971: Relazione generale sulla situazione economica del Paese (1971).
GNP at market prices.

Industrial production : value added by industry at factor cost.

Total exports and imports : goods, services and factor income.

Gross income per employee : income from paid employment (not including social insurance contributions
botne by the State).

Table 2

Balance exports less imports: as defined for the national accounts.
Unemployment rate: number of unemployed as percentage of labour force (annual average); source ISTAT.
Price index: price index of private consumption adjusted by the GNP deflator, computed from the national accounts.

Table 3

Exports fob, imports cif; the products have been grouped on the basis of the Statistical and Tariff Classification
for Intetnational Trade (CST) : food, beverages and tobacco (Groups 0and 1 CST), raw materials, fuel and power
(Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.

Unemployed: seties provided by the Ministero del Lavoro e della Previdenza Sociale, adjusted for seasonal vatiations
by the Statistical Office of the European Communities. .

Construction: dwellings authorized in the provincial capitals and in other communes of 20 000 or more inhabitants;
figures adjusted for seasonal variations.

Private consumers’ expenditure: value index of department store turnovers, adjusted for seasonal variations.
Consumer prices: unadjusted index.

Imports cif, exports fob, adjusted for seasonal variations.

Balance of trade; difference between values of exports and imports, seasonally adjusted.

Official gold and foreign exchange resetves (net); source Ufficio Italiano dei Cambi; position at end of month.
Gold and gold assets assimilated to gold continue to be calculated on the preceding parity.

Money supply: notes and coin in circulation exciuding cash holdings of the credit institutions other than the post
office giro, deposits of residents with the banks (at less than one months’ call), special assets of the Treasury and
non-residents” holdings in the post office giro; position at end of month.
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F. Netherlands

Despite difficulties caused by oil shortage, production was well maintained in the
early months of the year reflecting a certain buoyancy of exports of non-oil products.
Unemployment, nevertheless, edged upward. The rise of consumer prices showed
a less marked acceleration than in most other member countries.

A resumed growth of demand—to some extent the result of expansionary policy
measures taken this spring — is likely to prompt a strengthening of activity in the
second half of 1974, accompanied, bowever, by a rapid rise in costs and prices. l
The current external account, although deteriorating, may remain in surplus.

1. Recent developments

The strengthening of economic activity which
took place in the twelve months up to October
1973—after a temporary halt in November-De-
cember due essentially to the oil crisis—has
resumed, although at a more moderate pace in
the early months of the present yeat.

A renewed upturn in exports—after sluggish
trends in most of 1973—seems to have been
a source of byoyancy for industry in the early
months of 1974. In January-February, the va-

Exports Mio Eur
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lue of total exports (excl. trade with B.L.E.U.)
was some 23% above the level a year ago (cru-
dely adjusted for a change in statistical reporting
in 1972-73).

Most of the acceleration in export growth was
due to the steep rise in export prices for oil
products, but non-oil products seem to have
expanded also in real terms.

The expansion of domestic demand has remain-
ed rapid. In real terms, national expenditure
may, however, have seen little increase in the
early months of 1974,

Fixed investment saw rathar weak trends.
Thus, the decline in dwelling construction ob-
served in 1973 continued in the first half of this
year : in January-April housing starts were down
22% from the level a year ago. Investment in
industrial and other construction held up bet-
ter, whereas transport equipment saw a weak
trend under the influence of the oil crisis in
the first quarter.

Wage and salary incomes as well as social trans-
fers have been substantially raised during recent
months. Thus, in April 1974 hourly wage rates
were 15.6% higher than a year eatlier. Des-
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pite upward adjustment of social security pre-
miums the rise in household disposable incomes
has, therefore, remained fast. Consumers’ ex-
penditure, following anticipatory buying in late
1973, may have seen a more modest growth in
the first months of the present year. Given,
moreover, the steep rise in prices, the volume of
private consumption showed a decline in the
first quarter. Passenger car registrations, in par-
ticular, fell considerably. Public consumption,
on the other hand, may have seen a more sus-
tained growth.

Development of production confirms the rather
divergent trends in demand described above.
Due to supply constraints, output of the petro-
chemical industry has declined; in other export-
dominated industries a certain buoyancy has
prevailed, whereas industrial branches producing

1963 = 100
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Industrial production

240

consumer goods for the home market have ex-
perienced more bearish conditions. In the first
quarter the level of industrial production (excl.
construction) was about 1.5% above the fourth
quarter of 1973 and some 6.5% above the level
a year ago. In construction, on the other hand,
output was lower than in the first quarter of
1973.

Given the low level of activity in the construc-
tion sector, unemployment among construction
workers has increased considerably: it reached
about 25,000 in May of this year compared with
16,000 in the same month of 1973, Excluding
building workers the rise over twelve months
was much smaller.
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Total unemployment (labour reserve) at the end
of May 1974 amounted to 2.9% of the labour
force as compared to an average of 2.5% for
1973. The number of vacancies outstanding,
following a drop in January, resumed its rising
trend; in April the number of vacancies for men
was 23% higher but for women 5% lower
than a year carlier. Demand for metal workers
(men) in particular, was up 34% over this
period, whereas vacancies for building workers
fell. Nevertheless, at the end of May unem-
ployment was still nearly twice as high as the
number of vacancies.

The value of merchandise imports (tentatively
adjusted for a change in statistical reporting in
1972-73) in January-February was some 30%
higher than a year earlier. Most of this in-
crease was a reflection of rising prices; given a

Imports Mio Eur

2000 T T TT 7T T T TTT TTT T Tv (1T ]T]

@

1 600

1200

800

400

IR EEENEN NN

T I Y VIV & X I B VIR XX LV Y VI XXX
1972 1973 1974




Netherlands

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Source : Business survey of the Centraal Bureau voor de Statistiek.
Note : The survé‘y includes construction but not paper, petroleum, non-metallic minerals.

RAPHS A, Bb C and D : The three zones (gray, white and black) show the percentages of the three different
nswers.

e black c es, the scale for which is given between the graphs, show the figures obtained by adding together
he percenta, welghted as follows :

for the answer ‘‘normal”, or ‘‘no change’’;

by 0 for the answer ‘‘above normal”, or “‘up”’;
.01 for the answer ‘‘below normal”. or ‘“down”.
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sharp drop in imports of oil and transport equip-
ment the total volume of imports may actually
have declined between the fourth quarter of

Balance of trade

1973 and the first quarter of 1974. The trade
deficit widened compared to the fourth quarter
of 1973.
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As in other member countries, prices have
increased rapidly in recent months. Wholesale
prices in March were 15.5% higher than a year
earlier and up 5% from December despite the
withholding effect of the revaluation of the
guilder in September. Consumer prices in May
were up 5.3% over five and 9.2% over twelve
months—or less than in other member countries
except Germany. The strict price control intro-
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duced in the context of the enabling law may
have been a major factor behind the fact that

1973 1974

the Dutch price performance has been less bad
than in most neighbouring countries despite the
fact that wage cost per unit of output would
seem likely to have expanded rather faster than
earlier.

Total money supply (money and quasi-money )
increased strongly in the early months of the
year; the share of quasi-money in total money
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supply, however, increased markedly presumably
as an effect of the rise in interest rates over the
last twelve months.
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Demand for and supply of goods and services

19711 19723 i 19733 ' 19743
At
current % change on preceding year
prices
(in F1
*000
million) Volume Value |Volume Value | Volume Value
Exports* 6736 | + 88 +10.0 | + 14y, +22 |+ 5 -+ 27
Gross fixed asset formation 3313 | — 1.8 + 52 [ 4+ 69 + 121 0 + 121,
Public current expenditure on goods and
setrvices 2228 | + 16 4128 |+ 1 +13 [+ 3 + 18
Private consumers’ expenditure 7488 | + 32 4121 { + 2 411 + 3% + 141,
Gross national product 13169 | + 42 +139 | 4+ 5 + 13% 1+ 3% + 12
Imports? 6783 | + 3.8 + 34 | +13% +21% 4+ 2 + 31

1 Nationale Rekeningen 1972, CBS.
2 Centraal Planbureau.

3 Estimates,

4 Goods, services and factor income.

Note :

The estimatcs are approximations based on hypotheses mentioned in the Quarterly Survey,

They have been

discussed with experts from the member countries but are established and published on the sole responsibility of the

Commission,

2. Outlook

A renewed strengthening of economic activity
would seem likely to take place in the second
half of 1974 as a result of rising exports, expan-
sionary policy measures taken in the spring and
a resumed increase in consumers’ expenditure.
The employment situation should be expected
to stabilize towards the end of the year. The
price performance will, on the other hand,
hardly improve. A decline in the external
surplus is to be foreseen.

The growth of exports should be favourably
influenced by the restoration of a more normal
supply situation for oil products and an expected
strengthening of demand in important export
markets.
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After weak trends in the first half of the year,
domestic demand should become more buoyant
as the year goes by. Recent trends in industrial
building starts and order inflow for machinery
suggest that business investment is responding
favourably to stimulative measures taken this
spring (postponement of the selective invest-
ment tax and extra depreciation allowance);
dwelling construction, which was on a down-
ward trend as from early 1973, is expected to
stabilize in the course of the present year.
Public investment is equally expected to expand
appreciably under the impact of measures to
strengthen demand for labour.

Household disposable incomes will be boosted
from mid-year as a consequence of wage indexa-
tion and raising of the tax-free minimum by
6.3% from 1st July. Private consumption can,




thus, be expected to see a resumed increase after
the weak development in the first months of
the year.

Against this background, industrial production
would seem likely to expand at an annual rate
of some 6 per cent towards the end of the year.

Gross national product, following an increase
of 5% between 1972 and 1973, is forecast to
rise by 3%% this year. On this assump-
tion unemployment, after a rise in the first,
should stabilize in the course of the second half
of the year. Given the recent upturn in building
starts a certain improvement of the employment

The Central Government Budget (*)

1973 1974 1973 1974
Budget Provisional Budget estimats
estimate outturn
i
% change
on the
in Mrd Fl preceding
year’s
outturn
Expenditure 2 42.4 45.2 50.9 + 144 + 20.0
of which:
— current expenditure 325 349 40.2 + 14.2 + 237
— capital expenditure 2 9.8 10.3 10.8 + 15.0 + 10.2
Revenue 40.1 43.7 48.9 + 13.2 + 219
of which:
— direct taxes 19.9 22.4 25.3 + 13.5 + 271
— indirect taxes 14.9 16.0 171 + 127 + 148
Net borrowing requirement 2 - 23 - 15 — 20

1 Including “Wegenfonds”.
? Disregarding debt extinction.
3 Including participations and loans.

Notze:

The figures in this table are based on the national budgets and are not recalculated on the basis of Community
definitions.

from imported products in such industries as
textiles, clothing and leather may, however,
continue to edge upwards.

situation for building workers would not seem
unlikely. The structurally determined unem-
ployment—oprimarily due to stiffer competition
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Due to the high degree of self-sufficiency in the
energy supply the balance of payments prospects
of the Netherlands appear rather favorable.
After a sharp deterioration in the eatly part
of 1974 the terms of trade should subsequently
improve entailing a stabilization of the trade
deficit. For the year 1974 as a whole the
current external acount is expected to remain
in surplus to the tune of 1.5% of GNP (as
compared to 2.9% in 1973).

In the course of the year the rise in import
prices should level off. The restrictive price
policy operated in the early months of the year
may, on the other hand, have resulted in a
postponement of some price adjustments which
may be effected later on as price controls are
being softened again. The rise in consumer
prices is thus expected to remain rather high
throughout the year.

The acceleration of inflation, therefore, consti-
tutes an important problem for economic policy.
In view of the more expansionary orientation
prompted to economic policy this spring, a
return to a sustainable growth of activity should
be expected in the course of the autumn. The
postponement of the selective investment tax
highlights the difficulties involved in weighting
priorities with regard to employment, economic
growth, regional balance and inflation. As a
consequence of this decision investment seems
to be expanding fast in the western, highly
industrialised area, leading most likely to a
local strengthening of demand for labour. The
renewed widening of regional disequilibria thus
incurred may at least in the longer run hamper
the restoration of satisfactory conditions of
equilibrium.

Major economic policy measures

October 1973:

— On 8 October the Ministers of Finance of
the Benelux countries reached agreement on a
uniform system of value added tax, to be in-
troduced with a view to eliminating the customs
formalities between the Benelux countries.
Under this system there will be only two VAT
rates (as at present in the Netherlands), which
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are to be at least 4% and 16%. These mini-
mum rates may be raised by no more than 2
percentage points. If possible, the harmoniza-
tion agreed upon is to be implemented by
1 January 1975.

— A draft law was tabled amending the 1968
turnover tax law. The arrangements applicable
to agriculture were to be altered temporarily,
with the flat rate for purchasers of agricultural
products to be raised from 4% % to 6% %
until 1 April 1974 in order to prevent revalua-
tion resulting in an unduly heavy loss of farm
income. An amendment tabled on 9 November
1973 extended the period of validity to 30 April
1974. The law in question entered into force
on 21 December 1973.

— With effect from 16 October the Neder-
landsche Bank raised the discount rate by 0.5%,
which brought it to 7% . The interest surcharge
for recourse to central bank credit in excess of
the limits fixed was lowered from 3% to 2%.

— The Nederlandsche Bank announced that
institutions participating in the liquidity reserve
arrangements and suffering from a shortfall of
liguidity in excess of a specified amount may
purchase US treasury paper from it with such
paper counting towards their liquidity reserve.
This step was taken in order to climinate the
considerable differences between the liquidity
margins of the various banking institutions.

— The authorities issued the 1973 regulation
on the creation of temporary jobs to promote
the integration into the labour force of un-
employed persons who found it difficult to
obtain a job; such persons were to be tempo-
rarily employed by a public institution. A sub-
sidy of up to Fl. 17,500 per employed person
was to be paid for this purpose.

— An amendment to the draft law on the
selective investment arrangements was tabled,
whereby the amount of investment above which
authorization was required was raised from
Fl. 1 to 3 million for industrial buildings and
from Fl. 5 to 15 million for open-air plant.
However, the old limits would continue to
apply in the case of the Rbine delta area.
Furthermore, industrial building project of more
than Fl. 1 million and plant projects of more



than Fl. 5 million were made subject to notifica-
tion.

— A draft law was tabled fixing the 1974 con-
tribution to the old-age pension insurance fund.
As in 1973, the contribution will take the form
of a surcharge of 0.2% on the contributions to
the employee family allowance scheme. The
law was promulgated on 29 January 1974.

November:

— A draft law was tabled introducing a further
amendment to the sickness fund law by linking
the annual adjustment of the wage limits to the
movement in the wage index. The law entered
into force on 27 December 1973.

— A draft law was tabled authorizing the
regulation of 18 September 1973 on the re-
introduction of the investment allowance for
industrial buildings (5% for 2 years).

— An act was promulgated enabling the State
to take part in the EEC system of medium-term
financial assistance.

— A price regulation for bread was published
whereby a derogation from the general calcula-
tion rules was introduced for that sector.

December:

— On 3 December the system of central
financing of local authority expenditure was
extended. The amount up to which local
authorities may issue loans with guaranteed
payment of interest and/or principal was raised
from Fl. 400 million to Fl. 450 million for a full
year; no such ceiling bas yet been fixed for the
provinces. It was also decided that before the
end of the year, the sum of Fl. 350 million,
drawn from the provisional subscription account
with the Treasury, would be made available to
the Bank voor Nederlandsche Gemeenten.

— A general administrative regulation was
published introducing a minimum wage scheme
for young persons as from 1 January 1974. The
amount of the minimum wage will be a specific
percentage of the minimum wage for adults,
ranging from 40% for fifteen year olds to
92.5% for twenty-two year olds.

— Nederlandsche Bank interest rates were
raised by 1% with effect from 6 December,
thus increasing the discount rate to 8%.

— A price regulation was published for private
health insurance whereby a derogation from the
general calculation rules was introduced for that
sector.

— A draft law was tabled authorizing the issue
of regulations concerning incomes determination
and the protection of employment in 1974.
Confined to 1974, this law would give the
Government powers:

— to lay down wages and other conditions of
employment for wage and salary earners in
industry and the public service, with the
relevant decisions having binding force;

— to exert a regulatory influence on the fixing
of dividends and rents and

— to centralize policy on the termination of
contracts of employment and to issue more
detailed rules on the employment of foreign
workers.

The law entered into force on 11 January
1974.

— The Nederlandsche Bank informed the credit
institutions concerned that, in view of the
current situation on the money market and the
shortage of securities eligible as collateral for
loans, it was willing, in certain circumstances,
to accept loans against borrowers’ notes to the
Bank voor Nederlandsche Gemeenten and the
Nederlandsche W aterschapsbank as collateral for
advances.

— On 13 December the Nederlandsche Bank
amended the rules on the interest surcharge
payable by credit institutions baving recourse to
the Nederlandsche Bank in excess of their allot-
ted quota. Where a particular credit institution
exceeds this quota by up to 75%, the interest
surcharge will be limited to the 2% p.a. pre-
viously announced. Where the quota is ex-
ceeded by more than 75%, the Bank surcharge
will be higher; calculated from day to day, it
will be published before 9.30 a.m. when there
is any dalteration. Until further notice this sur-
charge was fixed at 6%.

— A report was presented in the Second
Chamber on the consequences of the oil short-
age. Basing itself, partly on the enabling act,
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this report proposed for the coming period a
flexible policy which in addition to protecting
employment was aimed primarily at adapting
spending potential to the reduced level of real
national income. The basic idea was that the
disposable income of the higher income groups
should be made to suffer a sharper moderation
in real terms than that of the lower income
groups, with the lowest-paid to be protected
from a drop in income. The increase in govern-
ment expenditure was also to be curbed. The
second phase—involving Fl. 175 million—of the
work procurement programme announced on
18 September was to be brought forward; this
amount—Ilike the remaining Fl. 180 million—
was to be spent as far as possible on projects
belping to economize on oil. In order to restrict
the basic rise in wages, policy continued to be
aimed at controlling the upward movement of
domestic prices, and more differentiated mea-
sures were proposed to this end.

— Tbhe Minister of Finance issued a decree
enabling the banks—in view of the strained
situation on the money market—to tender
3 39 treasury bonds, issued in 1964 and due
to mature on 1 March 1974, for early redemp-
tion.

— With effect from 20 December the Neder-
landsche Bank lowered the liguidity reserve
ratio for short-term deposits from 10 to 9%.

— Second amendment to the 1973 price
regulation for goods and services in force since
28 September. From 1 January 1974 freight
costs also count as costs which can be passed
on to the consumer. The current rules on profit
margins were extended, enabling traders’ cash
margins as at 28 September 1973 to be raised
by a maximum of 7% as from 1 January 1974.

— The Nederlandsche Bank announced that the
interest surcharge payable by credit institutions
which exceeded the quota for recourse to central
bank credit by more than 75% would be reduced
from 6% to 4% until further notice.

— The following entered into force: a law
amending income tax and wages tax, a law
amending wealth tax and a law raising the excise
duties on petrol and diesel oil. The relevant
draft laws bad been tabled at the same time as
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the government budget for 1974 as part of the
1974 tax programme.

— Guidelines were issued concerning the prices
and public utility charges policy to be imple-
mented by the regional and local authorities as
part of the fight against inflation. Increases in
public utility charges which affect the cost of
living cither directly or indirectly are subject
to central comtrol. The generdl rule is that
charges and industrial tariffs may not be raised
by more than 11.5% and 7% respectively up
to 1 July 1974.

January 1974:

— With effect from 1 January, the minimum
wage of workers aged 23 and over was increased
by 6.5% to Fl. 1,049.10 a month.

— With effect from 1 January, the social
assistance rate was increased to 100% of the
minimum wage as at 1 July 1973.

— Under the balf-yearly review of social se-
curity benefits, old age and survivors’ pensions
were increased by 6.5% from 1 January. This
brought the old age pension to Fl. 779.50 a
month for married couples and Fl. 550.50 for
single persons.

— Social security contributions were raised
with effect from 1 January. National insurance:
the contributions ceiling was raised to Fl. 26,750
a year. Under the general scheme, old-age in-
surance contributions (ADW) were put up
from 10.4 to 10.6%, survivors’ insurance con-
tributions (AWW ) remained at 1.6%, special
sickness expenses insurance contributions were
increased from 2.6 to 2.65% and family dlow-
ance contributions from 1.8 to 1.9%. Workers’
insurance: under the general scheme, sickness
insurance contributions (cash benefits) were put
up to 7.5% (on average), contributions to in-
surance against incapacity for work rose from
7.8 to 84%, compulsory 9.5% (only in the
case of fixed wages not exceeding Fl. 23,000 a
year), wunemployment insurance contributions
were put up to 1.1%, interim allowance con-
tributions from 0.4 to 0.6%, and contributions
to the employee family allowance scheme from



3.2 to 3.6% (contributions ceiling also Fl.
26,750 a year).

— With effect from 1 January 1974, a number
of petroleum products were increased in price.
The retail price for petrol and diesel oil for cars
went up by 5.2 and 1.8 cents a litre, respectively,
as a result of an increase in excise duties (Bene-
lux agreement), an increase in the retail margin
and the effect of this higher margin on VAT.
This brought the maximum retail price to 87.7
cents a litre for premium grade petrol, 84.9 cents
for regular grade petrol and 48.7 cents a litre for
diesel oil. The excise duty exemption (Benelux
agreements) on private heating fuel was abo-
lished, increasing the prices of domestic fuel oil
grades 1 and II by Fl. 3.26 per 100 litres and
petroleum prices by Fl. 3.35 per 100 litres.

— Issue of a price regulation on the main-
tenance and repair of motor vehicles in 1974,
authorizing garages to raise their hourly rates
by Fl. 2.50 partly to make up for the drop in
turnover due to the petrol shortage.

— The Finance Minister sent a letter to the
Second Chamber on the freezing of public ex-
penditure in 1974, setting out the items which
must be frozen to achieve a saving of up to
Fl. 750 million, with over Fl. 500 million to
come from the central government budget.

— With effect from 1 January 1974 the per-
mitted maximum gross yield on publicly assisted
rented dwellings was raised from 10 to 11.4%
of the invested capital, owing to the sharp rise
in long-term interest rates. The subsidies for
bousing to be constructed for rent or for owner-
occupation also went up considerably.

— A regulation was issued, under the enabling
act, on the terms of employment of wage and
salary earners. Wages and other terms of em-
ployment were fixed at the level in force imme-
diately before 1 December 1973, but with a
compulsory wage increase of Fl. 15 (monthly
basis) for adults both on 1 January 1974 and
upon termination of the contract of employment,
the second increase to be granted by 1 April
1974 at the latest. However, compensatory
amounts agreed to make up for price rises which
occurred in the past may continue to be applied,
and shorter working hours or longer holidays

dlready laid down in collective agreements are
also still authorized.

— Issue of a decree on dividend restraint under
which the dividend per share to be distributed
in 1974 for the financial year 1973 (or
1972/73) may not be higher than that distri-
buted for the previous financial year, or higher
than the average dividend over the previous
five financial years, whichever is the higher.

— Issue of the 1974 rent restraint regulation,
pursuant to which rents for business premises
and housing in the so-called liberalized areas
may not be increased by more than 7%. In
the case of housing in the non-liberalized areas,
rent increases excluding harmonization of rents
may not exceed 6%, and including harmoniza-
tion of rents, 7% . Rents for subsidized housing
built during the past five years may be increased
by a maximum of 3%. A draft law authorizing
this decree was tabled on 9 February.

— Third amendment to the 1973 price regula-
tion for goods and services. Manufacturers
must observe a waiting period of cight weeks
before passing on allowable external cost in-
creases in their prices; the waiting period for
service undertakings is six weeks, and for the
distributive trades (in respect of bigher purchase
prices) four weeks. Pursuant to the regulation
issued on 31 January (fourth amendment),
entrepreneurs with a taxable income of less than
Fl. 25,000 in 1972 and traders with a limited
turnover are exempt from the waiting period.

— The 1974 regulation on professional fees
was published. Fees charged by persons exer-
cising a profession (except for doctors) may for
the time being not exceed those in force on
1 December 1973.

— A price regulation on petroleum products
fixed maximum retail prices for a number of
products, including petrol.

February:

— The “closed circuit” for non-residents’
purchases of guilder bonds, introduced in Sep-
tember 1971 to stop the inflow of foreign

capital via the bond market, was discontinued.

— Tbhe Nederlandsche Bank announced that,
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with effect from 4 February 1974 and until
further notice, there would be a cut, from 4 to
2%, in the interest surcharge payable by credit
institutions which exceeded their quota for re-
course to central bank credit by more than 75%.
The Bank also laid down new quotas for average
recourse to central bank credit in the period
1 March to 19 June 1974, with a fixed interest
surcharge of 2% where the quota is exceeded
by up to 50%, and a variable interest surcharge
where the quota is exceeded by a greater
amount.

— Fifth amendment to the 1973 price regula-
tion for goods and services. Firms in the distri-
butive trades whose total wage costs go up by
more than 10% as a result of the introduction
of the minimum wage for young persons may
raise their cash margins by 8% instead of 7%.
They are also exempt from the obligation to
wait four weeks before passing on increased
purchase prices.

— The Minister of Finance sent a letter to the
Second Chamber saying that in view of the
unfavourable outlook for employment the Go-
vernment had decided to end the freeze on
public expenditure announced on 13 December.
In addition, tax measures were being considered
to stimulate investment and employment, and
also to curb wage and price increases. At the
same time, a letter from the Minister of Social
Affairs gave a detailed account of how the re-
maining Fl. 355 million, left over mainly from
the work procurement programme announced
on 18 September 1973, were to be spent.

— A general administrative regulation intro-
duced a 2.5% structyral increase in the statu-
tory minimum wage from 1 April 1974, partly
on account of the equalizing tendencies in the
collective agreements concluded in 1973.

— Promulgation of a law amending the un-
employment law and the law on unemployment
insurance by authorizing the grant of a wage
supplement if an unemployment person takes
on a job in which he earns less than the amount
used for computing the unemployment benefit.

— A price regulation on petroleum products
fixed maximum retail prices for a number of
products, including petrol.
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— The Nederlandsche Bank announced that in
view of the easing of strains on the money
market, the fixed interest surcharge payable by
credit institutions which exceed their quota for
recourse to central bank credit by no more than
50% would be cut from 2% to 1% until
further notice.

March:

— The Nederlandsche Bank raised the maxi-
mum deposit on which interest may be paid to
non-residents to Fl. 100,000.

— On 19 March 1974 the law on the selective
investment arrangements was published. The
date on which it enters into force will be fixed
by the Minister for Economic Affairs in con-
sultation with Parliament.

— A regulation was issued concerning the re-
introduction of the investment levy on industrial
plant and machinery with effect from 20 March
1974. The levy is 4% for two years.

— A second regulation on terms of employment
under the enabling act included the following
provisions:

(a) Gross wages to be increased by Fl. 15 per
month three months after the termination of a
collective wage agreement.

(b) Also three months after the termination of
a collective wage agreement, a 3% advance to
be granted to compensate for price rises yet to
be credited.

(c) The price compensatory advance to be no
less than Fl. 150 per annum for every percent
of price increase. Qver and above that it will
be no less than Fl. 160.

(d) A deduction of 0.3% plus half the advance
(1.5%) to be made from the price compensa-
tion at 1 July or later. The other half of the
advance to be deducted from the next com-
pensation (six months later).

— A draft law was tabled to raise the tax-free
amounts for wage and income tax by 6.3%
with effect from 1 July 1974.



— Government expenditure was increased by

— A draft law was tabled to raise the invest-
Fl. 600 million to take account of price rises

ment levy on buildings to 8% for two years
so that proposed programmes may be fuily car- (instead of 5% for two years) with effect from
ried out. 20 March.
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Netherlands

TABLE 1 : Key indicators

1968 ' 1969 1970 ‘ 1971 l 1972 1972
9 change by volume Indices
on preceding year 1963 =100
Gross domestic product + 741 + 7.0 + 7.2 + 4.0 + 43 166
Industrial production + 10.5 + 8 + 7.5 + 6 + 5.0
Impotts + 13.0 + 14.2 + 14.5 + 6.3 + 4.5 228
Private consumers’ expenditure + 6.9 + 7.5 + 78 + 34 + 3.2 164
Public current expenditure on goods
and services + 2.4 + 4.2 + 63 + 3.6 + 1.6 129
Gross fixed asset formation + 11.0 - 24 + 10.6 + 1.5 - 20 174
Expotts + 13.0 + 15.5 + 12.4 + 10.9 + 97 243
Gross domestic product per head of
population + 5.5 + 5.8 + 5.5 + 2.6 + 33 148
Gross domestic product per person in
employment 4+ 6.1 4+ 5.3 + 6.0 + 3.3 + 5.1 156
% change by value
on preceding year
Gross income per employee + 8.9 i + 13.2 ‘ + 12.7 l + 13.3 I + 13.1 279
TABLE 2: Indicators for internal and external equilibrium
1968 1969 1970 1971 1972
Balance exports less imports
in million Eur + 157 [+ 122 [ — 461 |— 130 |4 1113
as percentage of GNP + 06 (+ 04 (— 14 |— 04 |+ 26
Unemployment rate 1.9 1.4 1.2 1.4 24
Price index of private consumption
(% change on preceding year) + 23 |4+ 65 |+ 45 |+ 81 |+ 86
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Netherlands

TABLE 3 : Foreign trade (at cutrent prices)

i 0y
9% change on preceding year 19151515‘1’?)0 M%}}lign té’tsﬂg
1068 | 1969 | 1970 | 1971 | 1972 1972 1972 1972
Visible exports
Total + 14.5 |4+ 19.6 |+ 18.3 1.8 12.5 262 12 992 100
Intra-EEC + 19.7 |4+ 25.1 [+ 22.0 |— 9.0 |+ 14.8 238 7 613 58.6
To non-EEC countries + 8.2 |4 12.1 [+ 12.7 9.9+ 9.4 232 5 379 41.4
Exports of food, beverages and tobacco
Total + 15.9 (+ 15.4 |+ 185 [~ 3.0 [+ 10.1 231 2 924 22.5
Intra-EEC + 22.1 |+ 19.6 [+ 228 |~ 5.8 [+ 165 290 2 087 18.1
To non-EEC countries + 61|+ 78+ 98|+ 35— 8.2 153 837 6.4
Exports of raw materials, fuel and power
Total + 12.8 {4+ 20.0 [+ 31.8 2.7 |+ 10.1 262 2 416 18.8
Intra-EEC + 225 |+ 26.0 [+ 348 [— 5.2 |+ 11.7 231 1432 11.0
To non-EEC countries 4+ 1.7+ 11,7 |+ 27.2 16.0 |+ 8.0 240 1015 7.8
Exports of semi-finished and finished Industrial goods .
Total + 144 [+ 211 [+ 145 |— 2.8+ 14.2 276 7 622 58.7
Intra-EEC + 17.8 (4 27.5 |+ 17.9 |— 11.8 |+ 15.0 259 4 095 31.5
To non-EEC countries + 10.6 ;4 13.4 {+ 10.0 |+ 10.0 |+ 13.3 262 3 528 27.2
Visible fmports
Total + 115 {+ 173 [+ 283.0 ([— 7.3 |+ 5.5 219 13 097 100
Intra-EEC + 13.2 |+ 19.2 |4 22.1 (— 23.4 |+ 7.9 201 6 134 47.2
From non-EEC countries + 9.5 (+ 15.0 |+ 24.1 |+ 13.2 |+ 3.3 240 6 912 52.8
Imports of food, beverages and tobacco
Total 4+ 9.7+ 19.0 |+ 135 7.1+ 11.2 212 1743 13.3
Intra-EEC + 28.1 1+ 494 |4+ 5.1 |— 24.7 |+ 28.1 392 586 4.5
From non-EEC countries + 82+ 5.4+ 188+ 29+ 4.3 172 1158 8.8
Imports of raw materials, fuel and power
Total 4+ 8.6+ 138[+ 243+ 109 [+ 8.2 233 3 299 25.2
Intra-EEC + 48|+ 80|+ 7.1 |- 17.9|- 2.6 124 330 2.9
From non-EEC countries + 9.7 |+ 16.9 |+ 28.7 |+ 17.0 |+ 9.8 263 2 919 22.3
Jmports of semi-finished and finished industrial goods
Total + 12.8 |+ 18.1 |+ 24.5 12.9 [+ 3.2 216 8 055 61.5
Intra-EEC + 129 |+ 18.1 [+ 256.3 [— 23.7 |+ 6.9 199 5 219 39.9
From non-EEC countries + 12.6 [+ 18.1 [+ 22.5 [+ 14.2 [— 2.9 257 2 835 21.6

TABLE 4: Selected monthly indicatots

Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

Industrial production 1972 | 209.7 | 206.6| 205.1| 2101 207.6| 203.6| 213.2| 214.6| 216.5| 220.6| 218.3| 224.2

(1963 = 100) 1973 | 2274 2293 217.6| 224.7( 226.6| 214.6 229.1 | 231.3| 229.1|( 243.5| 238.1| 234.6
1974 | 239.6 2423 230.7

Unemployed 1972 97.61 105.5| 108.3| 113.4| 115.2| 1179 118.4| 118.1| 118.1| 119.2| 121.1| 1164

(1 000) 1973 | 1158 119.0 119.9| 118414 115.1| 1155 1158 1158 1144 1159} 117.0 | 121.2

1974 | 129.17 128.9 132.3| 131.3

Permits for residential con- | 1972 15.5 13.2 13.3 12.8 14.4 13.7 14.3 13,
struction (1 000) 1973 13.4 13.6 11.4 154 11.0 12.6 13.0
1974 9.0 10.0 13.2

145 10.4 14.6 14 .4
. 11.5 10.5 11,7

o
L-1L
L
@
<

Department store turnover | 1972 248 260 270 246 263 278 252 274 287 264 279 283
(1963 = 100) 1973 267 288 284 267 285 298 272 282 293 299 310 329
1974 300 311

Consumer prices 1972 | 112.1 | 112.9| 113.9| 115.5| 115.8| 116.1| 115.7| 116.6| 117.6| 119.1| 119.6 | 120.0
(1963 = 100) 1973 | 121.0 121.5| 122.7| 124.6| 125.4| 125.7| 125.5| 126.0} 127.5( 128.6] 129.5! 130.1
1974 | 131.1 | 132.3| 134.4| 136.3

Visible imports 1971 | 1103 1232 1284} 1201 1171 1215 1193 | 1243 1313} 1222| 1238 1272

(million Eur) 19072 | 1215 1293 1323 1278 1269 1292 1122 1364 1312} 1409 1447 | 1375
1973 | 1679 15641 1610 1480 16566 1451 15667 | 1624 1703} 1841

Visible exports 1071 | 1048 1088 | 1148 | 1111} 1045 1132 1113 1159 1139| 1129 1182 1191

(million Eur) 1972 | 1173 | 1224 1270 1188 1302 1239 1140 1355 1259 1307 1359 1287
1973 | 1632 1631 1560 1439 1738| 1533 1432 1498 1569 1827

Balance of trade 1970 | — 565 — 144 | — 136 | — 90| — 126 — 83| — 80| — 84| — 14|~ 93|~ 56— 81

(million Eur) 1972 | — 42| — 69| — 63| — 89|+ 33| — 63|+ 18|~ 9| — 64| —102| - 88| — 88
1973 |+ 83|+ 90| — 60| — 41|+ 81|+ 82| —105| — 126 | — 134 — 15

Official gold and foreign | 1972 | 3615 ( 3701 40821 4041 | 4027 4094 | 4581 | 4570 | 4566 | 4540| 4478 | 4 456

exchange reserves 1973 | 4423 | 4648 5184 | 5079 4893 | 4743 | 4470 4409 4535{ 5177 5270 5609

(million Eur) 1974 | 5134 5192 | 5036

Money supply 1972 | 8760 8946 | 9440 | 9541 9515 9629 9870 |10 123 | 10 245 | 10 005 | 10 212 | 10 119

(million Eur) 1973 | 10 319 | 10 517 [ 10 921 | 11 006 | 10 749 | 10 535 | 10 178 | 10 063 | 10 246 | 10 131 | 10 290 | 10 133

1974 | 10 159 | 10 449
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Netherlands

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into Eur (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the new Community countries have not yet been taken into account.

Graph 1
Exports fob. Series adjusted for seasonal variations; three-month moving averages.

Graph 2

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations;
three-month moving averages.

Graph 3
Labour market: series adjusted for seasonal variations; three-month moving averages; position at end of month.

Graph 4
Imports cif. Series adjusted for seasonal variations; three-month moving averages.

Graph 5
Balance of trade: difference between the seasonally adjusted figures of imports and exports.

Graph 6
Indices of agreed hourly wages in private sector.

Graph 7
Bank lending: short-term bank loans, position at end of month.

Table 1

Source: Nationale Rekeningen 1971, CBS.

GDP at market prices.

Industrial production: value added by industry inclusive construction.
Exports and imports: goods and services.

Gross income per employee: income from employment.

Table 2

Balance expotts less imports: as defined for the national accounts.
Unemployment rate: number of unemployed as percentage of the civilian labour force in employment. Source:

Price index of private consumption computed from the national accounts.

Table 3

Exports fob, imports cif; the products have been grouped on the basis of the Statistical and Tariff Classification for
International Trade (CST): food, beverages and tobacco (Groups 0 and 1 CST), raw materials, fuel and power
(Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production: adjusted for seasonal variations, excluding construction, food, beverages and tobacco
Unemployed: end-of-month figures, adjusted for seasonal variations.

Seasonally adjusted number of dwellings authorized.

Seasonally adjusted index of department store turnover.

Imports cif, exports fob; adjusted for seasonal variations.

Balance of trade: difference between the seasonally adjusted figures of imports and exports.

Official gold and foreign exchange reserves: gross reserves of gold and foreign exchange in the Nederlandsche Bank
at end of month,

Money supply: notes and coin in circulation excluding cash holdings of monetary institutions, plus sight depos-
its with banks; position at end of month, adjusted for seasonal variations.
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G. Belgo-Luxembourg Economic Union

Belgium

Prospects for the second half of the year are somewbhat less favourable, however.
The expansion of demand could slow down more sharply, while the upward trend
in consumer prices is likely to continue at a very rapid pace.
current balance of payments will probably see a reduction.

In recent months economic activity in Belgium bas maintained its buoyancy.
Employment and production progressed further in face of the difficulties caused
by the energy crisis and despite a less dynamic development of demand.

The surplus on the

1. Recent developments

In recent months the level of activity has been
distinctly higher than had been thought likely
at the beginning of the energy crisis. Even so,
the expansion of economic activity has slowed
down, partly because of the lack of spare capa-
city following two years of rapid growth of
industrial production, but also in certain bran-
ches because of the less buoyant trend of
demand.

Visible exports have importantly sustained acti-
vity. According to customs returns visible ex-

Exports Mio. Eur
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ports in January-February were up 37.6% on
a year earlier with exports of iron and steel
industry products and chemicals particularly
buoyant. This expansion was largely due to
the faster rise in the export prices of these
products.

The trend of domestic demand seems to have
been much the same as in 1973. Investment thus
did well, the implementation of programmes
having been less seriously disturbed by the oil
crisis than was initially feared. After some
sluggishness in November and December, domes-
tic order books in the capital goods industries
lengthened further at the beginning of the year.
The sustained activity of the building and con-
struction industry was due essentially to a high
level of investment in residential buildings.

Consumption expanded significantly. At the
beginning of the year, private consumers’ expen-
diture accelerated as a result of speculative
buying due to fears about possible shortages
of certain products and a persistent rapid up-
surge of prices. Private car sales were down
for the first four months of 1974 on average
but consumer demand seems to have switched
to other sectors. Personal incomes—especially
wages and salaries—increased rapidly. In
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March, the index of average gross hourly
earnings in industry was 15.8% higher than a
year earlier. However, because of the very
sharp rise in consumer prices since December,
total private consumers’ expenditure in volume
terms appears to have been tising but only
slowly.

General government expenditure rose more ra-
pidly than forecast as a result of the increase in
civil servants’ salaries and the rise in prices of
goods and services.

Divergent trends in demand resulted in unequal
growth rates in the various sectors of produc-
tion. Oil supply problems at the beginning
of the year do not appear to have influenced
industrial production. The iron and steel in-
dustry and manufacturing of building materials
and investment goods continued to expand,
while production in certain consumer goods
industries—such as production of automobiles—
grew much more slowly. In building and con-

1963 = 100
Industrial production Semi-Log scale
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struction—principally housing—activity remain-
ed very brisk. Overall, the index of industrial
production for January-February was up 10.6%
on the same period last year.

The comparatively less favourable trend of
business in certain highly labour-intensive in-
dustries does not seem to have had an adverse
effeot on the overall employment situation.
Nevertheless, the decline in unemployment seen
as from October 1973 has apparently come to
a haltc. For several months the unemployment
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rate has been around 2.7%. At the end of
April, the number of unemployed was 2.8%
higher than a year earlier. Although distinctly
lower than the figure for September 1973, in
April the number of unfilled vacancies was up
35% on a year earlier. Short-time working and

Labour market (thousands)
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the number of temporarily stopped were affected
by stoppages in sectors in which they had pre-
viously been rare.

Imports grew rapidly in terms of value, prin-
cipally as a result of the sharp rise in world
prices of certain imports. According to customs

Imports
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returns, the value of imports in January was
33.2% higher than a year eatlier.

The upward movement of prices accelerated.
The rapid rise in wholesale prices, first of raw



Belgium

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books A Stocks of finished products B
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wers to the questions in the EEC business survey, carried out in Belgium by the National Bank.

RAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
swers.

e black curves, the scale for which is given between the graphs, show the figures obtained by adding together
he percentages weighted as follows :

by 0.03 for the answer ‘“above normal”, or ‘‘up”’;
by 0.02 for the answer ‘‘normal”, or ‘‘no change”’;
by 0.01 for the answer ‘‘below normal”, or ‘‘down”.
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Wages and consumer prices 1970 = 100
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materials and then of semi-finished products,
adversely affected industry’s production costs.
In addition, the increase in wage costs, together

Balance of trade

with a slower advance in productivity, resulted
in a further jump in wage costs per unit of
output. Since the end of last year, the rise in
the consumer price index has accelerated. This
development is only partly due to the higher
prices of petroleum products, since a consider-
able number of other products have also risen
substantially since December. In May, the
index was 11.5 % higher than in May 1973.

As a consequence of the rapid rise of import
prices, notably for raw materials, the trade sur-
plus has narrowed; due to this, the current
balance of payments was in surplus to the tune
of BF 7.3 billion in the period January-April as
against BF 18.5 billion a year earlier. However,
the balance on capital transactions improved,
due essentially to a surplus on private capital
transactions reflecting a reduction of portfolio
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investment of B.L.E.U. abroad and a strong rise
of direct investment in Belgium. The overall
balance of payments thus saw a surplus of
BF 5.5 billion as against BF 10.3 billion during
the same period of 1973.

Despite a marked rise of short-and long-term
interest rates bank advances expanded consider-
ably in the first quarter and particularly during
the month of March—in the period up to the
strengthening of the restrictive policy of the
Central Bank. At the end of March the money
supply (M1) was 9% higher than a year earlier.
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Demand for and supply of goods and services

1971 19721 | 1973 ¢ ’ 1974 3
At
cutrent o .
pices % change on preceding year
(in BF
'000
million) Volume Value |Volume Value | Volume Value
Exports 4 681.1 69 4+ 95| +12% 4+ 21 |4+ 6% + 224
Gross fixed asset formation 3067 |+ 49 + 86|+ 8 +17% + 3% + 16%
Public current expenditure on goods and
services 20011 4+ 7.2 4+ 166 + 5 + 14% |+ 3% + 17
Private consumers’ expenditure 8510 [+ 59 4+ 1134+ 6 +13% 1+ 3 4 15
Gross national product 1,4187 | + 5.4 + 116 { + 5.8 +13% (+ 3% + 134
Imports ¢ 6371 | + 75 4 85| +13% +23% |+ 6 4+ 274

1 Institut national de Statistique (INS).
? Estimates.

3 Forecasts.

4 Goods, services and factor incomes.

Note :

The estimates and forecasts are approximations based on certain hypotheses as set out in this Quarterly Survey.
They have been discussed with experts from the member countries but are established and published on the sole

responsibility of the Commission.

2. Outlook

In the present inflationary climate the behaviour
of the various economic sectors is difficult to
predict. It seems reasonable, however, to ex-
pect economic activity to slacken a little in the
coming months.

The value of exports will continue to grow
quite substantially due mainly to price rises,
with the buoyancy of export demand for inter-
mediate goods an additional factor; the outlook
for exports of consumer goods and plant and
machinery looks less favourable because of some
weakening in final demand in Belgium’s prin-
cipal export markets.

The expansion of domestic demand could remain
rapid—or even accelerate—in terms of value
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while in real terms it will probably slow down.
The growth of investment may thus drop back
to a rate slightly lower than last year, as a
consequence of the stagnation of public sector
investment. On the other hand, the lengthening
of domestic order books for plant and machinery
seems to indicate that this type of capital
spending is continuing to expand—no doubt
helped by efforts to diversify energy sources and
adapt production techniques to cope with the
rise in the relative prices of energy and raw
materials.

Public expenditure will once more expand signi-
ficantly, mainly as a result of salary increases
for civil servants. Despite the continuing rapid
rise in money incomes, private consumers’ ex-
penditure may be virtually stagnant in real terms
during the coming months, owing to the rapid



upsurge in prices and the gradual subsiding of
the wave of speculative buying.

This being the case, production will no doubt
expand only moderately in the second half of
the year. The modest growth of private con-

sumers’ expenditure will affect the production
of consumer goods. Activity in the building
industry—especially housing—may also fall off.
The growth of GNP is thus likely to decline
to about 3%2% in 1974, as against 5.8% in
1973.

The Central Government Budget

1973 1974 ! 1973 1974
|
Budget Provisional Budget estimates 1
estimate outturn
% change
on the
BF ’000 million preceding
year’s
outturn
Expenditure 2 518.0 535.3 584.3 + 114 + 12.8
of which:
— current expenditure 411.4 437.7 484 .4 + 119 + 17.7
— capital expenditurc 3 106.8 97.6 99.9 + 9.8 - 6.5
Revenue 4271 442.3 509.1 + 147 + 19.2
of which:
— difrect taxes 411.8 427.3 493.0 + 14.6 + 19.7
Net borrowing requirement 2 — 90.9 — 93.0 — 75.2 — —

1 Draft budget estimates for 1974,
? Disregarding debt extinction.
3 Including participations, loans and advances.

Note :

The figures in this table are based on the national budgets and are not recalculated on the basis of Community

definitions.

The slowdown in activity will have repercussions
on the labour market. Demand for labour must
therefore be expected to slacken a little in the
coming months. Nevertheless, a fairly high
level of employment should be maintained
throughout the greater part of the year; un-
employment will probably increase only modet-
ately, except in sectors directly hit by the effects
of the energy crisis.

The strong growth of imports in value terms
should continue—or even accelerate—in the
coming months, boosted by rapid rise and the
resumption of imports of crude oil and petroleum
products which had been partly stopped in
March and April because of difficulties in reach-
ing agreement on the prices at which these
products may be sold in Belgium. Overall, the
volume of imports should expand much more
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slowly in 1974 than in 1973. The outlook for
foreign trade and the services account points to
a marked decline in the current balance of pay-
ments surplus.

The upward movement of prices is likely to
maintain its rapid pace. It is to be expected
that the rises in raw materials and energy prices
effected in 1973 and early 1974 will continue
to be reflected both in industrial wholesale
prices and in consumer prices.

These prospects seem to show that even Bel-
gium, whose petformance on the price front has
been better than that of most Community coun-
tries, is no longer immune to extremely heavy
busts of inflationary pressure. The rise in im-
port prices was one of the causes of the recent
acceleration of inflation but it is probable that
the strong pressure of demand until the closing
months of 1973 made it easy to pass on cost
increases in selling prices. In the months
ahead, the balance between supply and de-
dand should improve, making possible more
effective action against inflation without jeopar-
dizing employment prospects.

Major economic policy measures
November 1973:

— The Government took a number of measures
to reduce and supervise the consumption of
petroleum products. These included the restric-
tion of deliveries to 90% of average monthly
supplies in the first quarter of 1973, except for
priority sectors; a ban on withholding petroleum
products from the market; the requisition of the
petroleum industry; restrictions on the consump-
tion of electric power for certain uses; a ban on
Sunday driving; supervision of the conversion
and extension of equipment resulting in an
increase in beating power; and a provision
making exports of petroleum products subject
to licensing.

— On 29 November 1973 the Banque Na-
tionale raised its base rate from 7 to 7.75%,
the other discount and lending rates were not
changed. At the same time, the upper limits
for rediscount and certification for all banks
were reduced from BF 42,600 million to BF
37,700 million with effect from 15 December.
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The Bangue Nationale also opened a credit of
BF 10,000 million (with the possibility of
increasing it to BF 13,000 million) at an
interest rate of 8.5 to 9.5% in favour of the
Institut de Réescompte et de Garantie.

— The Government decided to include gas oil
and fuel oil in the consumer price index with
effect from 1 November taking the prices in
force on 1 October 1973 as a basis. These two
new items take the place of coal products.

— The Belgo-Luxembourg Foreign Exchange
Institute fixed upper limits for Belgian and
Luxembourg banks’ bear positions in convertible
francs and foreign currencies (regulated mar-
kets) in order to restrict the free margin existing
within the authorized limits.

December:

The law on the 1974 revenue and expenditure
budget was published. In comparison with the
1973 adjusted budget, overall expenditure is to
go up by 6.9% and revenue by 14.9%. Com-
pared with the original budget for 1973, how-
ever, expenditure is to grow by 13.2% and
revenue by 19.3%. The net borrowing require-
ment under the single budget is to fall from
BF 105,600 million to BF 77,200 million.

— The programme law on the implementation
of the 1974 budget was published. The aim is
to belp save a total of BF 10,000 million.
The proposed measures with a direct impact on
the budget include: one year’s postponement
of the repayment of tax included in the value
of stocks beld at the time of changeover to
VAT, where the liabiliy is to enterprises with
an annual turnover of more than BF 7.5 mil-
lion; the Government’s debt will be expressed
in the form of negotiable bills of exchange
(expenditure decrease: BF 7,600 million); full
deductibility of new investments from VAT
liability postponed for one year (extra receipts:
BF 4,100 million); cut in the subsidies to the
local authorities’ fund (expenditure decrease:
BF 1,000 million); application to the semi-
public enterprises of the same tax rate as to the
private sector (extra receipts: BF 800 million);
reduction of the tax rates on incomes below
BF 350,000 (revenue decrease: BF 4,100 mil-
lion); reorganization and control of betting on



horse races (extra receipts: BF 350 million);
50% cut in the contributions to the economic
expansion fund (expenditure decrease: BF
2,400 million); stricter supervision of the re-
cruitment of government employees and of uni-
versity budgets; consolidation of hospital debts
and obligation on the local authorities concerned
to meet the hospitals’ deficit.

January 1974:

— The Belgian banks introduced a minimum
lending rate which may vary with time and
which, until further notice, was fixed at 9%
per annum. To determine the rates for their
cash and equivalent advances they will no longer
refer solely to the Banque Nationale’s rates but
will base themselves to a greater extent on the
state of the market.

— In connection with the liquidity reserve,
the banks will apply the temporary commission
of 0.25% per annun, already in force for dis-
count and acceptance credit, to all current ac-
count overdrafts.

— The ““social planning” agreement in the
public sector provided for a 6% salary increase
on 1 January for staff on minimum pay and a
4% increase for the others plus a general 2%
increase on 1 July, and increases in the end of
the year bonus and bolidays allowance; the
working week was reduced to 40 hours with
effect from 1 January 1975. State pensions
went up 4% on 1 January 1974 and will rise
a further 2% at the beginning of 1975.

— Wage and salary earners’ pensions were in-
creased by between 4 and 8% depending on the
retirement date, with effect from 1 January
(without prejudice to the index link). Old age
and survivors’ pensions and guaranteed incomes
were also raised.

— A law on old age and survivors’ pensions
for the self-employed was published; it included
the anticipated application (on 1 March) of the
“social planning” agreement, a less strict means
test and increases in the amounts payable.

— The temporary arrangements which fix the
period of prior notification of proposed price

increases at three months instead of two were
extended until 1 April 1974.

— The Belgian banks decided to increase the
variable minimum lending rate from 9 to 9.75%
and to extend its application.

— The Belgo-Luxembourg Foreign Exchange
Institute relaxed the restrictions intended to
prevent excessive capital inflows by suspending
the negatie interest on non-residents’ deposits
and by authorizing banking establishments to
resume payment of interest on convertible franc
accounts.

February:

— The Banque Nationale increased its various
interest rates by 1 point with effect from 1 Fe-
bruary, so that the base rate went up from 7.75
to 8.75%, and the other rates from 8.5 to
9.5%.

— The financial institutions increased creditor
interest rates by 0.50% for time deposits and
short-term deposits certificates, and by 0.25%
for savings bank books.

— The gentlemen’s agreement concluded in
October 1973 between the Banque Nationale
and the financial intermediaries, under which
the latter lodge a liquidity reserve with the
Bangue Nationale, was extended until the end
of March, subject to several rules being relaxed.

— The Minister of Economic Affairs repealed
several restrictive measures applying to oil and
electricity consumption, which bad been taken
during the oil crisis in December and January.

— The Bangue Nationdale lowered from 5% to
5Y4 the coefficient used to calculate the banks’
upper limits for rediscount and certification.
As a result the total valye of rediscountable
paper was reduced from BF 37,800 to 37,400
million.

March:

— The Minister of Economic Affairs imposed
a temporary f[reeze on the selling prices of
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petroleum products. In addition, distributors’
and retailers’ (filling stations) profit margins
were increased by reducing the excise duties
on petrol and diesel fuel.

— The temporary arrangement fixing the period
of prior notification of price increases at three
months instead of two were extended until
1 June.

April:

— The Minister of Economic Affairs fixed new
maximum selling prices for petroleum products.

— The financial institutions raised the variable
minimum lending rate to 10.25% p.a. for cash
advances and 9.75% p.a. for discount credit.
In addition, interest rates on time deposits were
increased.

— As regards the liquidity reserve, the Banque
Nationale abandoned the earlier procedure of
concluding gentlemen’s agreements and, pur-
suant to the law of 28 December 1973, made
a recommendation to the financial intermediaries
that during the second quarter, the coefficients
used to calculate the liquidity reserve maintained
against liabilities—with the exception of demand
deposits—should be lowered; this would lead to
a drop of some Bfrs 9,500 million in the liqui-
dity reserve. In addition, the Banque Nationale
imposed strict limits on credit utilization and
new bank lending both to firms and private
customers, but at the same time exempted cer-
tain operations from quota restrictions. For
example, bank lending must not increase at an
annual rate of more than 14%. Under the new
arrangements, the interest-free liquidity reserve

will be calculated at the penal rate of 30% for
the first slice exceeding the limits, and at a rate
as high as 60% for the second slice. Further-
more, the banks run the risk of seeing their
possibilities of resorting to the Banque Nationale
restricted or completely abolished.

May:

— The Banque Nationale lowered the coeffi-
cients used to calculate the upper limit for
rediscount from 5.25% to 4.5% uwith effect
from 1 May; this measure reduced the total
value of rediscontable paper from about BF
37,500 to 32,000 million.

— Various measures are taken in the price
field: fixing of maximum prices for cigarettes,
taxis, bairdressing, milk, bread, petroleum pro-
ducts, nitrogeneous fertilizers, bricks; price
freeze for perfumes and toilet articles, lowering
of the retail sales price for pig-meat.

— The financial intermediaries raise their de-
posit rates of interest to a varying degree for
different forms of savings. Interest rates on
mortgage advances are also raised.

June:

— The Belgian Government draws up an anti-
inflationary programme. The main objective of
these measures—the details of which stil bave
to be fixed—is to limit the growth of demand
via action in the field of budgetary cuts, money,
credit and price policy.
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TABLE 1 : Key indicators

1968 l 1969 1970 ' 1971 ‘ 1972 1972
% change by volume Indices
on preceding year 1963 = 100
Gross national product 4 4.2 + 6.5 + 6.7 + 3.5 4 5.4 153
Industrial production + 6.4 + 11.3 + 9.5 + 25 + 6.7 170
Total impotts + 13.5 + 16.0 + 8.9 + 6.5 + 7.5 212
Private consumers’ expenditure + 5.4 + 5.2 + 4.6 + 3.9 + 5.9 146
Public cutrent expenditure on goods
and services 4 3.5 + 6.1 + 3.3 + 5.9 + 7.2 156
Gross fixed asset formation - 1,5 + 5.6 + 8.8 - 22 + 4.8 149
Total exports 4+ 13.8 + 15.7 + 11.7 + 8.6 + 6.9 223
Gross national product per head of
population 4+ 3.9 + 6.3 + 6.4 4+ 341 + 5.0 147
Gross national product per person in
employment 4+ 4.3 + 4.8 + 49 + 24 4+ 5.1 144
% change by value
on preceding year
Gross income per employee + 6.1 i + 8.0 ' + 9.6 ' + 119 ' + 14.2 224
TABLE 2 : Indicators for internal and external equilibrium
1968 1969 1970 1971 1972
Balance exports less imports
in million Eur 4+ 192 [+ 35 |+ 800 |+ 904 |+ 1116
as percentage of GNP + 09 |4+ 15 |+ 31 |4+ 31 [+ 34
Unemployment rate 2.8 23 19 1.9 2.2
?";:;czmggtgr?r:g:;i‘::;e;:ﬂ) + 29 |+ 32 [+ 25 |+ 58 {4+ 5.0
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TABLE 3 : Foreign trade (at current prices)

Indices | Million % of
0
% change on preceding year 1963=100| Eur totals
1968 1969 1970 1971 1972 1972 1972 1972
Visible exports
Total + 16.0 [+ 23.3 |+ 15.2 |+ 4.0 |+ 20.5 301 14 548 100
Intra-EEC 4 18.5 [+ 290.5 [+ 16.9 |+ 4.2 |+ 20.2 338 9 955 8.4
To non-EEC countries 4+ 11.7 [+ 12,1 [+ 11.6 |+ 8.7 |+ 21.1 242 4 593 31.6
Exports of food, beverages and tobacco
Total + 155 [+ 21.8 |+ 19.6 |+ 14,9 14 25.0 422 1339 9.2
Intra-EEC + 24.8 [+ 27.1 |+ 169 |+ 11.7 |+ 25.8 477 1095 7.5
To non-EEC countries — 134 (— 1.8[+ 35.3 |+ 80.8 [+ 21.6 280 245 1.7
Exports of raw materials, fuel and power
Total + 184 1+ 2144+ 0.1 |— 5.5 |4+ 221 165 976 6.7
Intra-EEC + 10.8 |+ 21.8 |+ 4.8 |— 5.7 {4+ 12.9 156 559 3.8
To non-EEC countries + 174+ 21.7 (- 6.4 |— 5.3 |+ 37.2 180 417 2.9
Exports of semi-finished and finished industrial goods
Total 4 16.4 [+ 23.6 |+ 159 |+ 3.8 [+ 19.9 311 12 233 84.1
Intra-EEC + 18,7 [+ 30.3 |+ 17.4 [+ 4.1+ 20.0 352 8 302 57.1
To non-EEC countries + 128 [+ 11.8 |+ 12.6 |+ 3.3 [+ 19.6 249 3931 27.0
Visible imports
Total + 16.1 |+ 19.9 |4+ 13.8 [+ 10.3 |+ 12.6 276 14 118 100
Intra-EEC + 14.8 |+ 25.3 |+ 16.4 |+ 18,5 [+ 14.8 339 9 095 64.4
From non-EEC countries + 178 (+ 183 |+ 98|~ 14[+ 8.9 207 5023 35.6
Imports of food, beverages and tobacco
Total + 2.8 (4 14.9 (+ 17.1 |4 11.4 [+ 14.1 281 1725 12.2
Intra-EEC + 24.0 |+ 23.3 |+ 20.4 |+ 14.7 [+ 23.9 461 1098 7.8
From non-EEC countries — 131 {+ 58{+ 13.1|+ 69!+ 03 167 628 4.4
Imports of raw materials, fuel and power
Total + 22.8 [+ 11.3 |+ 11.7 |+ 2.6 |+ 12.0 201 2 817 20.0
Intra-EEC + 17.8 [+ 15.3 |+ 12.0 |4 16.0 [+ 17.2 239 1192 8.4
From non-EEC countries + 257+ 9.1 [+ 11.5 [— 4.8 (4 B4 180 1625 11.5
Imports of semi-finished and finished industrial goods
Total + 16.7 |4+ 24.2 |+ 13.6 |+ 12,7 [+ 125 309 9 576 67.8
Intra-EEC + 13.0 |+ 28.0 |+ 16.8 [+ 19.6 |+ 13.0 349 6 805 48.2
From non-EEC countries + 23.6 |+ 179 |+ 7.9{— 1.2+ 11.3 241 2771 19.6
TABLE 4: Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Deo.
Industrial production 1972 145.9 143.2 142.9 149.9 152.7 146.9 150.3 148.0 149.0 152.7 150.1 163.2
(1963 = 100) 1973 154.3 155.1 156 .4 156.7 155.9 155.4 153.3 160.0 154.4 153.9 158.3 161.5
1974 157.2 157.8 159.2
Unemployed 1972 94.6 94.6 97.0 58.4 100.6 102.56 102.7 103.6 104.6 106.4 106.7 105.6
(1 000) 1973 104.7 104 4 103.9 104.3 104.9 105.8 106.8 106.9 108.3 109.5 107 .5 107.0
1974 106.6 105 8 105.6 107.1
Permits for residentlal con- | 1971 2758 2 094 2 264 2001 1 968 25624 2 550 2 849 2 378 2 807 3 281 2 440
struction 1972 3 850 4 157 4 416 4 488 4173 4 287 3 838 3 841 4 398 5 267 5 365 5 575
1973 4 606 4795 5 159 4793 5003 4 202 4 560 3 958 4193
Department store turnover 1971 167 169 161 173 166 177 182 181 180 187 182 187
(1963 = 100) 1972 184 19; 201 183 192 208 197 200 228 196 199 216
1973 202 216 223 208 217 237 212 217 235 233 224 255
Consumer prices 1972 107.3 | 107.8| 103.0 108.3 | 103.5| 109.6 | 110.4}{ 110.6 | 111.3! 112.0( 112.8( 113.8
(1963 = 100) 1973 114.6 | 115.83 | 115.5| 116.2 | 116.6 | 117.2| 117.7| 118.3| 118.8| 119.6| 120.4| 121.9
1974 123.3 | 124.9| 126.4| 128.2{ 130.1
Visible imports 1971 921 987 1030 1046 958 1014 1026 1025 1022 1004 1018 1026
(million Eur) 1972 1059 1045 1149 1042 1081 1163 969 1190 1140 1159 1255 1207
1973 1340 1319 1372 1364 1461 1387 1318 1510 1 444 1659 1596 1532
Visible exports 1971 884 876 1026 885 969 1079 989 961 1 147 940 964 1027
. (million Eur) 1972 | 1046 1012 1120 1068 1211 1265} 1020 1271) 1200y 125¢| 1259 1364
1973 12251 1284 1436 1436 1514 1393 1434 1621 1552 1645] 1575 1660
Balance of trade 1971 | — 37| — 11| — 4| — 1605+ 12} 4+ 65| — 37} —~ 64| + 125| — 65| — 54| 4 1
(million Eur) 1972 | - 13V — 33| — 29|+ 26|+ 130+ 103+ 51|+ 810+ 79V + 95| + 4| + 157
1978 | — 116 | — 351 + 63} -+ 72|+ 50| + 6|+ 116+ 111 + 108 — 15| — 21| + 128
Official gold and forelgn | 1972 3444 | 3563 35361 35061 34291 3697 3840} 3900| 3873| 3830 3770 3707
exchange reserves 1973 3902 4167} 4293 | 4367 | 4472 4447 4420 4336 4309 4369 4357| 1168
(million Eur) 1974 | 3 950
Money supply 1972 9 574 9617 9732 9879 9797 110 130 | 10 202 | 10 154 | 10 355 | 10 545 | 10 598 | 10 697
(million Eur) 1073 |10 789 | 11 052 { 11 202 | 11 341 | 11 254 | 11 433 | 11 413 | 11 444 )11 508 | 11 713 | 11 819 | 11 588
1074 | 11 876 ) 11 915 | 12 221

116




NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated),
Conversion into Eur (1 Eur = 0.888671 g of fine gold).

— For the intra community trade the ncw Community countries have not yet been taken into account.

Graph 1

BLEU exports fob: series adjusted for seasonal variations; three-month moving averages.

Graph 2

Industrial production: excluding construction, food, beverages and tobacco; series adjusted for seasonal variations;
three-month moving averages.

Graph 3

Labour market: series adjusted for seasonal variations; three-month moving averages; position at end of month.

Graph 4

BLEU imports cif: series adjusted for scasonal variations; three-month moving averages.

Graph 5

Wages and consumer prices (not adjusted for seasonal variations): average gross hourly earnings in industry,
source: Banque nationale; consumer prices, source: Ministére des Affaires Economiques.

Graph 6

BLEU balance of trade: difference between seasonally adjusted values of imports and exports.

Graph 7

Bank lending: advances by the banking system, not adjusted for seasonal variations; position at end of month.

Table 1

GNP at market prices.
Industrial production : value added by industry.
Total exports and imports : goods, services and factor income.

Gross income per employee : income from paid employment (including employer’s share of social insurance
contributions),

Table 2

Balance exports less imports: as defined for the national accounts, included factorincome.

Unemployment rate: number of unemployed as percentage of the civilian labour force in employment.
Price index: price index of private consumption, computed from the national accounts.

Table 3

BLEU: Exports fob, im})orts cif; the products have been grouped on the basis of the Statistical and Tariff Classi-
fication for International Trade (CST): food, beverages and tobacco (Groups 0 and 1 CST), raw materials, fuel
and power (Groups 2-4 CST), semi-finished and finished industrial goods (Groups 5-9 CST).

Table 4

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.
Unemployed: end-of-month figures, adjusted for seasonal variations.

Construction: seasonally adjusted number of residential buildings authorized, adjusted for seasonal variations.
Private consumers’ expenditure : seasonally adjusted value index of department store turnovers.

Consumer prices: not adjusted for seasonal variations.

BLEU: Imports cif, exports fob; figures adjusted for seasonal variations.

BLEU: Balance of trade: difference between values of imports and exports, seasonally adjusted.

Official gold and foreign exchange reserves: gross reserves of gold and foreign exchange held by the monetary
authorities; position at end of month.

Money sypply: notes and coin in circulation, excluding cash holdings of the credit institutions other than the Post
Office giro; residents’ sight deposits (up to one month) with banking institutions; the special Treasury accounts
and sums held by non-residents with the Post Office giro; position at end of month, adjusted for seasonal variations.
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Luxembourg

due mainly to the trend in exports.

In recent months economic activity has once again been characterised by a byoyant
upward trend. Export demand for iron and steel products has been the main
factor in the business upswing. Qowever, domestic demand, fuelled by a substan-
tial increase in purchasing power, bas also sharply increased.

The outlook is for a temporary slow-down in the growth of industrial production,
The upward movement of prices will pro-
bably remain rapid during the greater part of the year.

1. Recent developments

Expansion has continued in recent months,
mainly as a result of the growth of world
demand for iron and stee! products. Order
books in the iron and steel industry have re-
mained well filled and the impetus thus given
to the economy as a whole points to a good
overall performance during the first half of the
year, even though the sales outlook for certain
sectors has not been so buoyant in the past few
months.

Overall, exports grew significantly, thanks to
the accelerated pace of deliveries by the iron
and steel industty.

The various components of domestic demand
seem to have shown widely differing trends.

Gross fixed asset formation expanded moder-
ately. Demand for non-residential building has
not been very strong and purchases of plant and
machinery have tended to slow down. Demand
for single family houses has instead been main-
tained. Households showed on increased pre-
ference for flats, perhaps as a result of the rise
in building costs and higher mortgage rates.

Private consumers’ expenditure, on the other
hand, rose considerably, boosted by the com-
bined effects of anticipatory purchases, the
adjustment of tax scales to the cost of living

and substantial pay increases granted at the
beginning of the year in both the private and
public sectors, These pay increases resulted
partly from the triggering of the sliding wage
scale mechanism (2.5% on 1 January and
1 April) but more particularly from the new
collective agreements concluded first in the iron
and steel industry (+13% on 1 January) and
then in other sectors (+10%, notably in the
building industry, on 1 March).

In the first quarter of the year, industrial
production was 8.7% higher than a year earlier,
although the pace of increase slackened a little.
Crude steel production reached record levels,
and the building industry picked up rapidly at

1963 = 100
Semi-Log scale
20T T TT T T I T T[TT I TTTTT

0 0]

Industrial production

160

150 /

e
130 /IZ

120 LU RN EEN NS EN NN AR
PNV VEVIVIICX XX E YV VEVIVINC X XK b VIO X K
1972 1973 1974

119



the beginning of the year, no doubt helped by
the weather.

The rise in employment, although less rapid

than before, led to further recruitment of foreign
labour. However, the manpower shortages
which seem to have curbed industrial production
in 1973 have not appeared so acute at the be-
ginning of 1974, except in the capital goods

Unfilled vacancies Number sector, where the shortage of skilled workers
XTI T T T T T[T T[T T T[TT[TT]T] is still severe.
2
b
800 The removal of the freeze on certain prices at
r\ the end of ‘the year, together with a strong rise
700 / \ / in import prices, no doubt contributed to the
) /\q faster pace of inflation during the first months
6o of 1974. Higher prices in oil products are only
/W\ / partly responsible for this. The year-to-year
500 / inctease in the overall price index went up
from 6.1% in December to 8.6% in May.
wole bbb bbb bbb i
POV VIVEVIDD X XOX0 1INV VIV X XEX LI v VIV X X XX
1972 1973 1974
Demand for and supply of goods and services
1971 1972(%) ’ 1973(Y) ‘ 1974(%)
At
current % change on preceding year
prices
(in Flbg
’000
million) Volume Value |Volume  Value | Volume Value
Exports? 468161 + 79 + 65|+ 97 +273 |4 48 22.3
Gross fixed asset formation 15,201 | 4+~ 5 +151+ 4 + 204 | — 4.2 7.4
Public current expenditure on goods and
services 6,109 + 27 + 135 | + 2 + 143 | + 2 19.9
Private consumers’ expenditure 3023 | + 5 4105 |+ 6 +125 | + 6.7 16.3
Gross national product 53,868 + 41 + 79 |+ 7.5 4+ 20.6 31, 14,
Imports® 45394 + 64 + 84 | + 63 4 18.7 4.9 233

1 Setvice central de la statistique et des études économiques (STATEC), Luxembourg.

2 Forecasts.
3 Goods, setvices and factor income.

Note ;

The forecasts are approximations based on certain hypotheses set out in this Quarterly Survey.

They have been

discussed with experts from the member countries but are established and published on the sole responsibility of the

Commission.
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Luxembourg

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books A Stocks of finished products B
P T below mormbl T T e 10
f 20
1\
normal —
\__—/\/_, o0
80
Lot
1973 1974 1973 1974
Trend in production c Trend in selling prices D

"'r{oéhdngk"" | I
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40
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80

1 100

: 1
1973 1974 —O_ 1973 1974

Answers to the questions in the EEC business survey, carried out in Grand Duchy of Luxembourg by STATEC.
GRAPHS A, B, C and D : The three zones (gray, white and black) show the percentages of the three different
answers.

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :

by 0.03 for the answer “above normal”, or “up’’;
by 0.02 for the answer “normal”, or “no change’’;
by 0.01 for the answer “below normal”, or “down”.
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2. Outlook

In the months ahead the tendency for world
trade to slow down is likely to have some

restraining influence on economic growth in
Luxembourg. Nevertheless, in view of the
relatively favourable pattern of exports, the
upward trend in the economy will probably
be more persistent than in other member
countries.

Exports of iron and steel products will continue
to benefit from the favourable business situation
created, it appears, by the firm trend of world
demand for steel, itself boosted by major invest-
ment projets in the enetgy sector. Exports of
consumer goods and plant and machinery may
be less buoyant during the year. As a result,
there may be a temporary slackening in the
expansion of total exports that will probably be
more marked in terms of volume than in terms
of value.

The Central Government Budget

1973 1974 1973 1974
,, |
Budget estimates
Change on the
Mtd Flbg preceding year’s
outturn
Expenditure! 16.5 18.9 + 16.2 + 145
of which :
— current expenditure 12.2 14.4 + 13.0 + 18.0
— capital expenditure? 4.3 4.5 + 26.5 + 4.7
Revenue® 14.7 17.9 + 215 + 21.8
of which :
— direct taxes 13.4 16.4 + 207 + 22.4
Net borrowing requirement! — 1.8 - 1.0 — —

1 Disregarding debt extinction.
% Including patticipations and loans.
3 Excluding borrowing.

Note :

The figures in this table are based on the national budgets and are not tecalculated on the basis of Community

definitions.
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In the months ahead, domestic demand will
reflect differing trends. Residential construc-
tion, public sector investment and capital spend-
ing by the iron and steel industry should
maintain their buoyancy. In other branches of
industry, by contrast, extension of capacity is
likely to be curbed by lack of demand or
shortages of raw material.

Private consumers’ expenditure, boosted at the
beginning of the year by soaring incomes, should
also show less dynamic progress in the second
half of the year.

All in all, there is reason to expect a temporary
fall-off in the growth of both production and
employment, combined perhaps, with some re-
laxation in capacity utilization rates.

As in Belgium, the upward movement of prices,
after acceleration in the first half of the year,
may gradually slow down. Nevertheless, given
the effect of the sliding wage scale—with a
threshold based on a six-month moving average
—on wage cost, the inflationary trends could in-
fluence the evolution of prices well beyond the
end of the year.

Major economic policy measures

November 1973:

— The Grand Ducal Decree of 7 November
1973 regulated the sale, stocking and use of
petroleum products.

— A number of regulations made provision for
petrol stations to close at the weekend, and for
speed limits to be imposed.

— A Grand Ducal Decree dated 27 November
1973 laid down the procedure for implementing
the law of 28 July 1973 promoting economic
expansion, and in particular specified which
financial bodies might be used.

— A law dater 27 November authorized the
setting up of a limited company to supply the
Grand Duchy with natural gas; the Government
was authorized to acquire a Lfrs 5 million in-
terest in it.
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December:

— In the event of supplies being endangered,
the law of 20 December 1973 empowered the
Minister of Economic Affairs, for a period up
10 31 December 1974, to regulate the market
for liquid and solid fuels, and to make requisi-
tions. The previous Grand Ducal Decree which
had had more limited scope was repealed.

— Government revenue and expenditure, as
laid down in the law of 27 December 1973 on
the budget for the 1974 financial year, will be
Lfrs 20,200 million and Lfrs 20,060 million
respectively; compared with the 1973 budget,
this represents a 19.9% increase in revenue and
a 17.5% increase in expenditure.

January 1974:

— The negative interest applied to non-resi-
dents’ Bfrs accounts was suspended with effect
from 1 January 1974.

— Retail butchers’ cash margins were frozen
with effect from 16 January 1974.

-— The Belgo-Luxembourg Foreign Exchange
Institute lifted the ban on payment by the
banks of interest on convertible non-resident
deposits; such accounts may be held for one
year.

February:

— Following discussions in the Bank Control
Board, the Bank Control Commission decided
to maintain in force the measures restricting
mortgage lending until 30 June 1974.

April:

— The worker participation law was passed.
It provides for the establishment of joint works
councils in firms baving at least 150 employees
and for workers participation in boards of
management of firms which bave a minimum
of 1,000 employees or are at least 25% state
financed. Worker participation was fixed at
50% in the first case and 1/3 in the second.



TABLE 1 : Key indicators

Luxembourg

1968 \ 1969 ’ 1970 \ 1971 ‘ 1972 1972
% change by volume Indices
on preceding year 1963 = 100
Gross national product + 5.3 + 1.7 + 3.5 + 0.7 + 3.5 136
Industrial production + 74 + 11.4 + 2.4 + 0 + 39 140
Total impotts + 9.6 4+ 9.6 + 5.3 + 1.2 + 3.7 144
Private consumers’ expenditure + 37 4+ 48 + 5.5 + 4.0 + 4.2 140
Public current expenditure on goods
and services + 4.0 + 33 + 2.2 + 1.5 + 4.0 128
Gross fixed asset formation — 5.6 + 7.6 + 16.4 + 8.0 + 4.0 115
‘Total exports + 13,5 + 121 + 13 — 40 + 4.0 151
Gross national product per head of
population 4+ 4.9 + 741 + 31 - 0.8 + 25 127
Gross national product per person in
employment + 5.0 + 6.5 + 1.0 — 1.8 + 1.2 122
% change by value
on preceding year
Gross income per employee + 5.4 l + 6.2 ‘ + 12,0 '(-I— 9.6) . ’ (+ 10.8) 198
TABLE 2: Selected monthly indicators
Year | Jan. | Feb. | Mar. { Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec.
Iixgou;tml production 1972 | 124.2| 123.6| 125.3| 129.3| 127.8| 128.5| 128.6| 135.5| 133.3| 137.8| 135.2| 140.0
(1988 = 100) 1973 | 136.7 | 147.9 | 150.9 | 143.5| 145.9 | 141.2 | 144.4| 146.3 | 145.9| 150.1| 158.7 | 149.5
1074 | 156.4| 163.9| 166.7
Unflled vacancies 1972 543 | 626 531| 433| 435 459 459 s12{ 515| 558 688) 568
1973 736 | 714| s01| 697| 654 698| 601| 32| 665| 653| 638| 608
1974 | 669 675| v1z| 709
cﬁ;::mer ggloel 1972 | 107.5| 107.8| 108.0| 108.2| 108.6| 109.8 [ 110.8| 111.1| 111.6| 112.2 | 112.8| 113.2
(1063 = 100 1978 | 113.6| 114.2] 114.6| 115.7| 117.1| 117.2| 117.1] 117.3| 117.5| 118.3 | 119.1| 120.2
1974 | 121.3| 123.6 | 124.4 | 126.0| 127.2
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Luxembourg

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).

Graph 1

Industrial production: excluding construction, food, beverages and tobacco; adjusted for seasonal variations; three-
month moving averages.

Graph 2

Unfilled vacancies: adjusted for seasonal variations; three-month moving averages.

Graph 3
Consumer prices; source: STATEC.

Table 1

GNP at market prices.

Industrial production: value added by industry.

Exports and imports: goods, setvices and factor income.

Gross income per employee: income from paid employment (including employer’s share of social insurance
contributions).

Table 2

Industrial production, excluding construction, food, beverages and tobacco: adjusted for seasonal variations.
Unfilled vacancies: seasonally adjusted end-of-month figures.
Consumer prices: not adjusted for seasonal variations.
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H. United Kingdom

Developments in the United Kingdom during the first balf of 1974 were beavily
shadowed by the impact of the three day week on output, expenditure and the
balance of payments. Reflecting these developments and the large increase in oil
import prices, the current account of the balance of payments worsened considerably.
The rate of price increase also accelerated as the immediate effects of higher oil
costs worked their way through. As pressures on the labour market eased, the
number of unemployed rose somewhat.

Prospects for the remainder of the year are for a recovery of output and expenditure,
although for the year as a whole GDP will register a decline over the level of the

the second hdlf of the year.

previous year. A reduction of the current account deficit is to be expected during

1. Recent developments

Since the end of December 1973, the economy
has been operating under unusual constraints
which makes it particularly difficult to assess
the underlying trends. As a result of industrial
disputes and a period of uncertainty relating to
energy supplies, the Government felt obliged
in December to introduce a three day week for
most of industry. This short-time working
caused a substantial fall in the level of industrial
output, estimated at a maximum of some 20%
during the first ten weeks of 1974. As incomes
and expenditure fell less than output, the
economy was confronted by a temporary bout
of excess demand, met to a large extent by a
rundown of stocks and probably some rise in
imports. The already rapid upsurge in prices
gained further momentum largely following the
increase in petroleum prices; labour shortages,
however, eased considerably during this period.
After the resumption of normal working on
11th Match, following the election of the Labour
Government, production recovered rapidly.

The strong trend of growth in exports of goods
continued during the first half of 1974. On an

overseas trade statistics basis, the value of
exports rose further in the opening months of
the year to reach a level in the first five months
33% above the corresponding period of the
previous year. Price and volume indicators for
this period are not yet available; however, it
appears that much of this increase was due to
rising export prices, although the increase in
the volume of exports was also substantial.
Recent indicators show that an increasing pro-
portion of total exports is going to EEC-
member-countries.

The amount of fixed capital formation in manu-
facturing industry which had been recovering
strongly during 1973, rose by a further 1%
according to provisional figures in the first
quarter of 1974 despite the effect of three-day-
working. Investment in the distributive and
service industries was unchanged in the first
quarter. Private housing construction, however,
has fallen markedly since the beginning of the
year as a result both of capacity and demand
constraints. The supply of mortgage funds has
dried up, leading to a rise in the stock of unsold
completed new dwellings, and a marked fall in
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private housing starts; in the three months
February to April these were 48% below the
same period of 1973. On the other hand, the
gradual downward trend in public housing starts
throughout 1973 appears to have been reversed
in the early months of 1974; in the three
months February to April, public housing starts
were 15%2 % above the same period of 1973.

During the first quarter, there was a substantial
drawdown of stocks of finished goods to meet
the excess demand prevailing at the time.

Mostly as a result of the effects of the three
day week, there was a reduction in consumers’
expenditure of 1% in real terms during the
first quarter as against the fourth quarter of
1973, mainly on account of sales of durables.
New car registrations in the first quarter fell
by some 13% and were 32% lower than a
year ago.

Estimates for the first quarter 1974 suggest a
fall in average earnings of approximately 1%,
largely as a result of the three day week.
However, the underlying upward trend is more
clearly seen in the figure for March 1974 which
recorded a year on year increase of 14%.

Domestic output is estimated to have fallen
by about 5% in the first quarter of 1974 as
against the fourth quarter of the previous
year, as a result of the miners’ strike and the
limitations on commercial and industrial activity.
The index of industrial production fell by only
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6% % between these two periods, but as this
index is based on delivery rather than produc-
tion data, it tends to underestimate the actual
fall in industrial output.

The fall in employment which became apparent
at the turn of the year, continued during the
first half of 1974. However, the full effects
of short-time working on the labour market
were not apparent from the statistics of wholly
unemployed and the number of workers tem-
porarily stopped is estimated to have reached
1,600,000-during the period. By February, the

Labour market (thousands)
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total number of unemployed in the UK reached
570,000, equivalent to 2.5% of all employees
and it has remained around this level since.

By April 1974, wholesale output prices had
increased by 24% over the previous twelve
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months. Output prices are expected to con-
tinue to increase substantially as increases in
the wholesale prices of basic materials and fuels
purchases by manufacturing industry work their
way through; in April 1974, the price index of
these imputs was 60% above its level of the
previous year, although the rise between January
and April was under 3%. The rate of increase
in retail prices continued to accelerate. The
average monthly rise in the retail price index
for the first quarter of 1974 was 1.5%,
compared to an average monthly increase of
0.8% during 1973, the difference being largely
due to the effects of higher oil prices. In April
1974, the all-items index rose by 3.4% over
the level in March, due in part to the effects
of the Budget tax changes, giving an increase
of 15.2% over the previous twelve months.
The rate of increase between November 1973
and April 1974 was such as to activate three
times the threshold: clause.

The already rapid rise in imports of goods was
given further impetus early in 1974 by the
imbalance between demand and supply resulting
from the effects of the three day week and
particularly of the increase in oil import prices.
During the first five months, the value of
imports was 59.0% above the same period a
year earlier.

The visible trade deficit widened further to a
record £ 2,159 million for the first five months
of 1974. The growing surplus on invisibles
was insufficient to prevent a continued deterior-
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ation of the balance of payments current account,
which recorded a deficit of £ 1,644 million in
the first five months ($ 3,820 million) ().

Despite some renewed pressure on the pound
during the period of industrial disruption at the
beginning of the year, the value of the pound
during the first six months of 1974 was on
avarage generally higher than during the last
quarter of 1973. In early June 1974, the effec-
tive depreciation from Smithsonian parities was
17%.

Official reserves amounted to $ 6,920 million
at the end of May 1974, representing a net rise
of $ 444 million over the end 1973 figure, after
including public sector foreign borrowing of
nearly $ 1,600 million.

Figures for the first four months of 1974
indicate that the rate of expansion of the broadly
defined money supply (M3) has slowed down;
the increase over the four months was reduced
to 4.3%, with an increase during April of only
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0.2%. This slowing down was attributed to

the effects of the supplementary deposits scheme
introduced in December 1973, as well as to a
marked deceleration in lending to the private
sector, and to increased official sales of gilt-
edged stocks to the general public.

1 Converted at average of daily exchange rates.

129



Demand for and supply of goods and services

1971 1972 1973(Y) 1974(2)
At % change on preceding year
current ° '
market
prices
£ Volume Value | Volume Value | Volume Value
million
Exports 3 14073 1+ 2.7 + 53|+ 84 4243 |+ 9 4 28
Gross domestic fixed capital formation 10,101 | + 17 + 1184+ 43 4205 |— 4 + 114y
Public authorities current expenditure 10,433 | + 39 + 136 |+ 38 +128 |+ Y% + 154
Private consumers’ expenditure 34820 | + 6.0 +13.0 |+ 45 +134|— 1 4 134
Gross national product 56,780 | +~ 2.5 -+ 102 |4+ 56 +13.7 |— 1% + 10
Imports 3 12,666 | + 94 +132 |4+ 117 4+ 358 |+ 6 + 37

1 Services of the Commission.
2 Forecasts.
3 Goods, services and factor incomes.

Note :

The estimates are approximations bascd on certain hypotheses generally mentioned in the Quarterly Surveys.
They have been discussed with experts from the member countries but are established and published on the sole

responsibility of the Commission.

2. Outlook

Owing to the impact of the recovery from the
three day week on the main aggregates of output
and expenditure, it will not be easy to assess
the underlying trend of the economy for some
time to come. However, as a result of this
catching-up, a fairly rapid rate of expansion is
to be expected during the second half of 1974
with a subsequent slowing down during the first
months of 1975. For the year as a whole
though, major components of GDP will register
a decline n real terms over 1973 levels. It
must be pointed out that these projections are
based on unchanged policies.

The outlook for exports in the second half of
1974 and into 1975 remains distinctly promis-
ing, especially as the volume response of exports

130

due to the depreciation of the pound sterling
since the middle of 1972 should be coming
through with increasing strength. However,
such prospects rest on the assuption that other
countries do not resort to policies aimed at
restricting foreign trade. The competitive edge
afforded to British exporters by devaluation
should enable them to increase their prices and
their profit margins somewhat.

While some recovery of total fixed investment
is foreseen during the second half of 1974, a
significant reduction in real terms is to be
expected for the year as a whole compared with
1973, due mainly to the fall in the volume of
investment in dwellings. Some growth in other
private fixed investment is foreseen for 1974
as a whole, though with the tight squeeze on
corporate liquidity, the path is likely to show



The Central Government Budget

1973/1974 1974/1975
Budget Provisional Budget estimates
estimate outturn
9% change
) i on the
Mio £ Mio £ preceding
year’s
outturn
|
Expenditure! 26 586 26 229 | 31 310 + 19.4
of which:
— current expenditure 21 660 22 382 26 629 + 19.0
— capital expenditure? 4926 3847 4 681 + 217
Revenue 22 939 24 155 29 785 + 233
of which:
— direct taxes 9 498 9 507 13 033 + 3741
— indirect taxes 7 457 7 456 9012 + 20.9
Net borrowing requitcment! 3996 2423 1525 —

1 Disregarding debt extinction.
2 Including participations and loans.

Note :

The figures in this table are based on the national budgets and are not recalculated on the basis of Community

definitions.

a slowing down towards the end of the year.
A factor of possible uncertainty affecting invest-
ment decisions, and also export prospects, will
be the Government’s position concerning the
renegotiation of the terms of British entry into
the Community. Largely due to the effects of
the public expenditure cuts announced in De-
cember 1973, little real growth in public invest-
ment can be foreseen in 1974. However, an
important element of stimulus during the second
half of 1974 should be the replenishment of
stocks following the substantial rundown during

the first half of the year as a result of the three
day week.

After being depressed during the first half of
1974, private consumption should rise quite
strongly in the second half of the year, in part
due to the rebound effects of the three day
week and to a continued underlying rise in
nominal incomes, partly the result of the imple-
mentation of the indexation clauses contained
in Stage Three of the previous Government’s
anti-inflation policy.
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Total output is expected to rise strongly in the
second half of 1974 as a result of the recovery
from the effects of the three day week. How-
ever, for the year as a whole, the volume of
GDP is estimated to register a decline of around
1% per cent. During the course of the year a
gradual rise in unemployment seems very likely.

The rapid recovery of output foreseen for the
second half of 1974, and the sharp rise in
stockbuilding, are expected to result in a fairly
sustained rise in the volume of imports, which,
however, should slow down at a later stage.
Some substitution effects could also be expected
between imports and domestically produced
goods, mainly manufactures, due to the depre-
ciation of sterling. The sharp desterioration in
the terms of trade that occurred during the
first half of 1974 (estimated at around 10 per
cent as compared with the average for 1973)
is not expected to continue in the second half
and by the end of 1974 the terms of trade
should be moving in the United Kingdom’s
favour. Although the current account of the
balance of payments is estimated to register a
definite improvement in the second half of 1974
over the record deficit of the first half, the
outcome for the year as a whole is still for a
very substantial current account deficit, equiva-
lent to nearly 5 per cent of estimated GDP.

The outlook for prices is not likely to show any
improvement in the immediate future as rising
wage costs and the indirect effects of the higher
oil prices, as well as of the higher prices of
other imported raw materials, work their way
fully through the economy. Furthermore, the
effects of the rise in the prices charged by major
nationalized industries (as announced in the
Budget) and of the threshold agreements will
also reflect themselves in the retail price index
during the second half of 1974. The major
problems confronting the United Kingdom
authorities in the months ahead remain there-
fore inflation and the balance of payments.
While the growth of output is expected to
recover in the second half of 1974 the rate of
inflation is likely to remain high. The current
account of the balance of payments is expected
to improve, after the very substantial deficit in
the first half year, as the impact of the three
day week begins to wear off and the terms of
trade gradually move in favour of the United
Kingdom.
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Major economic policy measures

November 1973:

— On 12 November the Government an-
nounced a reduction from 1 April 1974 in the
proportion of local authority rates to be paid
by housebolds. In addition about three million
households will receive assistance from the Go-
vernment with their rates payments.

— On 13 November the Bank of England raised
its minimum lending rate to 13%, suspending
the formula by which the rate is normally fixed.
The Bank also announced a call for a further
2% Special Deposits from the banks and finance
houses, to be effected in equal stages of 0.5%
on 28 November, 12 December, 27 December
and 2 January.

— On 20 November, under its emergency
powers, the Government ordered a cut of 10%
in fuel deliveries to all except certain priority
users.  Also, a Bill was introduced which would
give the Government wider powers over the
supply and distribution of all the major sources
of energy.

— The Government introduced on 21 Novem-
ber a Bill to provide compensation to the Post
Office, gas and electricity industries for their
price restraint during the Counter-Inflation
policy.

December:

— On 5 December, further measures were
introduced to cut petrol and electricity con-
sumption, including a compulsory speed limit
on road traffic and limitations on office beating.

— On 13 December, the Prime Minister an-
nounced further stringent measures designed to
achieve a reduction of 20% in electricity con-
sumption. These included restricting the use
of electricity by factories, offices and shops to
only three consecutive days per week, except
for priority consumers such as emergency and
medical services, and food production and dis-
tribution.

— On 17 December, the Chancellor announced

a series of fiscal and monetary measures, which
included:



— cuts in planned public expenditure amount-
ing to £ 1,200 millions for 1974/75, based
on a reduction of 20% of capital expendi-
ture and 10% of current expenditure on
goods and services (excluding staff costs);
the principal exception being investment in
energy industries and public sector housing.
Sectors contributing the largest cuts would
be nationalized industries (£ 264 millions),
roads and transportation (£ 212 millions),
education and arts (£ 182 millions) and
defence (£ 178 millions);

— a 10% surcharge on surtax payers’ liability
for 1972/73;

— increased taxation of gains arising from land
development and property transactions;

— the re-imposition of consumer credit con-
trols;

— the introduction of a new system wundér
which banks and deposit-taking finance
houses would be required to make interest-
free special deposits should their interest-
bearing liabilities (on a 3-months moving
average basis), increase by over 8 per cent
in the following six months. In view of
these arrangements it bas been decided to
revoke the calls for special deposits, each
of 0.5 per cent eligible liabilities, (amount-
ing to about £ 300 millions) which would
bave been made on 27 December 1973 and
2 January 1974;

— the clearing banks have been asked to make
their base rates more flexible in order to
limit arbitrage operations, which contributed
substantially in the recent past to excep-
tionally large increases in the money supply

(M3).

January 1974:

— On 4 January, Minimum Lending Rate fell
to 12.75% from the record level of 13% fixed
on 13 November 1973;

— On 31 January, the Bank of England an-
nounced the release of about £ 150 millions
(0.5% of eligible liabilities) of the special
deposits beld on bebalf of banks and finance
houses, in order to ease the liquidity position
of the banking system during the econmomic
crisis.
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February:

— On 1 February, Minimum Lending Rate fell
from 12.75% to 12.5%.

— On 11 February, maximum prices were in-
creased by 35-60% for industrial oils, and by
20% for petrol.

— In order to maintain maximum possible
levels of supplies of coal and steel to industrial
consumers, the Government announced a ban
on exports of coal, iron and steel as from 18
February. In addition, coal merchants bave
been asked to reduce deliveries to private house-
holds by 50%.

— Parliament was dissolved on 8 February, and
a General Election was held on 28 February,
which resulted in a new minority Government
led by Mr Harold Wilson.

March:

— On 8 March, the Government announced a
4 t22 . .
freeze” on all residential rents.

— As a result of the settlement of the miners’
dispute, restrictions on the use of electricity
by factories, offices and shops were lifted on
11 March thereby ending the “three day work-
ing week”.

— On 18 March, the Department of Trade
announced partial relaxation (notably in respect
of ferro-alloys, tubes, pipes, and castings and
forgings in the rough state) of the restrictions
on exports of iron and steel products.

— The Secretary of State for Prices and Con-
sumer Protection announced, on 20 March, the
introduction of a subsidy (costing £ 21 million
per year) designed to avoid an increase in the
price of most types of bread.

— On 21 March, the Government announced
the ending of restrictions on the supply of
fuel-oil to industry, on beating and lighting
in offices, and on the use of electricity for
avertising.

— A Price Commission order was made on
22 March which reduced the maximum gross
profit margins allowed to large food retailers
(ie. with annual turnover of £ 250,000 or
more) by one-tenth, as from 1 April. Companies
with a net profit margin of less than 1.5% were
excluded from the Order.



— On 25 March, details were issued by the
Government of proposed changes in price con-
trol policy. The main provisions were:

— to establish a minimum three-month delay
between consecutive price increases;

— to cut by onetenth the maximum gross
profit margins of all distributors;

— to prevent retailers increasing the price of
goods already on display.

Additionally, new legislation is to be introduced
to enable the Government to fix maximum
prices for certain products of special importance
to low-income housebolds, and to limit or pre-
vent price increases even where normally per-
missible under the Price and Pay Code.

— The Budget for the financial year 1974-75
was announced on 26 March. The rise in
public expenditure was forecast at 17%, com-
pared with 25% for receipts. The public sector
borrowing requirement was estimated to fall
from the provisional outturn of £ 4,276 mil-
lion for the previous year to £ 2,733 million.
The principal points from the Budget Statement
were:

— an increase in basic rate income tax 1o
33%, and in the tax on investment income,
coupled with higher tax-free allowances;

— corporation tax is to be raised to 52%, and
payments of advanced corporation tax were
increased by more than 50% ;

— the coverage of value added tax was ex-
tended (to include petrol, amongst other
things), and duties on alcohol and tobacco
were increased;

— retirement pensions and other social security
benefits are to be increased, to be financed
partly by increased social security contribu-
tions;

— food subsidies totalling £ 500 million are
to be introduced in 1974/75;

— a wide range of prices of public sector
products and services are to be increased
during the year;

— improved terms are to be offered on Na-
tional Savings investments;

— exchange control requirements were tigh-

tened on outward direct and portfolio invest-
ment and disinvestment;

— the Government has arranged for a loan of
$ 2,500 million from the Eurodollar market,
and the swap facilities with the U.S. Federal
Reserve Bank have been increased to $ 3,000
million.

— On 28 March, the Price Commission made
an order which reduced the maximum permitted
gross profit margin allowed to food wholesalers
by one tenth, with effect from 1 April. The
Order would not apply to companies with a net
profit margin of less than 1.5%.

April:

— The consumer subsidy on butter (introduced
in May 1973) was increased with effect from
1 April, at an additional cost of £ 33 million.

— The Government introduced, on 3 April,
a Prices Bill which would extend the powers
of the Price Commission to restrict prices,
(including setting maximum prices of certain
products), and would introduce compulsory
unit pricing. The Bill also provided for the
cventual abolition of the Pay Board, and for
the authorisation of expenditure totalling
£ 700 million on food subsidies.

— On 4 April, the Bank of England announced
the release of £ 297 million (1% of eligible
liabilities) of the special deposits it held on
bebalf of the commercial banks and finance
houses, in an attempt to reduce pressure on
liguidity and facilitate a reduction of interest
rates. The release was made in two equal stages
(on 8 April, and on 16 April) and reduced the
amount of special deposits beld to 3.5% of
eligible liabilities.

— On 5 April, the Bank of England’s Minimum
Lending Rate fell by ¥4 % to 12%1%. Also, the
Government offered loans of up to £ 100 mil-
lion a month to building societies in an attempt
to prevent anm increase in the rate of interest
charged on housing loans.

— On 11 April, the Bank of England’s mini-
mum lending rate was reduced by a further
Ya% to 12%. Also, the Government an-
nounced the removal of existing limits on the
amounts that local authorities were permitted
to use as loans for bouse purchase.
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— The Bank of England announced on 18 April
the release of a further £ 149 million (V2%
of eligible liabilities) of special deposits.

— The Secretary of State for Prices and Con-
sumer Protection announced, on 29 April, the
introduction of a subsidy on certain varieties of
cheese at a cost of £ 20 million. The Minister
of State at the Department of Industry an-
nounced that the Regional Employment Pre-
mium would continue to be paid beyond Sep-
tember, the original data for phasing-out an-
nounced by the previous Government.

— The Government introduced on 30 April, a
Bill to repeal the Industrial Relations Act 1971,
and to abolish the institutions established under
that Act. Also, the Bank of England announced
the extension for a further six months of the
control scheme (introduced on 17 December
1973) applicable to banks’ interest-bearing de-

posits, and a target annual growth rate of 17%
was introduced.

May:

— The Government announced, on 9 May, an
increase in the rate of bread subsidy, and its
extension to include small loaves, at an estimated
cost of £ 36 million in a full year.

— On 24 May, the Bank of England’s Minimum
Lending Rate fell by % % to 113 %.

— The Government announced on 23 May that
the standstill on business rents, imposed in
November 1972, would continue until May
1975.

— On 31 May, the Post Office announced
details of increased postal charges designed to
increase revenue by £ 70 million a year.
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United Kingdom

TABLE 1 : Key indicators

1969 1970 1971 ' 1972 1973 1973
% change by volume Indices
on preceding year 1970 = 100
Gross national product 4+ 14 + 2.0 + 2.5 + 25 + 5.6 110.9
Industrial production + 2.7 + 0.3 + 0.3 + 19 + 741 109.7
Total imports + 37 + 4.1 + 45 + 94 + 11.7 127.7
Private consumers’ expenditure + 0.2 + 25 + 2.7 4+ 6.0 + 45 113.6
Public current expenditure on goods
and services ~ 14 + 1.6 + 31 + 39 + 3.8 111.2
Gross fixed asset formation + 1.0 + 2.0 + 0.5 + 1.7 + 4.3 106.7
Total exports + 10.1 + 4.6 + 7.2 + 27 + 8.4 1194
Gross national product per head of
population + 1.0 + 1.8 + 2.2 + 2.1 + 5.3 109.9
Gross national product per petson in
employment + 1.5 + 27 + 43 + 21 + 43 111.2
% change by value
on preceding year
Gross income per employee + 74 ‘ + 12.5 ‘ + 12.6 + 11.3 ‘ + 12.8 141.5
TABLE 2: Indicators for internal and external equilibrium
1969 1970 1971 1972 1973
Balance: exportts less imports
in millions Eur + 1,505 | 42,258 | 4 3,377 |+ 1,164 | — 2,506
as percentage of GNP 1.3 1.8 2.5 0.8 35
Unemployment rate 2.5 26 35 39 2.7
Prices to private consumers
(% change on preceding year) + 57 |+ 58 {+ 82 {+ 67 [+ 8.6
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TABLE 3 : Foreign trade (at current prices)

United Kingdom

. Indices Million % of
% change on preceding year 1970 =100 Eur t,ootals
1969 1970 1971 1972 1973 1973 1973 1973
Visible exports
Total + 141+ 9.8+ 139+ 6.2+ 27.6 154.3 29,846 100.0
Intra-EEC + 18.7 |+ 14.1 {+ 12.9 [+ 10.8 |+ 37.1 171.2 9,672 32.4
Extra-EEC + 123 |+ 8.2 [+ 14.3 [+ 4.4+ 23.5 147.3 20,174 67.6
Exports of food, beverages and tobacco + 551+ 13.3 [+ 14.3 [+ 12.3 i+ 32.4 170.0 2,097 7.0
Exports of raw materials, fuel and power + 5.8+ 1354+ 7.3+ 9.0+ 43.0 167.2 1,925 6.5
Exports of semi-finished and finished industrial goods and
miscellaneous goods + 15314+ 9.3 |+ 143 [+ 551+ 26.2 152.3 25,824 86.5
Visible imports
Total + 53|+ 8.7+ 8.7+ 13.4 |4 423 175.4 38,050 100.0
Intra-EEC ' + 4.3+ 135 |+ 19.5 |+ 20.8 |+ 47.7 213.1 12,473 32.8
Extra-EEC + 5.6+ 7.0|4 4.7+ 10.3 |+ 39.9 161.5 25,5677 67.2
Imports of food, beverages and tobacco + 16|+ 61|+ 63|+ 83|+ 315 151.3 7,434 19.5
Imports of raw materials, fuel and power 4+ 24|+ 6.3+ 9.1+ 1.9+ 43.9 160.1 3,861 23.3
Imports of semi-finished and finished industrial goods and
miscellaneous goods + 8.7 |+ 103 |+ 9.5+ 21.2 |+ 45.8 193.6 21,755 57.2
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec
Industrial production 1972 99.8 9331 1014 101.5| 103.0 103.5 102.2 102.0 104 .4 105 .4 105.9 106.0
(1970 = 100) 1973 108,56 | 110.6| 111.6 109.0| 1089 | 110.0| 110.3| 109.7 | 110.8| 110.81 109.8| 1059
1974 99.4| 101.1| 104.7
Unemployment 1972 900.1) 906.5| 911.6 | 911.9| 873.4| 8455 846.4| 846.5| 850.1| 8148 791.4| 7619
(000) 1973 736.21 693.5| 663.4| 648.7 | 630.3| 621.5| 608.9| 594.8) 574.3| 5421\ 5169 | 5024
1974 562.2 576.3| 572.6| 573.4| 5753
Construction : Housing 1972 31.4 27.2 29.7 28.2 26.3 31.2 29.2 27.7 29.0 27.8 30.3 32.4
starts (000) 1973 30.2 33.4 30.8 289 26.1 27.4 25.3 26.1 28.8 23.4 24.1 23.2
1974 21.5 23.7 25.0
Private consumers’ ex- | 1972 1055 106.6 | 106.6 | 107.51 108.8 | 110.6 | 112.9| 113.8| 114.6| 116.8| 118.2) 1213
penditure : value of retail | 1973 119.8{ 123.1| 127.2| 119.5| 1204 | 124.5| 126.1| 1274 128.9| 133.0| 134.5  136.2
sales (1971 = 100) 1974 | 134.8 | 136.7 | 138.8
Retail prices 1972 | 159.0| 159.8 | 160.3 ( 161.8| 162.6| 163.7| 164.2| 165.5| 166.4| 168.7 | 169.3| 170.2
(Jan. 1962 = 100) 1973 171.3 | 172.4 | 178.4 | 176.7| 178.0| 178.9 | 179.7 | 180.2 | 181.8| 185.4| 186.83 | 188.2
1974 191.8 | 195.1 | 196.8| 203.5
Exports 1972 1718) 17931 1714 1786 1793 1925 1793 1174 1961 | 2155 2054 2059
{million Eur) 1973 2088 2160 2071 2256} 2146 2304! 2306 | 2352| 2503 | 2357 2453 2 446
1974 2426 2760 2902 | 3062
Imports 1972 1738 1879 | 1898 | 1889 1872 | 1896| 1733 1577 | 2299| 2266 2297 2206
(million Eur) 1973 2256 2328 | 2578 2294 2734 2635) 2748 2894 2974 3324 3130 3250
1974 3360 3790 | 3989 | 4001
Balance of trade 1972 | ~ 20{ — 86| — 184 — 103 | — 79|+ 29|+ 60| — 403 — 338 — 111 | — 243 | — 147
(million Eur) 1973 | — 168 | — 168! — 507 | — 38| — 588 | — 331 | — 442 | — 542 | — 471 | — 967 | — 677 | — 804
1974 | — 934 | -1 030 | -1087 | — 939
Official gold and foreign | 1972 | 6430 | 6439 6516 6569 6586 | 6415 5602| 5611 | 5609 | 5395{ 5420 5201
exchange reserves 1973 5210 | 4906 | 5004| 5071 | 5586 | 5813 | 5494| 5402 | 5290| 5604 | 5508 | 5369
(million Eur) 1974 | 5122 | 49468 | 5342 5767 5736
Money supply 1972 | 48 168 | 48 048 | 49 200 | 51 552 | 52 368 | 54 384 | 55 512 | 55 920 | 57 048 | 57 768 | 58 512 | 60 168
(million Eur) 1973 | 61 512 | 63 384 | 64 368 | 65 112 | 65 376 | 66 960 | 69 576 | 71 064 | 72 792 | 74 640 | 75 600 | 77 568
1974 | 79 248 | 80 304 | 80 712 | 80 880
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United Kingdom

NOTES TO GRAPHS AND TABLES

Convetsions into Eur (1 Eur = 0.888671 g of fine gold) £ 1 = 2.40 Eur.
Seasonally adjusted unless otherwise stated.

Key to sources : — (a) Central Statistical Office,
(b) Department of Employment.
(c) Bank of England.
(d) Statistical Office of the European Communities.

(e) Office of Population Censuses and Surveys, General Register Office (Scotland), General
Register Office (Northern Ireland).

(f) Ministry of Health and Social Services (Northern Ireland).
(g) Department of Trade and Industry.
(h) Department of the Environment.

Graph 1
Industrial production : three-monthly moving average of all industries index (1970 = 100) (a).

Graph 2

Labour market (Great Britain) : wholly unemployed, excluding school-leavers and adult students; number of
adult unfilled vacancies (b).

Graph 3

Wages and consumer prices : index of monthly average earnings in Great Britain (all employees) (January 1970
= 100); retail price index (all items) (not seasonally adjusted) (index based on January 1962, January 1970 = 100) (b).
Graph 4

Exports (f.0.b.) and imports (c.i.f.) of goods on a balance of payments basis : three-monthly moving averages (a).

Graph 5

Bank lending to the private sector : advances (not seasonally adjusted) by the total banking sector to UK residents,
excluding lending to the government, local authorities, public corporations and financial institutions. Breaks in the
series occut in the first quarter of 1972 and the first quarter of 1973 (c).

Table 1

Gross national product at market prices (d).

Index of industrial production (all industries) (1970 = 100) (a).

Total imports and exports of goods, services and factor incomes (d).

Total population at end-June (not seasonally adjusted) (e).

Persons in employment : working population excluding the unemployed (b + f).

Gross income from employment (a).

Employees : persons in employment (as defined above) excluding employers and self-employed (b + f).

Table 2

Exports less imports : balance of goods, services and factor incomes (d).

Unemployment rate : number of unemployed as a percentage of the estimated number of employees (including the
unemployed) (b + f).

Consumer prices : deflator of private consumption (d).

Table 3

Expotts (f.0.b.) and imports (c.i.f.) of goods on an overseas trade statistics basis. EEC figures are shown on the
new basis throughout. The products have been grouped according to the SITC sections 0 & 1, 2-4 and 5-9 (g).

Table 4

Index of industrial production (all industries) (1970 = 100) (a).
Unemployment : wholly unemployed, excluding school-leavers and adult students (b + £).
Construction : private and public housing starts in Great Britain (h).
Retail sales : index numbers of the value of sales at cutrent prices (1971 = 100) (g).
Retail price index (all items) (not seasonally adjusted) (January 1962 = 100) (b).
Exports (f.0.b.) and imports (c.i.f.) of goods on a balance of payments basis (a).
cial gold and foreign exchange reserves : end-month figures (not seasonally adjusted) comprising gold, IMF
Special Drawing Rights, convertible currencies and, from July 1972, the UK’s reserve position at the IMF, Before
conversion into Eur, values have been converted into sterling at prevailing middle rates. For these reasons,
breaks in the series occur in December 1971, July 1972 and February 1973 (c).
Money supply : M3 (including interest-bearing deposits). Breaks in the series occur in April 1972 and April 1973 (c).
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ANNEX

Trends in Industial Labour Costs

A. INTRODUCTION: METHODS

Every year since 1962 one of the Commission’s
Quarterly Surveys on the economic situation in
the Community has included an Annex showing
trends of income from employment, productivity
of labour, labour costs per unit of gross value
added at constant prices, and the implicit price
index for gross value added in industry, not only
in the member countries but also in the United
States and the United Kingdom. This year the
analysis has been extended to Denmark and Ire-
land so as to cover the whole Community.

The definitions and methods of calculation used
in this survey are as follows:

Gross income from employment is defined as
wages, salaries and social insurance contribu-
tions. For Belgium, however, separate figures
corresponding to this definition are still not
available for income from employment by
economic sector; in this case, therefore, the
index given by the Banque Nationale de Belgi-
que for the total wage bill has been used, cor-
rected by the addition of the average figure for
employers’ social insurance contributions. It
should be pointed out that this approximation
probably understates the true trend of wages
in Belgian industry. The figures for labour
costs in Belgian industry therefore have to be
treated with even more caution than those for
the other countries.

In Denmark, Ireland, Italy and the United
Kingdom, no market-price figures are published
for gross value added at constant prices, broken
down by economic sector; for these countries,
therefore, factor-cost data have been used. The
prices taken as a basis for calculating gross
value added at constant prices are those of 1963
in all cases except the United States, for which
the reference prices used are still those of 1958.

It would have been more appropriate to use
the trend of gross incomes and gross value added
at constant prices per hour worked, but this
could not be done because the statistics on the
number of houds worked in the Community
countries are incomplete. Consequently, these
two items could only be calculated per employee.

Labour costs per unit of gross value added at
constant prices were calculated by dividing the
index of the wage bill by the index of gross
value added at constant prices. These figures
can also be obtained by dividing the wage bill
per person employed by gross value added per
person employed.

As in previous years, the survey gives figures
for the trend in labour costs adjusted for changes
in official exchange rates. Because of the dollar
devaluation in 1971, these calculations are now
based on the rates of exchange of the various
national currencies against the European unit
of account (EUR) ('). For most of 1971,
when most European currencies fluctuated on
the foreign exchange markets, conversion into
units of account was made by reference to the
market rates. From 21 December 1971, con-
version into units of account has been effected
on the basis of the central rates laid down in
Washington on 19 December 1971. These cal-
culations show that in spite of the revaluation
of some Community currencies in December
1971, the increase in 1972 was quite moderate
and less than that based on the national cur-
rencies. This is because in 1971 the gap be-
tween the market rates and the EUR parity
was wider than the gap resulting from the
new exchange rate relationships laid down in
Washington in December 1971. From 1972
onwards, in view of the fact that sterling and
the lira were floating, an adjustment was made

1 One unit of account = 0,88867088 g of fine gold
= one IMF Special Drawing Right.
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on the basis of market rates; in the case of the
lira, this adjustment was based on the commer-
cial rate.

The implicit price index is obtained by dividing
gross value added at current prices by gross
value added at constant prices.

For all countries covered in this Annex, the
1973 figures are based wholly or partly on
estimates.

The following should be said about the signifi-
cance of the series used here:

As far as possible the statistical data have been
taken from national accounts, in order to ensure
a sufficient degree of international comparabi-
lity. In this connection, however, it should be
remembered that only the trends in the indices
are internationally comparable. This qualific-
ation is all the more important in that even the
relationship between the various levels in the
base year 1963 is not necessarily “correct”.

Use of the national accounts means that only
annual figures can be used. Changes in the
course of the year are only partly reflected in
the annual figures concerned, and they also
affect the results for the following year. This
makes it more difficult to judge short-term
trends in particular.

With regard to the figures for the number of
wage and salary earners in industry, for Den-
mark a linear interpolation has had to be made
on the basis of the results of surveys carried
out in 1960, 1965, 1967 and 1969; for the
other years, the results of the annual surveys
carried out from 1969 onwards were used. For
Ireland, figures were also based on the results
of annual surveys of wage and salary earners
by sector.

The concept of value added differs from that
of industrial production as generally applied in
calculating monthly indices of industrial produc-
tion.

This difference between value added and in-
dustrial production (as used for production
indices) appears most clearly in the implicit
price index for gross value added. In this
index, two essential factors affecting actual
market prices are not taken into account,
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namely, firm-to-firm supplies within industry
and supplies from other sectors, including
abroad. The trend of the implicit price index
therefore differs from the trend of market prices
to an extent which varies from country to
country, since the proportion of value added in
industrial output also varies.

Gross income from employment in industry does
not include all wages contained in the market
prices, i.e. it excludes wages paid in respect of
goods and services supplied to industry by
other domestic sectors.

These remarks should show that the series
which follow must be used cautiously. They
are not internationally comparable as they stand,
and their development in time is different from
that of series the data of which are based not
on value added but on gross production.

B. DEVELOPMENTS in 1973

In the Community generally, industrial labour
costs per unit of gross value added climbed
sharply in 1973, and in most member countries
their pace actually quickened distinctly com-
pared with the preceding year. In terms of
national currencies the acceleration was particu-
larly marked in Italy (13% in 1973 as against
55% in 1972), Belgivm (7.5% as against
5.4% in 1972), Denmark (8.9% as against
5.6% in 1972), the Netherlands (7.5% as
against 4.6% in 1972) and France (8% as
against 6.3% in 1972). In Germany, the rate
of increase was the same in 1973 as in 1972,
i.e. about 6%. By contrast, a slowing down
was recorded in Ireland, where the increase in
labour costs was 10.5% in 1973 compared with
13.4% in 1972, and in the United Kingdom,
where the increase was 5% compared with
9.8% in 1972. As in the preceding year, the
rise in industrial labour costs per unit of gross
value added was slower in the United States
than in the Community, the rate being about
2.5%—scarcely higher than in 1972 (2.1%).

If account is taken of the changes in the rates
of exchange against the EUR, the increase in
labour costs per unit of gross value added in
Germany and the Netherlands, both of which



revalued their currencies in 1973, appears to
have been somewhat faster than that based on
the national currencies. For Denmark, France
and Belgium the two methods of calculation
yield parallel movements while labour costs
calculated in terms of EUR show a markedly
slower rise in Italy and a decline in Ireland and
the United Kingdom. Comparing the figures
with those for 1972, it can be seen that in
terms of EUR the rise in labour costs acceler-
ated sharply in Denmark (9% as against 3.3%
in 1972), Germany (11% as against 5% in
1972), France (7.5% as against 5.5% in 1972)
and the Netherlands (8.8% as against 3.9%
in 1972). In Italy the upward movement con-
tinued steadily at a rate of about 3%. A drop
occurred in Ireland and the United Kingdom,
reaching 1.5% and 6% respectively, while in
1972 the figures had shown increases of 6.9%
and 3.6% respectively. In the United States,
the depreciation of the dollar during much of
the year resulted in a decline in labour costs,
in terms of EUR, of 6.8% (following a fall of
5.7% in 1972).

In general, the acceleration in the rise of
industrial labour costs per unit of gross value
added in the Community was due mainly to a
much faster increase in per capita income from
employment.

The growth of per capita income from employ-
ment in industry was very rapid throughout the
Community in 1973, reaching 21% in Italy,
18.5% in Ireland, 15.5% in Belgium, 14% in
the Netherlands, 13% in France, 12% in Ger-
many and the United Kingdom and 11.5% in
Denmark. Compared with 1972, these rates
represent a faster rise in every country with the
exception of Ireland and the United Kingdom,
where the advance slowed down a little. In
the United States, by contrast, per capita income
from employment in industry went up much

more slowly than in the Community countries,
at 7.5% (as against 7% in 1972).

The growth rate of gross value added (at
constant prices) per employee in industry was
not significantly higher in 1973 than in 1972;
it accelerated in Ireland (7.5% as against 1.3%
in 1973), Ttaly and the United Kingdom (7%
as against 5.6% and 4.2% respectively in 1972)
and Germany (6% as against 4.9% in 1972)
and remained virtually unchanged in Belgium
(at some 7.5%) and France (at about 5%).
The growth of gross value added per employee
slackened in Denmark, where it dit not exceed
2.5% (as against 9% in 1972), and in the
Netherlands, where it was 6.5% (as against
87% in 1972). These figures result from the
fairly sharp recovery of industrial employment
in 1973, which followed the pick-up of economic
activity in the second half of 1972: the number
of wage and salary earners in industry rose
by 4% in Denmark (against a decline of 2.5%
in 1972), by 3% in Ireland (against an increase
of 3.8% in 1972), by 2% in France (against
0.7% in 1972), by 0.5% in Germany, Ttaly
and the United Kingdom (against declines of
1.7%, 1.6% and 2.8% respectively in 1972).
In the Netherlands and Belgium, the number of
wage and salary earners fell once again in 1973,
but at a slower rate than in 1972 (a fall of 1%
in the Netherlands compared with 3.6% in
1972, and of 0.5% in Belgium compared with
1.5% in 1972). In the United States, gross
value added per employee in industry increased
by about 5% in 1973, i.e. at the same rate as
in 1972; the numbers employed, however, rose
more strongly in 1973 than in the preceding
year (by 3.8% as against 2.8%).

The longer-term trend in industrial labour costs
per unit of gross value added is illustrated in
the attached table. Changes from 1969 onwards
are given.
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TABLE 2
Labour costs per unit of gross value added in industry (at constant prices)
9% change on preceding year 1969 (ty(; 1973 1969-1973
change in % change
Figures in national currencies in Eur(}) nationa').l in Bur
currencies
1971 1972 1973 1971 1972 1973
l
Denmark 10.8 5.6 8.9 121 33 9 35 23
Germany 8.7 5.7 6 14.3 5.0 11 37 64
France 6.1 6.3 8 6.9 5.5 7.7 27 12 1,
Ireland 10.6 13.4 10.5 12,3 6.9 - 1.5 541, 321,
Ttaly 12.2 5.5 13 13.5 3.0 3.2 53 38 1,
Netherlands 6.5 4.6 7.5 10.2 3.9 8.8 26 1% 311
Belgium 9.0 5.4 8 12.2 5.2 7.5 251, 29
United Kingdom 5.9 9.8 5 7.9 3.6 - 6.1 35 0
United States 1.0 2.1 2.4 0.7 — 5.7 — 68 12 -6

1 Calculated on the basis of figutes in national currencies adjusted for changes in exchange rates against the EUR.



LABOUR COSTS IN INDUSTRY

Denmark 1963 = 100 Getmany

360 360 1963 = 100
340 340
320 320
300 300
280 280
260 260

240 | 240
20| ,/ 220
200 // 200 /
v
180 / 180 /
/

/ L~ =
P
160 /| == = 160 / =T
/ = ~ Pd é.g'
/ —— < _|-- L~ / L —T 7
. e wl LAt AT |
120 e = - '
P 120 -
100 100 —
9% change on preceding year
% Denmark % Germany
420 420
. AU o i
AN N / _—
+10 7\ 410
/ / \ A / L~
AT, \ /N 71~
5 Va \ / \ / w\ - =
+ X < +5— ~ =
0 0
—5 —5
5 %
420 420 A
I'\
/I N
415 +15 / A
) \
. \
yaX / /\\ \ /
+ 10 7 \ + 10 7 7
A NF A
+5 v v l\// o5 /Il/ =
\ \ﬁ// v Y, \T'\
0 \\ Vi / 0 /’/?‘
\ / R
\ /]
-5 K —5
—10 — 10
1967 1968 1969 1970 1971 1972 1973 1967 1968 1969 1970 1971 1972 1973

Income from employment per head
—————— Gross value added (at constant prices) per employee
Labour costs per unit of gross value added (at constant prices)
—————— Labour costs per unit of gross value added (at constant prices) corrected to account for

changes in official exchange rates
e Implicit price index of gross value added e f &

143



£ 8

320

260

220

200

180

160

140

120

100

- 10

LABOUR COSTS IN INDUSTRY

Ireland

%60 1963 = 100
340
320
300
280 /
/,
260
240 /
.
220 /
/
200 // ,/
180 / / )
7
160 /4
A e~ =

/ )

140 W -l =
7 P e
g
120 ~
1

100 >

% change on preceding year

France 1963 = 100
/
/'/
pd
>
/ -~
- e -
/ A - il //
7 P d"' /' /:’—
-7 L — 1
—— i Cod
g _
France
L
\ ___——/
\ -,
- -+ - -‘\\ —
—:f/
A / /
\\/ \, /
N
>
N/
1967 1968 1969 1970 1971 1972 1973

[ncome from employment per head

% Ireland
+20
+ 15 l/\ /
/ \\ /
+10 — ,/ v/
- —-—— o /
+5 No — Vl
\ /|
0 b al
L\
-5
%
+ 20
+15
4= N
+ 10 \>< \
\\\Y/
/
. 4
\y T \
1 / \\
0 \\ Y
\ /
=5
[
3
\/
—10 v
1967 1968 1969 1970 1971 1972 1973

Gross value added (at constant prices) per employee

Labour costs per unit of gross value added (at constant prices)

Labour costs per unit of gross value added (at constant prices) corrected to account for

Implicit price index of gross value added

changes in official exchange rate



360
340
320
300
280

260
240

220

200

180

160

140

120

100

—10

Italy

LABOUR COSTS IN INDUSTRY

1963 = 100

% change on preceding year
% Netherlands

—— — —

N\ /

[t

1967 1968 1969

1970 1971 1972 1973

licome from employment per heau

360
340

Netherlands

1963 = 100

320
300
280

260

240
220

200

180

160

140

120

100

+ 20

+ 15

+ 10

%
+ 20

\- ~~

/
//
\

1967

1968

Gross value added (at constant prices) per employee

1969

1970 1971 1972 1973

Labour costs per unit of gross value added (at constant prices)

Labour costs per unit of gross value added (at constant prices) corrected to account for

Implicit price index of gross value added

changes in official exchange rates

145



LABOUR COSTS IN INDUSTRY

Belgium United Kingdom
30 1963 = 100 360 1963 = 100
340 340
320 320
300 300
280 280
260 260
240 / 240
//
220 / 20 P
200 7 g 200 //
180 A 180 /
v PP |~
160 A = 160 /
/ - T - / é
140 — _I~ /
- 140
- L~
- . —
- - f/ //’ —— —
120 = // S 120 - 'A
- = [ _—F—~4
- =
100 100 i -
N ——
% change on preceding year
% Belgium % United Kingdom
+ 20 o + 20
415 — +15
/ /\‘\
410 — +10
=5 - 7
-\ = ey —
—— —-— \ 7/ w (N '/’
+5 > [N +5 Ll /l
Ve \ P e
V \— - g ~
0 0
=5 -5
% %
+20 +20
+15 +15
/\\ Pa
10 f 10 e
+ 7 \l + / \\
7\\ = / PQ ?
LY A V/ 3 \
+5 VG +8 N
0 S Pl 0 _—J \\
— i / \‘
\ / '\
—5 -5 A
\
\ \
| Y g
— 10! - =10 \ rl
1967 1968 1969 1970 1971 1972 1973 1967 ’ 1968 1969 1970 1971 1972 1973

income from cuiployment per head

Gross value added (at constant prices) per employee

Labour costs per unit of gross value added (at constant prices)

Labour costs per unit of gross value added (at constant prices) corrected to account for

Implicit price index of gross value added changes in sfficial exchange Takes



LABOUR COSTS IN INDUSTRY

United Stat _
230 e ates 1963 = 100

220

200
190

180

170

160

150

140

—— - N

~
i =
//f

% change on preceding year

% United States
+ 20

+ 15

— 10

1967 1968 1969 1970 1971 1972 1973

Income from employment per head
Gross value added (at constant prices) per employee
Labour costs per unit of gross value added (at constant prices)

Labour costs per unit of gross value added (at constant prices) corrected to account for
L changes in official exchange rates
I'muplicit price index of gross value added

147






	Contents
	I. THE OVERALL SITUATION
	A. Conjunctural policy
	B. Recent developments
	C. Outlook

	II. THE SITUATION IN EACH
OF THE COMMUNITY COUNTRIES
	A. Denmark
	B. Germany
	C. France
	D. Ireland
	E. Italy
	F. Netherlands
	G. Belgo-Luxembourg Economic Union
	H. United Kingdom

	ANNEX



