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This Survey was completed around mid-June 1967. As regards the most recent developments and whl::re 
it has not been possible to take them into account because of the pace at which national statistics are prepared ~d 
the time it takes to publish the Survey in five languages No. 7-1967 of the "Graphs and Notes on the Econoii:lic 
Situation in the Community " can usefully complete the information supplied here. · 
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I. THE OVERALL SITUATION 

Economic growth zn the Community continued to slow down in the first quarter 
of 1967 and in those spring months for which data are already available. This 
was solely because the rise in internal demand was tending to flatten out. 

Demand from abroad, however, made a somewhat more vigorous contribution to 
economic activity than in the preceding months. The value of visible exports in 
the first quarter outstripped the figure for a year before by as much as 11 %, 
though this was partly due to special factors. 

As for the trend of overall internal demand in money terms, expenditure on gross 
fixed asset formation weakened appreciably. This was particularly evident in 
residential construction, but industrial investment also declined slightly, the weak 
spot being Germany. Since the expansion of the disposable income of house
holds continued to level off and as the savings ratio rose somewhat in some member 
countries, the expansion of private consumers' expenditure again slackened a little. 

In the circumstances, Community supply expanded only slightly in the early 
months of 1967. Agricultural production and value added by the services sector 
continued to rise, but industrial production as reflected in the seasonally adjusted 
index of the Statistical Office of the European Communities (excluding construc
tion, food, beverages and tobacco) showed no increase in the comparison between 
the fourth quarter of 1966 and the first quarter of 1967. The unadjusted index 
showed an increase of only 1 % for the first quarter over the first quarter of 1966, 
with the strongest inhibiting influences coming from production in Germany, 
which continued to decline. 

In five Community countries unemployment tended to rise and the number of 
unfilled vacancies to fall, though the pattern varied from country to country. 
In Italy, the number of unemployed continued to decrease, although many 
Italian workers returned from abroad. 

3 



I_ __ _ 

4 

Owing to the weak economic trend in several member countries - due mainly 
to the reluctance of dealers and manufacturers to build up stocks - visible 
imports from non-member countries declined a little from the fourth quarter of 
1966 to the first quarter of 1967. As a consequence the value of goods imported 
in the first quarter was lower - though only slightly - than the figure for the 
corresponding period of the previous year. 

As a result of the trend of visible trade with non-member countries, the trade 
balance of the Community closed with a slight surplus in the first quarter, an 
improvement of a good 800 million u.a. 1 over the corresponding period of the 
previous year. This is the main reason why the surplus on current account 
probably continued to rise. Capital movements, however, are likely to have 
shown a deficit. The gross official gold and foreign exchange reserves of the 
member countries even declined by some 130 million u.a. from the end of 
December 1966 to the end of April 1967. The net foreign exchange position 
of the commercial banks on the other hand improved appreciably, as is usual for 
this time of year after end-of-year commitments have been met. 

In the period under review, internal trade in the Community expanded very 
slowly. In the first quarter its value (imports) was 7 % up on the corresponding 
period of the previous year. The slowdown was mainly a direct and indirect 
result of the weak economic trend in Germany. 

If "autonomous" price increases are left out of account, the trend of prices is a 
fairly accurate reflection of the economic situation in most member countries; 
it shows a further advance towards price stability in Germany, a moderation in 
the upward thrust of prices-though impeded by the persistent pressure of 
costs-in the Benelux countries, an unchanged and not very strong tendency for 
the price level to go up in France. In Italy, however, the moderate upward 
trend of consumer prices slowed down further, despite the vigorous rise in 
economic activity. 

In the months ahead up to the end of 1967, economic growth in the Community, 
though likely to remain very slow in the beginning, will probably gather more 
momentum as the year advances. Internal demand will provide the main stimulus. 

The growth of exports to non-member countries may slow down for some time 
yet, notably in view of the slackening of import demand in the United States and 
the relative weakness of import demand in the United Kingdom. Internal demand, 
on the other hand, will probably expand somewhat more briskly than in the 
first half of the year, mainly because gross fixed asset formation, particularly in 
the building sector, and investment in stocks may start to pick up again. Nor 
must the rise in private consumers' expenditure be expected to flatten out further; 
it is more likely that the current tempo of growth will be maintained or will even 
become slightly faster. 

1 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate. 

--------------------



In view of the expected consolidation of internal demand, Community supply 
will probably tend to grow again slowly but steadily as the second half of the 
year advances. Industrial production in particular will probably expand again 
more distinctly, especially if in Germany the expected improvement in the business 
situation materializes. Current and estimated trends in the Community suggest 
-assuming normal harvests-that it should be possible to secure a growth of 
some 3.5 % of the real gross national product for the full year 1967. 

If internal demand develops as indicated, the trend of imports from non-member 
countries would undoubtedly change as a result. Whether the rate of expansion 
of imports will be sufficiently strong once again to begin eroding the visible trade 
balance (exports will probably be rising more slowly) depends largely on the 
trend of investments in stocks, which is still difficult to forecast at the moment. 

The trend of prices is likely to slow down further in the second half of 1967, 
particularly in Germany, rather less in Belgium and less still in the Netherlands. 
In Italy, on the other hand, the rise in prices must be expected to gain a little 
momentum. 

Forecasts for 1968, necessarily very tentative, point to a fairly appreciable recovery 
of economic activity in the Community. This trend will probably depend less 
on demand from abroad than on the expansion of internal demand, which is likely 
to be relatively vigorous. With the phases of the business cycle as they are at 
the moment, 1968 may very well be a year in which the economies in all or 
almost all the member countries will be on a rising curve, though the pace of 
expansion will vary from country to country. 

"Spontaneous" cyclical forces and economic policy measures to support and spur 
on economic activity will probably go far by themselves to bring this about. 
Certain supplementary measures have been decided upon (Belgium) or may be 
taken (France). Only if after some months economic growth has not started to 
gather momentum again or has not done so sufficiently should additional measures 
be taken - particularly in Germany. 

At all events, every effort should be made to improve once again the revenue 
expenditure pattern both with regard to the public authorities (more saving and 
more investment) and to enterprises, where self-financing and the expansion of 
investment should be encouraged. Such measures, combined with appropriate 
economic policy measures-applicable, however, for a limited period only
appear to be one of the necessary prerequisites if the growth situation is to improve 
again and if it is to be possible for expansion to pick up again without danger 
of an early revival of inflation. 

This report was drafted too early to allow for the Middle East crisis, whose 
effects may be perceptible for several months to come. Neither the Commission 
nor the experts of the member countries were in a position to assess with any 
degree of certainty the economic impact of these events when the report was 
concluded (mid-June). 
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A. Recent developments 

1. Demand 

In the first quarter of 1967 and in the spring 
months for which data are available, overall 
demand in the Community expanded less 
rapidly than in the fourth quarter of 1966, the 
expansion of internal demand having slowed 
down further. 

Demand from abroad (i.e. goods and services 
actually exported to non-member countries), on 
the other hand, made a somewhat more vigor
ous contribution to trade ,and industry in the 
Community than in the preceding months. 
In particular, visible expovts-adjusted for 
seasonal variations-continued to rise; this was, 
however, not only a result of the forces inhe
rent in the economic trend but also of fortui
tous factors ( reaction to the removal of the 
import surcharge in the United Kingdom, 
unusually mild winter). Total visible exports 
in the first quarter were 11 % higher than a 
year earlier (value, foreign trade svatiscics). 

The Community's deliveries to the United 
States continued to expand appreciably. Since 
the beginning of the year, however, the upward 
curve has flattened out appreciably. This trend 
reflects above all the slowdown of the expan
sion of private domestic demand for capital 
goods and consumer durables in the United 
States since last autumn. In addition there 
was a sharp fall in stockbuilding in that 
country-admittedly from an unduly high level. 
Industrial production was marking time or 
even tended slightly downward. In the first 
quarter of 1967 the real gross national product, 
seasonally adjusted, merely remained at the 
level it had reached in the last quarter of 1966. 

In the spring, however, economic activity in 
the United States already appeared to have 
started gathering some momentum again. 
Industrial investment remained relatively sub
dued-profits were only moderate and firms 
were operating substantially further below 
capacity than at the end of 1966. Building 
activity, however, recovered fairly appreciably, 
and the consumer expenditure of households, 
following some initial hesitation, showed a 
rise which was once again somewhat more 

marked. In this connection there were also 
signs that sales of new motor vehicles were 
recovering a little. 

Community exports to the United Kingdom in 
the early months of 1967 spurted with the 
release of pent-up demand when the import 
surcharge was removed. Subsequently they 
probably settled on lines corresponding to the 
economic trend in Great Britain, which remain
ed sluggish, though the downward movement 
appears to have stopped. Although expenditure 
on private ·investment continued to decline, 
consumer spending by households-whose 
disposable income rose slightly due to the 
first increases in agreed wages after the six 
months of absolute wage freeze-picked up 
somewhat. But the expansion of government 
spending was the key to the maintenance of 
economic activity. The decline of domestic 
production (in particular in the industrial field) 
has come to a halt. The subdued trend of 
domestic demand undoubtedly encouraged the 
tendency for prices to grow more stable, a 
tendency which before had been enfooced 
mainly by the freeze regulations. 

In the period under review, Community exports 
to the other industrial countries reflected on 
balance a modest recovery of the overall 
demand for imports in these countries. How
ever, the first-quarter year•to-year growth rates 
( some quite high) for exports to the Scandi
navian EFT A countries-where the economic 
upswing continued despite signs of appreciable 
strain-exaggerated the actual trend because 
pul'Chases in the first quarter of 1966 had 
been slowed down by the bad weather. 

The high rate of expansion of Community 
sales to the developing countries in the first 
quarter i:s also to a certain extent due to 
relatively modest exports in the first quarter 
of 1966. The more recent trend, however, 
has shown that the demand for imports has 
remained appreciable in the developing coun
tries, whose total gold and foreign exchange 
reserves rose somewhat again 'in the fourth 
quarter of 1966, following a decline at the 
beginning of the second half of the year. 
The imports of the associated overseas coun-
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Visible exports to non-member countries 

(Values and% changes on preceding year) 

1966 1966 196V 

Exports to 1st 2nd 3rd 4th lstl 
million 0/ quar- quat-

u.a,l 
;0 quar- quar- quar-

ter ter ter ter ter 

All non-member countries 29 412 + 8.5 + 7.5 + 10.5 + 8 + 8 +11 

of which: 

Industrial countries 2 19 127 + 8.5 + 9 + 10.5 + 7 + 8 + 9.5 

including : 

United States 4 098 + 19.5 + 22 + 18.5 + 18.5 + 20 + 12.5 

EFTA : total 9 999 + 4 + 5.5 + 6.5 + 3 + 2 + 4.5 

United Kingdom 2 541 + 7.5 + 18 + 12.5 + 6 - 4.5 + 5 

Developing countries 3 7 955 + 6 + 0.5 + 8.5 + 8 + 7 + 9.5 

including: 

Associated overseas countries and terri-
tories 1 707 - 1.5 - 3 - 3 - 1 + 0.5 + 8 

Others 4 2 330 + 18.5 + 20 + 20.5 + 20.5 + 13 + 28 

Source: Statistical Office of the European Communities. 
1 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate. 
2 Class 1 of the Standard Country Classification for Foreign Trade Statistics of EEC countries. 
a Class 2 ibid. 
4 Class 3 ibid. and other destinations. 

tries and territories from the Community, which 
until last autumn had tended to be very weak, 
have now continued to rise at a distinctly 
faster pace. 

The expansion of Community overall internal 
demand in money terms continued to slow 
town in the first quarter of 196 7 and appa
rently also in April-May. 

The trend of expenditure on gross fixed asset 
formation in particular was rather weak. There 
was a decline of actual expenditure (adjusted) 
on investment in construction, particularly 
residential construction. This applies to Ger
many and-to a less marked extent-to Bel-
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gium, although in these countries good weather 
contributed to a comparatively high level of 
building activity (and consequently of expen
diture). In France the signs of increused 
activity have not yet found strong confirmation 
-apart from publicly assisted hous·ing, w.bere 
the number of new building projects started 
rose sharply. Only in Italy is it possible that 
the-slow-recovery may have gathered sqme 
pace; in the Netherlands the still very ~h 
level ofactivity was solely due to good weatHer. 

If seasonal variations are left out of account, 
the trend of expenditure on industrial buildlPg, 
which on the whole had been relatively webk, 
has apparently not changed either. While in 



France the upswing is likely to have retained 
its strength and in Italy has probably actually 
gained momentum, the downward trend contin
ued in Germany. 

The trend in Germany accounted mainlly for 
the fact that public expenditure on building in 
the Commumty as a whole showed a tendency 
to ~slow down, for the brisk upswing continued 
in France and Belgium and there was a modest 
recovery in the Netherlands. 

Overall investment in plant and machinery too, 

probably tended to decline slighdy : the 
weakening propensity to invest, as observed 
in 1966 particularly in Germany and to a less 
pronounced extent in the Netherlands, had an 
impact on actual expenditure on capital goods 
which va:r:ied from country to country, but 
was appreciable. The decline in these coun
tries was probably not offset completely by the 
maintenance of a vigorous upswing in Italy 
and France. 

The trend of stock-building also contrib~ted; 
though probably to an already decreasing extent 
as spring advanced, to the slowdown of the 
growth of internal demand. Towards the end 
of the period under review, stocks of raw 
materials and semi-manufactures had probably 
already been run well down. Stocks of fwshed 
products evidendy did not continue to rise; 
owing to cuts in production in some member 
countries they may even have declined. In 
France and in Germany, special factors (parti
cularly the fear that tJhe transition to the 
added-value tax-in Germany- and its exten
sion to retail trad~in Fr:ance-would mean 
a higher tax burden on old stlock:s ) were for 
a time a strong added incentive to firms to 
keep stocks low. 

In the aggregate the expansion of expenditure 
on consumption too continued to lose momen
tum ~in the first quarter of 196 7. This does 
not however apply to public current expenditure 
which, if anything, rose more briskly t!han in 
the preceding months. But private consumers' 
expenditJure expanded in the fust quarter less 
strongly than before. The trend continued to 
vary widely from one member country to the 
other; it ranged from a distinct increase in 
Italy to a roughly stable S'iuuation in Germany. 
In France the growth of this demand com
ponent appews to have slowed down a little. 

Private consumers' expenditure in the Com
munity expanded at a more moderate pace 
than before because the upwar:d trend of the 
disposable income of households was relatively 
weak but probably also because the savings 
ratio increased a litde, presumably owing to 

the change in the labour situation. 

Except for France, mass incomes were to a 
great extent a reflection of the effects of 
changes in the total hours worked (numbers 
of persons in paid employment multiplied by 
average length of working week) - changes 
for the better in Italy and for the worse in 
the remaining member countries, where in 
some industries reductions of working hours 
had a great impact. But the expansion of 
hourly earnings also slowed down-appreciably 
in Germany, slighdy in Belgium and at least 
a Htrle, compared with the previous year, in 
the Netherlands. In Italy, on the otJher hand, 
expansion gathered a little momentum, and in 
France, the steady rise was maintained. 

Consumer reticence hit conSIUllner durables 
hardest. Though in 1lhe first quarter of 1967 
the total sales of passenger and estate cars in 
the Community were some 2 % higher than 
in the corresponding period of 1966, it must 
be kept in mind that at tlhat time ~sales bad 
been relatively low as a result of tax increases 
in the Benelux countries on 1 January 1966 
and of anticipatory pre4lax buying. Purchases 
of motor cars nevertheless appear to have 
picked up quite appreciably in the COUI!Se of 
spring. In addition the 'impression prevails 
that in t'he past few months a higher proportion 
of consumers' purchasing power was accounted 
for in the services sector. 

2. Production 

As a result of the depressed trend of internal 
final demand-partirularly in the Held of gross 
fixed as~set formation-and as ,a result of efforts 
to out back ~stocks, Community supply expanded 
only slightly in the early months of the year. 

Industrial production to all intents and pUll"ppSes 
made no further progress. The index of the 
Statistical Office of the European Communities, 
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adjusted for seasonal and fortuitous variations 
(excluding construction, food, beverages and 
tobacco) showed that from the fourth quarter 
of 1966 to the first quarter of 1967 the trend 
was no longer pointing upwards. The '11t1ad
justed index was no more than 1 % ahead of 
the figure for the first quarter of 1966. Allow
ance must, however, be made for the fact 
that in 1967 Easter fell in the first quarter, 
which depressed the index a litcle because, 
though adjusted for the number of working 
days in any given period, the index cannot of 
course allow for extra holidays taken or works 
closures on the occasion of the Easter break. 

Owing to the decline of effective demand, 
particularly for residential construction, in the 
Community as a whole, the volume of value 
added by the building and construction industry 
probably actually fell short of the level of a 
year earlier. In the food, beverages and tobacco 
industries, on the other hand, expansion seems 
to have been maintained. 

As regards the trend of industrial production 
in .the individual countries, there was a further 
downturn of aotivity in Germany; it was not 
before spring that conditions began to stabilize 
in this country. In France the upswing slowed 
down distincdy and the same applies-though 
to a less marked extent-to the Netherlands. 
In Belgium, on the other hand, the trend con
tinued to point-though not steeply-upward, 
and in Luxembourg the slight recovery was 
confirmed. ln Italy mdustrial production con
tmued to expand vigorously-the pace being 
perhaps even a litde faster. 

In the minffig industry, coal output in the first 
quarter was some 10 % lower than a year 
previously. The situation in the iron and steel 
industry, on the other hand, improved under 
the influence of increased demand from non
member countries and a rise-though pardy due 
to special factors ( for instance anticipation of 
rising prices as a result of the setting up of 
sales syndicates in Germany) in Community 
orders. Seasonally adjusted, the growth of pro
duction in the chemical 'industry appears to 
have remained relatively appreciable, at least in 
the early months of the year. 

In :t:he capital goods industry it is true that 
expansion in France and especially in Italy con-
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tinued; in Germany and-less generally-in the 
Benelux countries, however, output was still 
declining in the first quarter. In the aggregl:tte, 
production of commercial vehicles and oon
electrical machines, particularly textile machin
ery and equipment for the building and ~
struction industry, came under the heavilist 
pressure, while production of equipment by the 
electrical engineering industry remained fa:idy 
brisk. 

Of the consumer goods industries it was the 
electrical engineering ·industry which came to 

feel the influence of the weak trend of demand 
for some consumer durables. In the textile 
industry too and-for a time--J.in the motor 
industry, aggregate production showed a distinct 
downward trend. In the first quarter production 
of passenger and estate cars was 8 % below 
the level of the corresponding period of the 
previous year. 

In the services sector expansion is Hkely to have 
continued, though at a somewhat slower pace. 
With the relatively good weather, agricultUral 
production expanded in line with the long-tetm 
growth trend, if not faster. 

In spite of a further 'increase in the numbers 
employed. in the services sector, 'the seasoruf!lly 
adjusted trend of the total numbe!'s in paid 
employment in the Community continued to 
drift downward-for a time perhaps even 
somewhat faster. In industry, including build
ing, the numbers employed declined fairly 
generally; only in ltaly did the numbers ·in paid 
employment ,in industry expand again (in the 
building sector possibly at a faster pace than 
before). In view of the temporary shut-downs 
and the reduction of working hours in a fairly 
large number of firms ·in Germany and in the 
Benelux countries, the number of hours worked 
in 'industry in the Community as a whole is 
likely to have fallen somewhat more disti.ru)tly 
than the numbers in pa:id employment. 

Ma:inly as a result of the ·trend in numbers 
employed, but also because of other factors
particularly the fairly appreciable expansion, of 
the labour force in some countries-the seasonal 
decline of the numbers of unemployed was, well 
into spring, less marked than in the preceding 
years. The tendency fort unemployment to ltise 
has therefore continued. In France, seasonQ]ly 



adjusted unemployment seems to have gone up 
slightly, judging from the changes in the figure 
for those seeking employment. The same applies 
to Belgium, particularly as far as the metal
using industries are concerned. In Germany, 
where the rise in the number of unemployed 
has been fa.Wly vigorOUJs since the end of sum
mer, there are, however, signs that the upward 
trend is beginning to level off, and in the 
Netherlands the pace of growth has defirritely 
stopped gathering momentum, and may even 
have slowed down. In Italy the number of 
unemployed continued to decline----though 
probably somewhat more slowly-despite the 
return of an appreciable number of workers 
who had been temporarily employed abroad; 
this ·trend is probably mainly due to the upswing 
in the building secror and to the reversion to 
normal working hours in industry, now almost 
universal. 

3. The balance of the markets 

Imports of goods and services from non-member 
countries remained high in the ·first quarter. The 
value of visible imports as shown in the sea
sonally adjusted customs returns actually de
dined a little-by some 2 %-from the fourth 
quarter of 1966 to the fivst quarter of 1967. In 
the first quarter it was 1Jherefore slightly lower 
than a year earlier. It must, however, be borne 
in mind that the number of days worked in 
the first quarter of 1967 was lower than in the 
first quarter of 1966 because this year Easter 
fell ·in the first quarter. 

The slowdown was in the main a reflection of 
the weak business trend ·in some member coun
tries-particularly of the decline in demand in 
respect of investment in some categories of 
stocks. Purchases by Germany stopped declining 
at the end of 1966 but continued to fall in the 
first three months of 1967. As before, imports 
into the Benelux countries suffered from the 
inhibiting influence of slow economic growth 
in these countries. In addition, in France, where 
growth has been slowing down a little, the 
expansion of imports from non-member coun
tries also seems to have lost a little momentum. 
Even imports into Italy were expanding con
siderably less than before, though this was 
probably only a temporary lull. 

The slowdown of demand in the Community 
hit imports from industrial countries hardest; 
in the first quarter ·they were actually a little 
lower than a year previously. Purchases by the 
United States ·in particular fell below the level 
-admittedly unusually high at that time-of 
the corresponding period in the previous year. 
Exports by the EFTA countries to the Com
munity too declined slightly. By contrast, im
ports from the developing countries continued 
to rise-undoubtedly as a result of the persistent 
brisk demand for some tropical agricultural 
products. 

Visible trade between the member countries 
expanded only slightly, at least until. spring. In 
the first quarter its value was 7 % higher than 
a year earlier. This is, however, still a more 
favourable trend than that of imports from 
outside the Community. 

The slowdown of the tendency for ·internal 
trade to expand is in part due ro a decline from 
the ~ourth quarter of 1966 to the first quarter 
of 1967 of purchases by Germany: their 
downward trend does, however, ·appear ro have 
come to a halt again by spring. In the Nether
lands and in the Belgo-Luxembourg Economic 
Union, the slowdown of demand also led <to a 
distinct slowdown in the rate at which the 
purchases of these countries from the other 
Community countries were expanding. Lastly, 
French imports-which were 'soaring some 
months ago--also appear to have been expand
ing now at a slower pace under the influence 
of a business trend which here too has been 
somewhat sluggish for several months. Only 
demand from Italy maintained its brisk growth; 
the purchases by this country in the rest of the 
Community in the first quarter of 196 7 were 
nearly 30 % ·higher than a year earlier. 

As for intra-Community expovts-the counter
part of intra-Community imports-French sales 
to the other five actually showed a downward 
trend, despite the continued expansion of trade 
between France and Italy, in consequence of 
the weak trend of imports into Germany but 
also as a result of the slowdown of purchases 
by 'the Benelux countries. The slackening of 
demand hom the Benelux countries was also 
a key factor helping to check the rise in exports 
by Germany. Sales by the Benelux countries, 
on the other hand, showed a somewhat more 
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Visible imports from non-member countries 

(Values and% change on preceding year) 

1966 
I 

1966 1967 I 
I 
I 

Imports from 
I 

1st 2nd 3rd 4th 1st 
million 

% u.a.1 quar- quar- quar- quar- quar-
ter ter ter ter ter 

I ' 
I 1-All non-member countries 30 735 + 7.5 + 13.5 + 8.5 + 6 + 3 1 

of which: 
I I 

Industrial countries 2 17 315 + 5 + 15 + 7 + 4.5 + 1.5 - 3.5 

including: 

United States 6 021 + 6 + 20 + 2 + 4 - 0.5 - 5.5 

EFTA :total 7 242 + 5 + 9 + 7 + 4 + 1 - 2.5 

United Kingdom 2 782 + 7.5 + 9.5 + 5 + 5 + 7 - 0.5 

Developing countries 3 11 312 + 7 + 10 + 9 + 6.5 + 4 + 1.5 

including: 

Associated overseas countries and terri-
tories 2 282 + 11.5 + 9 + 12.5 + 18.5 + 6.5 + 3.5 

Central and South America 2 731 + 4.5 + 4.5 + 7.5 0 + 6 + 1.5 

Others 4 2107 + 16 + 24.5 + 21.5 +11 + 7.5 + 4 

Source : Statistical Office of the European Communities. 

1 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate. 
s Class 1 of the Standard Country Classification for Foreign Trade Statistics of EEC countries. 
3 Class 2 ibid. 
4 Class 3 ibid. and other sources. 

lively growth than before as a result of a 
fairly rapid increase in deliveries to France 
and Italy. Seasonally adjusted, exports by 
Italy increased from the last quarter of 1966 
to the first quarter of 1967 .at at least the same 
speed as from the third to the fOU1'th quarter 
of 1966. 

The intra-Gommunity import and export trend 
led to a deterioration ,in the French and Italian 
trade accounts with the other member countries. 

The tendency for Germany's intra-Gommunity 
export surplus to rise nevertheless did not 
persist; the balances of the Netherlands and of 
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the Belgo-Luxembourg Economic Union im
proved--'that of the B.L.E.U. considerably. 

In the fivst quarter the level of prices in the 
Gommunity continued to go up, though at 'a 
slower pace; this was to a decreasing extent 
due to factors inherent in the economic ttctnd 
itself, save perhaps in Italy. At any rate, prices 
were forced up not only by previous but also 
by current cost increases; in .this connection 
special mention must also be made of the 
increases in certain indirect taxes in the period 
under review, of increases ~in public service 
charges and of upward revisions of rents. On 
the other hand, there was the inhibiting ef:6ect 



of reduced pdces of imported raw materials and 
semi-manufactures and in most member coun
tries also of the fact that the level of vegetable 
and fruit prices was appreciably lower than at 
the same time in 1966, mainly as a result of 
better harvests in the preceding year and of 
favourable weather in 1967 up to 1lhe time of 
writing. Belgium was the only country where 
the cost of living rose distinctly, potato prices 
having registered an •increase. 

As for the price trend geared essentia:lly to the 
economic trend itself, in Germany there were 
distinct signs of a stabilization of prices which, 
though being in the main a result of the slow
down of overall demand in money terms, was 
at the same time already pardy due to an 
appreciable slowdown in the pace at which 
labour costs were rising. In the remaining Com
munity countries the level of prices, particularly 
of consumer prices, continued to rise more 
distinctly. In Belgium and pa:l'tieuila:rly in the 
Netherlands the upward thrust of costs-still 
appreciable-was an obstacle to any moderation 
of the increase in prices. In Italy t!he tendency 
for prices to increase which was still observed 
towards the end of 1966 has levelled off again. 
Here, it was probably only in the services sector 
that wage costs per unit of output exerted an 
upward pressure on prices; at any rate, charges 
for services have continued to rise vigorously. 
With charges for services going up relatively 
steeply in France, the level of prices continued 
to rise there at the same (fairly moderate) pace. 

In April the national indices indicating most 
closely the level of consumer prices had risen 
3.0% in Italy (consumer prices) 2.6% in 
France (consumer prices) and in Belgium (retail 
prices), 2.3 % in the Netherlands (cost of 
living) , 1. 7 % in Luxembourg ( cost of living) , 
and 1.6 % and Germany (cost of living) above 
the corresponding figure for 1966. 

Owing to the trend of exports on rthe one hand 
and of imports on the other, the Community's 
balance of visible trade with non-member coun
tries in the first quarter of 1967 closed with a 
slight surplus, which means an improvement 
of a good 800 million u.a. compared with the 
balance of the corresponding period of the pre
vious year. The latest development represents 
a further improvement in the upward trend 
from the fourth quru-ter of 1966 to the first 
quarter of 1967. Although no information is 

yet available on the trend of the balance of 
services transactions, the balance of investment 
income and the balance of unrequited trans
actions, it can be assumed that the surplus on 
the overall current acc:rnmt has again gone up 
slightly. 

Information so far available on capital move
ments, on the other hand, suggests that these 
transactions have probably had a compensating 
effect on the Community's ovemll balance of 
payments. At any rate, ·the gross gold and 
foreign exchange reserves of the monetary 
authorities in the member countries actually 
declined by some 130 million u.a. from the end 
of December 1966 to the end of April1967. At 
the same time, however, the seasonal improve
ment in the net foreign exchange position of 
the commercial banks appears to have been 
somewhat stronger than ·is usual following end
of-year settlements. 

In the aggregate, then, transactions with abroad 
contributed only little to ~the expansion of in
ternal liquidity in ·the Community, with the 
trend again differing widely from one member 
country to another. While m Germany the per
sistent surpluses continued to heLp 'increase 
liquidity and in the Belgo-Luxembourg Eco
nomic Union the balance of payments had for 
the first time since summer 1966 again moved 
into surplus and had increased domestic liquid
ity, the trend of the balance of payments in 
France did not stimulate expansion, and in 
Italy and in t!he Netherlands had restrictive 
effects. In Italy this was again attributable to 
outflows of capital which were probably caused 
not only by higher interest levels in other coun
tries but also by fiscal measures taken-and 
rumouts as to others which might follow-in 
Italy in the field of investment income. 

In most member countries the cash operations 
by the public authorities also led to an increase 
in domestic liquidity. This ~applies ·in particular 
to Germany, where the cash deficits of the 
public authorities increased considerably-were 
it only because tax receipts lagged far behind 
estimates; ·these deficits were to a considetable 
e~tent financed by short-term borrowing. The 
situation with regard to the central government 
budget was similar in the Netbevlands. In Italy 
and in Belgium, on the other hand, Treasury 
transactions reduced domestic liquidity in the 
first quarter, with seasonal influences as a con-
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tributing factor. In France the cash deficit of 
public authorities at :the beginning of :the year 
was appreciably higher than a year earlier. 

The slack demand for credit was-in most 
member countries-the main determinant of the 
trend of bank advances to business and private 
customers. At any rare, in the countries where 
economic activity is relatively weak :the mone
tary authorities have eased credit conditions very 
appreciably, but so far demand for credit has 
failed to react to any marked ertent. While in 
the Benelux countries the expansion of bank 
advances slowed down, in Germany short- and 
medium-term credit to private customers in 
the first quarter actually tended to contract a 
little in absolute terms. In France, on :the other 
hand, bank advances to business and private 
customers continued to rise, and ·in I·taly the 
seasonal decline of these cred.its at the begin
ning of the year was distinctly weaker than a 
year previously. 

Interest rates on the money markets continued 
to tend downward or at least (in France and 
Italy) ceased rising. This trend was supported 
by Bank rate cuts in Germany, Belgium and-
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to a lesser e~tent-in the Netherlands. On tlhe 
bond markets too inrerest rates fell again in 
Germany and in the Netherlands, while 1in 
general they showed little change in Belgium, 
Italy and France. In Italy, however, intel'¢st 
rates rose sharply for a time in April, because 
it was feared-mistakenly-that rules similar 
to those already in force on the taxation of 
dividend income might be •introduced. 

On the share markets the factors mentioned !in 
the last Quarterly Survey remained important 
in Germany and in the Benelux countries, partic
ularly the rise in bank liquidity and the liquid
ity of the economy as a whohe, increased 
saving and perhaps also what is again 1a some
what more optimistic assessment of the outlook 
for business trends and profits. In these four 
countries share prices therefore continued to 
recover. In Italy, however, the reintroducciGn 
of heavier taxation on dividends has contributed 
substantially to an acceleration of the decline of 
share prices observed s·ince autumn 1966. 
Following these special fluctuations share prices 
now appear fi:rmer, though the general level is 
lower. Only in France did the slight decline of 
share prices continue into the second quartet. 
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B. Outlook 

Until the end of 1967, the economies in the 
Community are, on ·the whole, likely to develop 
along the lines suggested in the last Quarterly 
Survey, with the growth of internal demand 
probably tending to pick up s1ightly compared 
with the weak trend in the first half of the 
year. 

The expansion of external demand (i.e. goods 
and services actually exported to non-member 
countries) must certainly be expected to slow 
down somewhat for another few months. The 
relative weakness of demand for imports in the 
United States stands out as a major inhibiting 
factor. In this country the expansrion of gross 
fixed asset formation, which is of particular 
importance for Community exports, may con
tinue to lose momentum for some time yet. The 
McGraw-Hill investment survey of March-April 
detected no response to the announced reintro
duction of specific tax alleviations and to the 
continued easing of credit policy; if anything, 
it sugges·ted a further decline of the propensity 
to invest since winter. 

Nevertheless, economic expansion in the United 
States may well pick up a Httle in the second 
half of the year - there are already signs of 
an incipient recovery. 'fhe wage increases 
granted in 196 7 together with other increases 
"in the pipeline" (which in the aggregate 
might well be quite substantJial) and a certain 
improvement in social benefits will probably 
help the expansion of private consumption to 
pick up again. In addition, in residential con
struction the stimulating .effect of easier finance 
terms (among other factors) appears to be 
confirmed. Stock-building too may gradually 
begin contributing to the growth of production 
and imports. Lastly, expenditure by the public 
authorities will certainly continue to support 
expansion appreciably, although the new budget 
provides for a slower increase. 

As this report goes to press it is s.tJill not known 
whether the increase in direct taxes (of 6 % 
from the middle of 196 7) proposed by the 

President will be implemented. In view of the 
strong expansionary contribution which the 
Federal budget for the period from July 1967 
to June 1968 will probably make, the measure 
may, after all, be adopted~though probably 
with effect only from 1 January 1968 (and 
poss1ibly with a higher rate). 

In the circumstances it may be realistic to expect 
that in the second half of the year the United 
States will witness an economic expansion which 
might bring the growth of the real gross na
tional product from 1966 to 196 7, i.e. for 
the full year, to a little under 3.5 %. 

In the United ~ingdom the decline of economic 
activity appears to have come to a halt in the 
meantime, as already pointed out above; there 
may be ·a gradual recovery as the year advances. 
One pointer in this direction is the £act that 
the investment incentives which became oper
ative during the past half year have obviously 
strengthened a little the propensity to invest, 
witness the rise in the number of permits issued 
for new industrial building projects. The relaxa
tion-though only limited-of incomes policy 
to be expected will somewhat widen the scope 
for wage increases from the summer of 1967 
onwards and will consequently promote an 
expansion of private consumers' expenditure, 
although the easy situation on the labour mar
ket which is likely to continue will set rather 
narrow limits to any increase in the wages and 
salaries bill. Lastly, public current expenditure 
must be mentioned as a parllicularly expansion
ary demand component; under the new budget 
it will increase substantially compared with the 
fiscal year ending ·in March. 

Despite the resumed acceleration of domestic 
demand in money terms thus expected as the 
year advances, the real gross national product of 
the United Kingdom, calculated for the full 
year, is unlikely to exceed the 1966 figure by 
more than 1 %. The year-to-year expansion of 
imports will also undoubtedly still remain 
relatively small. 
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At the moment there is no reason for any 
notable modification of the forecasts made so 
far of the economic trend in the remaining 
industrial countries outside the Community. 
This applies ·in particular, despite a tightening 
of restrictive measures of credit and tax policy 
in Scandinavia, to all the continental EFTA 
countries. It 'is therefore sciil within the range 
of possibility that these countries' imports
including those from the Community-will 
increase somewhat faster than in the previous 
year. 

The high level of their currency reserves may 
enable the developing countries to maintain 
their fairly expansionary import policy for the 
time being, ·although the trend of their export 
proceeds will probably remain rather weak 
until after the middle of 196 7 in view of the 
somewhat cautious demand for raw materials 
by the industrial countries and as a result of 
the consequent weakness of raw material pri
ces on the world markets. 

As regards internal demand in the Community, 
there are ·some signs that gross fixed asset 
formation will pick up in the second half of 
the year. Investment in the form of building 
may even pick up quite distinctly. In Italy, it 
can be expected that industrial and public build
ing activity will expand more vigorously and 
that resident'ial construction will recover at a 
faster pace. In France too the recovery of resid
ential construction will probably prove firmer 
than in the past, and in the remaining branches 
of the building ·industry growth can be expected 
to continue. It is, moreover, probable that in 
Germany-particularly as a result of the addi
tional investment budget-public ·investment 
expenditure-especially on building-will rise 
again; expenditure on industrial and residential 
construction, on the other hand, is likely to 
remain rather depressed. In the Netherlands, 
the campaign ·against regional unemployment by 
the granting of public building and works 
contracts and the measures desd.gned to support 
publicly-assisted housing will undoubtedly 
ensure that investment in building and con
struction continues at least at a relatively high 
level. In Belgium, building activity can probably 
be expected to gather additional momentum, 
mainly as a result of the continued brisk up-
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swing of public building and contracting work, 
despite the weaker increase in private invest
ment in industrial building and the cautious 
trend of housing starts in the early months of 
1967. 

All in all, expenditure on plant and machinery 
is also likely to improve ·in the Community, 
were it only because the ·trend of this demand 
component i:n Germany will probably cease to 
weigh down the average: in this country the 
decline of the propensity to invest may come 
to a halt and give way to somewhat more 
favourable tendencies-under the influence of 
cyclical forces, of pressure of competition and 
pressures to rationalize, of economic policy meas
ures, of the appreciable increase in the liquidity 
of the economy and of the banking system, of 
the greater efficiency of the capital markets (in 
the widest sense of the term) and of consider
ably reduced intevest rates. All the same, actual 
e~nditure on investment can probably not be 
expected to rise again very appreciably before 
the end of 196 7. In France, managements will 
probably implement their-expansive---<invest
ment plans at much the same tempo as in the 
past, and in Italy expenditure on plant and 
machinery may even rise at a faster pace-at 
least to judge from the results of the EEC 
Business Surveys. Only in the Benelux coun
tries will this type of capital spending by enter
prises tend upwards at a weaker vate (Belgium) 
or even coiJJtinue to decline (Netherlands, 
Luxembourg). 

The trend of stockbuilding may well on balance 
stimulate production and imports. This applies 
in the first place to manufacturers' and dealetiS' 
s~ocks of finished goods, now that the remain
ing stocks build up involuntarily have been run 
down as a result of the current adjustment of 
production and the recovery of demand. Here, 
another factor is the disappearance of uncer
tainty as to the taxation of old stocks once the 
value-added tax is introduced in Germany and 
is extended to retail trade in France. Secondly, 
improved prodocuion expectations and the more 
favourable development of production itself 
suggest that there will also be a renewed expan
sion-at a steadily growing rate--of stocks of 
raw materials and semi-manufactures. Predic
tions as to future stock trends are always of a 



very approximate nature, especially as far as 
the timing and the extent of the change in 
trend are concerned; but the mere fact that 
firms will have stopped cuttling down stocks 
will by itself mean that the economy wiil be 
stimulated vigorously. 

Judg1ng from the budget estimates for 1967 and 
from the way budgetary expenditure has been 
handled so far, public current expenditu11e on 
goods and services will undoubtedly continue 
to rise briskly. And it is unlikely that in the 
months ahead the expansion of private consu
mers' expenditure will again tend to slow down: 
it must be expected that the current pace of 
growth may even become slightly faster, partic
ularly as there seems to be no general prospect 
that the propensity to save will rise once again. 

The disposable income of households will con
tinue to rise 'in France and in Italy, probably 
stimulated-particularly in Italy-by the vigo
rous expansion of employment as well as by 
other factovs. Moreover, the rise in hourly wage 
rates in both countries will hardly be smaller 
than in the first quarter of 196 7. It is also a 
safe assumption that in the two countries in
come from entrepreneurship and property will 
go up at an appreciable speed. In Germany, the 
rise in hourly earnings can hardly be expected 
to lose further momentum; employment too will 
probably show a less unfavou1'able trend than 
in the early months of 196 7. In the Benelux 
countries, the trend of incomes may remain 
rather expansionary, despite inhibiting after
effects of the slowdown of economic activity in 
the £irst half of the year. In Belgium, the 
sliding wage-scale must be expected to come 
into opemtion again-as h recently did in 
important industries-since prices are still 
rising appreciably, and in the Netherlands the 
slowdown of wage expansion will be less 
marked for disposable incomes tlhan gross in
comes, when the second stage of the income 
tax cut becomes operatJive in the middle of 
196 7. Lastly, allowance must be made for the 
fact that transfer incomes 'in all member coun
tries will continue to rise---"in some cases even 
faster than previously. 

In view of the expected strengthening of over
all demand, the growth of Community supply 

will. in all probability again gather some momen
tum in the course of ~the second half of 196 7. 

Industrial production in particular can be ex
pected to pick up somewhat. In Germany a 
recovery growing in strength in not to be 
ruled out, and in France and the Belgo-Luxem
bourg Economic Union expansion wiil probably 
gather some speed. In Italy, production is 
likely to go on growing fast. It can be also 
assumed that in the Community as a whole 
building ac1:ivity will show a relatively appre
ciable rise. 

The recovery of internal production expected to 

occur in the second half of the year should be 
achieved primarily by advances of productivity. 
In the circumstances the numbers in paid em
ployment in the Community as a whole wiM 
certainly rise only marginally, and th1s appears 
to rule out a tendency for the number of un
employed to decline in the second half of the 
year. But unemployment will probably no longer 
rise at anything mme than a declining tempo 
and may even stop rising altogether towards the 
end of the year. One pointer in this direction 
is that in Germany the expected upswing in 
coming months and its psychological effects will 
discourage firms from laying off workers. In 
France-where it is mainly attributable to a 
rise ,in the worbng populatJion ~and to struc
tural factors-and ~in the Belgo-Luxembourg 
Economic Union, the upwa11d trend of the 
number of unemployed should at least gather 
momentum. In addition, with expansion in 
Italy spreading to the whole of the economy 
(now also increasingly t!o the building industry), 
unemployment in this country may even be 
expected to fall faster, particularly as the 
influence of slack economic activity in some 
member countries on the migratJion of workers 
within the Community will decline. Only 1in the 
Netherlands, where reg:ionail structural d:ilii.cul
ties are becoming ·increasingly evident, may 
unemployment still be expected to increase 
appreciably-though ~lso more slowly. 

The acceleration of the vise in internal demand 
in the Commru:ni.ty is likely ~to result in a change 
in the trend of imports from non-member 
countries which would be rather pronounced 
if the change 'in the economic climate led to a 
substantial replenishment of stocks of raw 
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Demand for and supply of goods and services 

19641 1965 1 1966 2 I 1967 3 

I 

At 
current % change on preceding year 5 

prices 
in '000 
million 

u.a. 4 Volume Value Volume Value Volume 

Gross fixed asset formation 65.6 + 3.5 + 5.9 + 3 + 6 + 0.5 

Public current expenditure on goods and services 39.7 + 4.4 + 10.1 + 2.5 + 8 + 4.5 

Private consumers' expenditure 169.1 + 4.2 + 7.7 + 4 + 8 + 3.5 

Gross Community product 279.2 + 4.1 + 7.7 + 4 + 7.5 + 3.5 

Balance exports 6 less imports 6 (at current prices, 
in '000 million units of account) + 1.4 + 2.8 + 3.5 + 4.5 

1 Source: Statistical Office of the European Communities: national accounts from 1955 to 1965. 
2 Commission estimates. 
3 Commission forecasts. 
4 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate. 
6 Community aggregates based on official exchange rate. 
6 Goods, services and factor income. 

Note: 

a) The difference between the figures for demand and those for supply is accounted for by movements in stocks. 
b) The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quar
terly Surveys. They have been discussed with the experts of the member countries but are established and published 
on the sole responsibility of the Commission. 

materials and semi-finished products. As this 
factor is very difficult to assess, ·it is impossible 
at the moment to tell whether the rate of expan
sion of imports as compared with that of exports 
will mean a deterioration in the Community's 
balance of trade. However, the current ~impro
vement must at least be expected to diminish; 
consequently the Community's surplus on our
rent account will probably improve more •slowly. 

Price trend will probably settle further in the 
second half of 1967. In Germany, it is unlikely 
that the upward price trend will continue, while 
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in Belgium .and Luxembourg they should rise 
more slowly. In France prices are likely to go on 
rising at a relatively moderate tempo. In the 
Netherlands, however, further cost increases 
and special faotors (·increases in rents and in 
excise duties from 1 July) will,aga:in force up 
the price level, and in Italy prices must be 
expected to increase at a slightly faster rate. 

The economic trend discernible in the Commu
nity so far this year and the prospects ouclined 
above do not call for any very •substantial 
modification of the forecasts given :in the last 



Quarterly Survey for the trend of the gross 
Community product for the full year of 196 7 
as compared with 1966. The fact that in the 
first half of the year the trend may have been 
somewhat more sluggish than expected merely 
suggests that the probable growth rate will now 
be near the lower limit of the predicted mnge 
of 3.5 to 4 %. 

According to established practice the Com
miss,ion in this second Quarrterly Survey of the 
annual series submits a first outline of the 
development of the economy in the following 
year as it is considered likely at present on 
certain assumptions. It must be emphasized that 
it 1is parrticularly difficult and hazardous to make 
forecasts for 1968. For one thing, the world 
economic trend must depend in part on un
foreseeable political situations (war ~in Vietnam, 
Middle East crisis). Another factor--concerning 
the United States economy----'is the nncertainty 
surrounding the implementation of economic 
po1icy measures already announced there and 
the subsequent economic trend : what with 
political developments and official action to 

adjust the economy, the trend in this country 
is no longer following the customary cycle. But 
the future business trend within the Commu
nity is also unusually difficult to predict. 

At a time when business in Germany 'is very 
sluggish and there :is no way of foreseeing what 
w±11 be the effects of short-term economic 
policy and of the cyclical forces making for an 
automatic recovery, any forecast as to the extent 
of a new economic upswing :in Germany and 
i'ts repercussions on the other member countries 
cannot be more than ~approximate. 

There is however little doobt that economic 
expansion in the Community will pick up quite 
disvinctly in 1968. 

One element ',in supporrt of this trend-though 
not the major one-will be demand from 
abroad, vhe year-to-year growth of which is 
expected to be faster. Demand 'in the United 
States ~in particular may expand somewhat more 
rapidly and may force up imports by this 
country more sharply than from 1966 ro 1967. 

If no solution is found to the conflict [n Viet
nam, public current expenditure will. again make 
a heavy contribution to activity. If the opposite 
were the case, budget policy will. probably be 
implemented sufficiently strongly in support of 
business trends at least to ensure ~that Hscru 
policy does not inhibit the economy. But private 
consumers' expenditure too is likely ro expand 
distinctly (even in case of an income tax in
crease) , the main factor here being appreciable 
wage increases. The accompanying improvement 
of the sales prospects and of the price situation 
may have a somewhat greater influence on the 
investment decisions of managements than the 
pres,sure of costs. Lastly, the stockbuilding cycle 
should again enter an expansionary phase in 
the course of 1968 at the latest, and the re
covery of residential construction will in all 
probability continue at a faster pace. 

Economic developments in the United Kingdom 
will to a great extent depend on whether the 
policy of economic restraint is eased further. 
As the short-term development of the British 
balance of payments suggests--even against the 
background of outstanding debt----'that main
tenance of the selective and on the whole 
moderate relaxation of the checks on expansion 
will not do any harm, the recovery of private 
domestic demand-as yet ~still very reluctant
may be expected to gather some momentum. 

Together with government expenditure, which 
will probably continue to rise vigoroosly, ~and 
a rather appreciable increase in e~ports, this 
may lead to a 'S'light acceleratJion of the rise in 
the national product and in imports. 

In the EFT A countries activity is expected to 
increase in 1967, but in most of them this is 
likely once again to reveal numerous bottle
necks in production capacity. Th1s would im
pede economic growth in real terms in these 
countries in 1968 but would :if ~anything again 
S'tl'engthen demand for ~imports-unless radical 
anti-inflationary measures were taken. 

Experience gained so far, on the other hand, 
suggests that the developing countries will in 
the foreseeable future react to the current 
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weakness of their export proceeds with a degree 
of import resistance, though by that time a 
growing number of industrial countries may 
again have started to step up their demand for 
raw materials and semi-manufactures (notably 
in view of the relatively low level of their 
stocks). 

The major impulses for the upswing~in excess 
of the expected slight recovery in the second 
half of 1967~in the Community in 1968 are, 
however, likely to come from the trend of 
internal demand. There is much evidence point
ing to this conclusion. 

Factors encouraging capital spending by enter
prises include the tendency for costs to stabilize, 
the easing of the situation on the capital mar
kets with reduced interest rates, the labour 
shortage persisting in ·the medium term and the 
prospects of fairly favourable economic develop
ment for the longer term. These factors may 
well lead to an increase in the propensity to 
invest quite apart from any official measures 
aimed at stimulating growth. Added to this, 
there are, however, the effects of the measures 
already taken to encourage investment, some of 
which wiU certainly be given still broader scope 
and whose period of validity is in any case 
likely to be extended. 

As regards residential construction, it is prob
able that the recovery which the number of 
housing starts ·in most member countries 
suggests for the second half of 1967 will lead 
to an appreciable acceleration of actual expen
diture in the course of 1968. The downward 
movement in interest mtes, the availability of 
an appreciable volume of savings, the more 
flexible policy governing the granting of build
ing permits and the strengthening of public 
assistance measures will together constitute a 
strong incentive to residential construction. 

There can hardly be any doubt that public invest
ment will rise appreciably in 1968-although 
the structure of the budget will continue to 
provoke financing difficulties. What is certain 
is that a number of the additional public invest
ments decided upon in 1967 for reasons of 
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economic policy will be completed only in 1968. 
These are to be financed by loans. The reLaxed 
situation on the capital market wi:ll also faciH-
1late heavier borrowing. 

The recovery or acceleration of the expansion 
of private and public investment, together with 
a more saci:sfaotory trend of exports, will prob
ably also gradually lead to a higher level of 
employment; unemployment wU1l then tend to 
fall back. From that time onwards the wages 
and salaries bill may go up fairly appreciably, 
and there is no doubt that incomes other than 
from paid employment will, ·in th1s phase of the 
cycle, which will be marked by a vigorous rise 
in turnover, expand at least as vigorously. For 
this reason and also because the propensity to 
save, recently appreciably increased, will prob
ably revert to a normal level, private consumers' 
expenditure in the Community is likely to 
increase at a distinctly faster pace. 

In view of the uncertainty accompanying . any 
prediction of internal demand, it is extremely 
difficult to assess the probable trends of imports, 
of the trade balance and of current payments 
as a whole. None the less some deterioration is 
likely, as imports into the Community will 
probably grow faster than exports to non
member countries, were it only because firms 
are now expected to replenish depleted stocks. 

In the circumstances the Community product 
will probably grow at the "normal" rate of 
4.5 %, the typical rate for the 'sixties so far 
This rate is the mean value of a growth 
bracket which probably ranges from a lower 
limit of 4 % to an upper Hmit of 5 %. 

The rise of prices ·in the Community may in 
the aggregate slow down futther. llis applies 
to Germany and-to a less marked extent~to 
the Benelux countries, provided of course that 
policy to spur on economic activity is kept 
within certain limits. Experience shows that 
the phase of economic recovery of the type now 
expected, with its relatively strong advances in 
productivity up to the point of optimum utili
za>tion of production capacity, favours price 
stability. The after-effects of cost infl.ation and 
of the structural distortions of the official 



budgets will still be felt : ~they will take the 
form of rent increases, higher charges by public 
utility and transport firms, higher indirect vaxes 
and heavier contributions to old-,age-pension 
and health-insurance schemes, all factors which 

will force up the cost of living. In Italy and 
in France, where economic activity has for some 
time past again shown an expans[onary trend, 
the tendency for prices to rise may also gather 
a litt:le tempo. 
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C. Short-term economic policy 

Developments in ,the past few years, the analysis 
of the more recent economic trend, the outlook 
for the rest of the year and tentative forecasts 
for 1968 show that economic activity in the 
member countries has been or is passing through 
an almost classical cycle which may be sum
marized as follows : as a s~tart economic 
upswing, boom in investments by enterprises 
and public authorities; general excess of de
mand; demand-induced price increases; over
employment; as a result cost p'LIISh inflation 
which in hs turn, combined with the balance
of-payments deficits that have accrued in the 
meantime, the anti-inflationary measures taken
particularly in the field of monetary and credit 
policy-and the resulting excess stmin on the 
money and capital. markets, absorbs demand
pull inflation; persisting cost increases; cost
induced pvice increase (though smaller than the 
rise in costs) ; shrinking of the profits of enter
prises; deterioration of the current budgets; 
sales of consumer goods concinue to thttive, 
interest rates go on rising-till, fairly suddenly, 
the propensity to invest falls off on account of 
undue detevioration in profit expectations and 
because of the high cost and scattcity of ·loan 
capital for enterprises and, for very similar 
reasons, also ·to the public authorities; contrac
tion of investment; slowdown of economic 
expansion; easing of the employment situation 
and consequently slowdown of the increase in 
incomes of households; rise in the savings ratio; 
incipient moderation of the upward thrust of 
wages; slackening of the growth of consump
tion; the stronger the preceding inflation and 
the more unevenly balanced the weapons used 
to combat it, the more pronounced are the 
downward tendencies of industrial production 
and building and construction activity; 11ise in 
the number of unemployed beyond the mark 
compatible with full employment. Where eco
nomic policy requirements in the upswing phase 
and (at latest) ·in the cost-push phase have been 
neglected-i.e. for example, where counter
measures are introduced too late or with the 
wrong emphasis-this course of events ·is un
avoidable unless inflation is vo be allowed to 
set in again immediately. 

The cyclical "built-in" forces making for an 
automatic recovery already become operative, 
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however, in the downward trend of the cycle: 
eHmination of obsolete firms, relatively un
productive firms and firms ill-placed from a 
structural point of view; corrective adjustment 
of misdirected :investments made in the situa
tion of excess demand; improvement in workers' 
morale; slowdown of the rise in wage costs; 
increase in ·the mobility of the factors of pro
duction; formation of productiv]ty reserves; 
retu.rn of price stability; increasing caution of 
public authorities in their current spending, 
rationalization, retrenchment; rise in the liquid
ity of the economy and of the banks, downturn 
of interest rates, considerable improvement of 
the situation on the capital markets helped by 
the balance-of-payments surpluses common at 
this phase of the cycle, by a centval bank policy 
which, under these circumstances, may rapidly 
withdraw all restrictions ,and go over to an 
"easy money" policy, and lastly by the "built
in stabiHzer" effect of the de£icits (mainly 
financed at short term) on the major official 
budgets; stabilization of the propensity to 
invest and subsequently beginnings of a fretlh 
improvement prompted by the pressure of 
competition, the achievement of a rational 
combination of the factors of production and 
the prospect of stable costs and consequently 
higher profits should sales build up; renewed 
expansion of residential construction as soon 
as interest rates appear to have reached their 
lowest point; fresh increase in borrowing by 
enterprises and local authorities, particularly 
mun:icipalities; return to a normal savings ratio 
by households; beginning of the new upturn or 
of the new acceleration of ·total domestic de
mand; increase in the total number of houxs 
worked but for some time still no rise in the 
numbers employed; increased propensity to 
invest and of actual investment; finally also 
rise in employment, again substancial wage 
increases, accelerated expansion of consumptioo, 
decline of unemployment. 

This pattern has been observed in all the Com
munity countries, though with a certain time
lag from one member country to ·another~first 
in Italy, subsequently in France, then ·in Bel
gium, Germany, and finally in the Netherlands. 
Nor is it in all oases absolutely in line with 
the theoretical model-depending on whether-



as in France-it was subjected to anti-cyclical 
budget policy treatment early on, in the phase 
of inflation, or whether such measures were not 
taken or not applied with sufficient force (as 
in other Member States), and depending on 
the strength of the influence of the neigh
bouring Community countries, that is depending 
on the degree of interpenetration-necessarily 
higher for small countries. But :it can hardly be 
disputed that the main features of the cycle 
have been essentially the same in the individual 
member countries. 

Great importance attaches today firstly to the 
fact that the economically dominant part of the 
Community, particu:la.rrly Germany, is pas,sing 
through the phase of more or less marked 
weakness of economic activity; the restraining 
influences on the rest of the Community are 
therefore relatively strong-although it must be 
kept in mind that t:hese restraining effects do 
not only change the trend of overall demand 
in money terms, of prod'UICcion and of employ
ment, but also of prices and cost:s. 

Secondly, it is important to note that economic 
activity in the United Stares as well is at the 
moment passing through a phase of slow-down 
of expansion or even of stagnation-at the high 
level reached. If stagnation there were to 
continue, the contribution of trade with non
member countries to the economic expansion 
of the Community-a contribution which ,is 
scill expected although external demand has 
lost momentum-would be severely diminished. 

Thirdly, it is important for the present assess
ment of the economic situation that should the 
trend rise once again in Germany, it may well 
be that at that time-that is around 1968-
practically the whole of the Community will be 
in the rising phase of ~the cycle, though there 
will still be differing degrees of progress at this 
phase. This would be of some consequence for 
short-term economic policy in the Community, 
all the more so if at that time world economic 
activity, spurred on by the trend in rthe United 
States, were expanding once more. 

As regards the first point, it is obviously 
expedient that in weighting the aims of short-

term economic policy in <the Community, there 
should be a certain shift of emphasis in that 
now as much importance should be attached to 
the aim of economic growth as t:o the aim of 
stabilizing prices and cos·ts, which in the past 
few years has-quite justifiably-been given top 
pnonty. The significance thus attached to 
growth can however not apply to ,an member 
countries in absolutely the same way, less so 
for instance in Italy (where economic expansion 
is already fairly rapid) ,and in the Netherlands 
(where there is still a relatively vigorous up
ward thrust of cost and prices), yet more so in 
France ·and Belgium and above all, of course, in 
Germany. More stress on growth does not of 
course mean that the aim of price stability 
could be neglected-not even from a longer 
term angle. 

On several occasions it is pointed out in this 
report that in Germany the "built•in" cyclical 
forces making for an au:t:omatic recovery and 
the measures taken so far t:o support and 
encourage economic activity could well suffice 
by themselves t:o get the upswing under way 
again. It would therefore be wise to wait and 
see how the economic trend develops and what 
effects the measures have before any important 
new steps are taken. This does not rule out a 
further strengthening of the expans>ionary lines 
of monetary and credit policy, nor more vigor
ous action to encourage Lander and communes 
to step up their own investments. Limited 
interim arrangements 1in the tax field might also 
be used to combat the t:endency for firms to 
run down stocks (should this persist). But no 
decision should be taken to spend new large 
amounts of additional public money, financed by 
short-term borrowing, or to make tax cuts 
"financed" the same way) before the effect 
of current policies is discernible. Otherwise 
there would be the danger of "too much of a 
good thing"-that is that ,sooner or later new 
vigorous inflationary tendencies would emerge 
which then could hardly be combated in time. 

If it turned out, however, that contrary to 
expectations the economic trend was still point
ing downward in May-June and that the up
swing after the vacation period was much too 
weak, there should be no hesitation in starting 
a new campaign t:o stimulate economic activity. 
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The best policy would then again be additional 
public investment; in contrast to the ·last cam
paign, however, the main emphasis should .then 
be on the granting of loans for £inancing pur
poses to the regional and partiet.:nlarly to the 
local authorities. The Federal Government has 
already announced that it is preparing ·a second 
contingency budget-just in case. 

Similar considerations apply to Belgium, where 
the authorities should first wait untlil the effects 
of economic growth measures and regional con
version measures are discernible be£ore any new 
far-reaching measures are taken. The effects of 
German economic policy, which has an im
portant •impact on the Belgian economy, should 
also be taken into account. It may however 
be expedient to allocate the funds intended to 

be spent as investment incentives not mainly 
for new investments but to a large extend also 
fur investment in existing enterprises. 

Only in France may it be appropmate to take 
some additional action, beyond the measures 
already taken to modify government expenditure 
and to allow a certain tendency for the budget 
to accumulate a deficit. A suitable field would 
be residential construction, which has run into 
some difficulties in consequence of a switch to 
new financing methods. In July, in fact, certain 
measures were already adopted with this objec
tive in view. 

These suggestions do not, however, account for 
all problems in all the countries : in addition to 
measures to suport or revive the expansion of 
internal demand through the acceptance of the 
"built-in" stabilizer effect of the budgets and 
through programmes (financed •to varying ex
tents on the money markets) to promote invest
ment, measures should also be taken once again 
to improve the growth conditions. The autho
rities should, in other words, restore the 
revenue and expenditure pattern of budgets, 
which has strongly deteriorated in the past few 
years, to a sound state, and the need to improve 
the profit situation and the profit ouclook of 
enterprises should not be neglected. The main 
aims of such measures must be to check the 
expansion of public current expenditure (the 
bulk of which is consumption expenditure) and, 
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if absolutely necessary, to increase current re
ceipts ( at the expense of private consumption) 
-the objective being not only an absolute but 
also a relative new increase in public saving. 
With regard to enterprises, one ad.m of .incomes 
policy should to ensure that ·the slowdown of 
the rise in costs is adequate with prospects of 
lasting some time: but the opposite extreme
with a trend of wages and consequently of the 
purchasing power of the population too weak 
to sustain economic expansion-must also be 
avoided. 

Such a policy would also be in line with the 
recommendations of 22 December 1966 which 
the Council addressed to the Member States 
on the guidelines for short~term economic policy 
in the year 1967-not only in the interest of 
the stabilization of prices and unit costs but 
also with this very objective of longer-term 
economic growth. 

On these points, most Member States appear 
to have complied only parcly with •the Council 
recommendation so far. There have been consid
erable efforts, which include in Germany a 
cutback of the expansion of Federal Govenn
ment expenditure by ·some DM 3 500 million, 
in Luxembourg the decision tJo make a sm.U 
cut in current expenditure compared with the 
original budget for 196 7, in Belgium decisions 
( not yet defined in terms of figures ) concern
ing the curtailment of current expenditure 
( paTticularly with regard to education, health 
insurance and workers' old age and disability 
insurance) and in the Netherlands at least a 
firm intention tJo offset ·additional expenditw:e 
by cuts elsewhere. In France official policy has 
been started to reduce the deficits of the public 
transport and utility enterprises and of the 
social insurance institutions. 

But in Germany and in the Benelux countri~s 
such of these measures as are ·in fact bemg 
implemented are based on the balances of the 
current budgets as estimated fur 1967, whic:h 
even without the effects of the slowdown of 
economic activity were mostly considerably less 
favourable than those achieved in 1966. Also, 
there is still the danger-notably in the Nether
lands-that the present budget estimates _for 



current public expenditure may be exceeded. 
Many of the "structural" improvements in the 
balances of the budgets achieved so far are 
therefore far from absolute. An indi011tion of 
how inadequate the measures taken are is the 
tendency to budget once again for heavier 
defidts which (even assuming an improvement 
in the economic situation) was discernible in 
most member countries when discussions began 
on the 1968 budget. 

There is therefore an urgent need for further 
measur:es in Germany, ·in the Benelux countries 
but also in Italy; they couJ.d be carried out 
best as pal1t of a medium-term ·budget program
ming scheme, but should nevertheless not be 
made dependent on the feasibility of SIUCh a 
scheme. If the additional reorganization meas
ures mentioned before are not taken it must be 
anticipated in some member countries that the 
upswing e~ooted sooner or later may very soon 
again show a deflationary bias as ·a result of the 
iJl;sufficient accumulation of saVIings, and that 
the subsequent cost-push phase will once again 
impalir profits and official budgets (both ~al

ready structurally distorted) so that a really 
serious downturn of the economic trend would 
inevitably ensue. 

To prevent a reorganization drive of the type 
recommended from adversely affecting the pre
sent economic situation, care would, however, 
have to be taken to ensure that the improve
ment in the current budgets achieved was 
reflected in correspondingly increased capital 
spending. Inasmuch as it is considered necessary 
also to increase taxes, rates and contributions, 
these increases could perhaps be decided upon 
but be put into force only when economic 
activity is actually gathering momentum again. 

The more efficiently measures to give the budget 
a sound basis are applied or persued, the easier 
it will be to maintain monetary and credit policy 
along expansionary lines-<i.e. by the right 
policy mix-and the lower the interest level 
may be. 

As regards the second point, ( effects of the 
Ame1.1ican economic situation), many Americans 

-including Administvation and Federal Reserve 
experts and the economic advisers to the Presi
dent-believe that domestic demand in the 
United States wiH 'Pick up ·again :in the second 
haJ£ of the year. The key to the new trend will 
be the federaJ. deficit, due to rise very ·steeply 
even if no allowance is made for the present 
slowdown of the growth of tax revenue result
ing from the economic situation. The increase 
in direct taxation proposed by the President
so far no more than a propos'a:l-wouJ.d not 
redress the balance completely. Consequently 
economic actiwty in the United States is Likely 
to make a heavier contribution to world eco
nomic expansion-and consequently to expan
sion in the Community-than towards ·the end 
of 1966 and in the Hrst haM of 1967. 

Should it, however, not do so, 1lhe authorities 
should deploy short-term economic policy 
instruments so as to make the most of ~the 

additional margin which would then become 
available for the correspondingly faster expan
sion of internal demand. This would be appro
priate not only for reasons of economic growth 
but also with regard to internationaJ. balance
of-payments equilibrium. Such a relationship 
between the economic trends in the two areas 
would help to improve the US balance of 
payments, and the Community can easily cope 
wi1:h the corresponding deteriotation in irts own 
balance. All member countries should be pre
pared for such a contingency; they should work 
out corresponding short-term economic policy 
programmes, with arrangements for securing an 
adequate flow of finance, and they should keep 
these programmes up to date aH the time if 
they are not already doing so. If the need for 
sruch action became acute 1in hte autumn the 
application of these measures would have to be 
co-ordinated throughout the Community-that 
is they should, if possible, be based on a Council 
recommendation. 

It is, however, more probable that the economy 
of the United States will, ·in the course of the 
second half of 1967 and even more so in 1968, 
once again make a stronger contribution. At 
the same tJime it is possible ·that this period 
will also cover the point in time at which 
trends in practically the whole of the Commu
nity will be swinging upwards; this would then 
be the sitJuation referred to above as a third 
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consideration of importance ~at the present 
juncture. If the trends developed not only aiong 
parallel lines i~ the Community bUJt were also 
in phase with the trend in the United States, 
the tempo of the upswing could be accelerated 
appreciably; the "economic balancing act" due 
to the interaction of trends moving in opposite 
directions might then give way to a phase of 
cumulative growth. It is clear that tMs would 

.. 
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present both a danger and an opportunity: 
the danger of overheauing which might set in 
earLier than otherwise, but also the prospect 
that the co-ordination of short-term economic 
policies in the Community could be made can
siderably easier. The way 110 take advantage 
of this opportunity is to place short-term 
economic policy as far as pos,sible on ,a Com
munity basis . 
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Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and 
fortuitous variations (excluding construction, food, beverages and tobacco). 

Graph 2. Total gross reserves of gold and foreign exchange held by the monetary authorities of the Community 
countries at the end of each month. 

Graph 3. 

Graph 4. 

Three-month moving averages of the seasonally adjusted value of exports to non-member countries 
(fob) and imports from these countries (cif), as shown by customs returns. 
Three-month moving averages of the seasonally adjusted value of trade between EEC countries, as 
shown by customs returns for imports. 
u.a. : one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate. 
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TABLE 1: Basic data (1965) 

Total area ('000 sq. km.) 

Total population ('000) 

Density of population per sq. km. 

Numbers in employment ('000) 

Numbers in employment, breakdown by main sector(%) 

- Agriculture 

-Industry 

-Services 

TABLE 2 : Key indicators 

% change by volume 
on preceding year 

1960 I 1961 I 1962 I 1963 I 1964 

Gross Community product 7.7 5.4 5.6 4.4 5.8 

Industrial production 12.3 6.7 6.3 5.2 7.0 

Visible imports 20.5 5.5 11.2 10.7 7.3 

Private consumers' expendi-
ture 6.2 6.2 6.4 6.0 4.4 

Gross fixed asset formation 10.3 10.1 7.2 5.3 8.4 

Visible exports 11.1 3.2 0.8 3.8 9.6 

Intra-Communityvisibletrade 22.0 14.5 13.8 16.2 13.5 

Gross product per capita 6.7 4.4 4.3 3.2 4.6 
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I 1965 1 1966 1 

4.2 4.0 

4.6 5.0 

5.1 6.5 

4.2 I 4.2 

I 3.5 I 3.2 

I 10.8 8.5 

11.9 11.0 

3.1 3.1 

1 167.5 

181 550 

156 

74 650 

18 

44 

38 

Volume Contri· 
indices bution 
(1958 (in%) 

= 100) to 
GNP 

1966 I 1966 

151 -

167 -
197 -

I 
149 ! 61 

172 23 

178 -

324 -

139 -
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TABLE 3 : Basic monthly indicators 

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

Industrial production 1965 154 159 157 163 164 164 147 128 162 1671 171 166 
(1958 = 100) 

1966 162 166 170 174 173 175 157 134 170 173 178 172 

1967 

Imports from non-member 19115 2 243 2 090 2 422 2 368 2 380 2 352 2 404 2156 2 388 2 443 2 562 2 757 
countries (cif, million u.a.) 

1966 2 522 2 375 2 789 2 525 2 563 2 622 2 418 2 308 2 605 2 687 2 631 2 675 

1967 2 607 2 392 2 609 

Exports to non-member 1965 1 940 2 064 2414 2 172 2 249 2.192 2 348 1 997 2 291 2 380 2 368 2 652 
countries (fob, million u.a.) 

1966 2153 2179 2 567 2 372 2 451 2 502 2 506 2 226 2 460 2 626 2 527 2 849 

1967 2 563 2 413 2 678 

Balance of trade 1965 - 303 - 26 - 8 - 196 - 131 - 160 - 56 -159 - 95 - 63 - 194 - 105 
(million u.a.) 

1966 - 369 - 196 - 222 - 153 - 112 - 120 + 88 - 82 -145 - 61 - 104 + 174 

1967 - 44 + 21 + 69 

Intra-Community trade 1965 1 445 1 576 1 801 1 680 1 661 1 691 1 735 1 437 1 734 1871 1812 1 933 
(million u.a.) 

1966 1 667 1 790 2 091 1858 1 902 1 968 1853 1 686 1 967 2 015 1 977 2 013 

1967 1 925 1 861 2145 I 

NOTES 

Source : Statistical Office of the European Communities. 

Table f 

- Total population at mid-year. 
- Numbers in employment at mid-year. 

Table 2 

- The final column of the table gives a % breakdown of GNP at market prices by main categories of expenditure. 
The calculation of the Community's GNP has been made on the basis of official exchange rate. 

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

- Imports of goods (cif) from countries which are not members of the EEC, as shown by customs returns. 
- Exports of goods (fob) to countries which are not members of the EEC, as shown by customs returns. 
- Trade between EEC member countries, as shown by customs returns relating to imports. 

Table 3 

- See note to Table 2. 
- Conversion into units of account was effected at official exchange rate (1 unit of account = 0.888671 g of 

fine gold = US $1 at the official exchange rate). 
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II. THE SITUATION IN EACH 

OF THE COMMUNITY COUNTRIES 





A. Federal Republic of Germany 

In the first quarter business activity continued to slacken for a time, but in the 
spring the situation seems to have become steadier. 

In the first three months of the year investment as a whole was still declining 
very appreciably. Private consumers' expenditure was also increasingly slowed 
down by inhibiting factors and by then was expanding only marginally. The 
upward movement of foreign demand, however, persisted, though at a slower 
pace and, as hitherto, helped to boost business activity. 

The generally very hesitant trend of demand resulted in a further drop in industrial 
production and in building and construction. None the less, the rate of decline 
of industrial production already seems to have slowed down again; it is even 
possible that the level of production may have stabilized. The remaining com
ponents of the net domestic product, nevertheless, may have continued to expand, 
though in some cases more slowly. Imports declined again. 

On the labour market an increase in underemployment was avoided. The number 
of unemployed persons fell steadily from the February peak, but after adjustment 
for seasonal variations there was still no substantial reduction in unemployment. 

Considerable progress was made towards the re-establishment of domestic stability; 
the upward movement of prices and wages eased distinctly. There were con
siderable surpluses on the visible trade account. 

Economic activity is still likely to be relatively subdued in the coming months. 
As hitherto, however, there is a good deal of evidence that by the end of the 
year a definite recovery of economic expansion will have set in. Should, however, 
the economic measures already decided upon and "built-in" cyclical recovery 
factors not suffice, further steps would have to be taken. 

1. Recent developments 

In the first months of the year the expansion 
of exports of goods and services seems to have 
slowed down somewhat. Vis,ible exports ( ac
cording to the foreign trade figu·res ) were 
nevertheless 9.6 % in value and 9.2 % by 
volume higher in the first quarter of 1967 
than a year previously; in the preceding quarter 
the year-to-year growth rates were just on 
13 % and 12.2 % respectively. 

stepped up further. Exports to the United 
States, in pavticular, were influenced by the 
l'educed receptiveness of the American market. 
Viisible exports to the Community countries 
showed divergences patterned on the varying 
business trends in those countries : exports to 
Italy expanded more rapidly and those to 
France remained at a very high level, while 
adjusted expol'ts to the Netherlands . and to 
Belgium and Luxembourg showed a downward 
trend. 

The key to this trend was a slight weakening 
in the pull of foreign demand, though the 
export drive by German firms was H anY"thing 

The underlying trend of overall domestic 
demand in the opening months of the year 
was slacker than in the fourth quarter of 1966. 
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The decline may well have persisted through 
the first quarter right into the spl:ling, but at 
a decreasing pace. 

Gross fixed asset formation deVinitely declined. 
In industry, in particular, the trend of actual 
expenditure on investment was entirely in
fluenced in the first months of the year by the 
current deterioration in the propensity to invest, 
which was particularly marked towards the 
end of 1966 and seems to have ha:lted only 
recently. This app1ies to investment both in 
plant and machinery and in building and con
struction. Public investment also continued to 

decline and there was a downward trend in 
residential construction. 

All in all investment in plant and machinery 
was distlincdy lower than ,in the same quarter 
of 1966. The decline in building investment 
was less sharp, but the difference in weather 
as between the two years had something to do 
with this. 

Fi·rms were still endeavouring to keep stocks 
down. Although it was possible, mainly in 
some branches of the consumer goods industry, 
to reduce the accumulation of stocks appre
ciably by suspending production, businessmen 
still felt that stocks were too heavy. Be that 
as it may, the pressure exerted by stocks, to 
judge by the results of the EEC Business Sur
vey, does not seem to have increased as much 
as in the preceding quarter. 

The expansion of consumer spending as a 
whole slowed down further in the first quarter, 
but pub1ic expenditure on goods and services 
showed a further considerable rise. Private 
consumers' expenditure, on the other hand, 
was by then tending to rise very little, on 
account of the effects of the decline ·in em
ployment, the reduction in overtime working, 
and the slower rise of negotiated wages and 
salaries on the nation's gross wage- and salary
bill. 

In the first quarter total gross wages and 
salaries were still only 2.5 % higher than a 
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year previously, after a 5.5 % year-to-year 
growth rate in the fourth quarter of 1966. 
Despite a very sharp increase ·in social transrer 
incomes the growth rate of total mass incomes 
( net) therefore fell from 5. 3 % to 4 % . 
Lastly, ·income from entrepreneurship and pro
pevty made what was probably only hesitant 
progress because of the general trend of business 
and profits. 

On account of the changed business and em
ployment climate, households were in many 
cases compelled to limit or postpone pmchases 
and this encouraged a relatively high level of 
saving. This restraint hit replacement pur
chases of consumer durables (e.g. cavs, refri
gerators) hardest, postponement of which is 
apparently not felt to influence living stand~ttds 
directly. In contrast, expenditure on beverages 
and tobacco, travel and other services showed 
a further distinct rise; increases in rents, 
however, had something to do with this. Retail 
sales in the first quarter were running only a 
little ahead-2.3 % in terms of value--of the 
figure for the same period of 1966. 

Monetary demand trends-in particular invest
ment in capital goods and stocks-were reflected 
in the trend of supply and prices. Domestic 
supply, i.e. production, may have made no 
progress or even declined slightly. The further 
slackening in industrial production, after adjust
ment for seasonal variations, was fairly ap
preciable. It is nevertheless true that the 
rarte of decline fell towards the end of the 
£irst quarter and industrial production may 
even have been running level in the following 
two months. According to the Federal Statis
tical Office's index of production per w011king 
day this supply component was 5.5 % lpwer 
in the first quarter than a year previoosly, :after 
a 1 % decline on a year-to-year bas~s in the 
final quarter of 1966, but one reason for this 
is that in 1966 the adjusted trend had risen 
right into the spring. 

The capital goods industry was the otle in 
which output lagged furthest behind the 1 level 
of the corresponding period in 1966; next 
came the consumer goods industry, while ifood, 
beverages and tobacco were s:Hghdy up. :Build
ing and construction were 7.3 % down. 







Production in the other sectors seems to have 
made better progress : it was normal ·in agri
culture, there was moderate expansion in 
services and probably also in some craft indus
tries at least, a relevant factor here, perhaps, 
being the greater availability of manpower. 

On the labour market the underlying situation 
did not change in the first quarter to the 
extent that it had done in autumn 1966. The 
number of persons unemployed, which by the 
end of 1966 had risen to 3 72 000, increased 
it is true to 6 7 4 000 by the end of February, 
but here seasonal forces as well as the 
slackening business trend played a role. Sub
sequently the number of unemployed persons 
declined by roughly the right figure for this 
time of the year. By the end of May there 
were 458 000 unemployed (about 2.1 % of the 
tota!l number of employed and unemployed 
workers). The number of workers on short 
cime did not show such a distinct decrease; 
at mid-May it stood at 173 400. 

At the end of May the n'llltnber of unemployed 
persons was 350 000 higher than a year before 
and in mid-May that of workers on short time 
was more than 170 000 higher than in · mid
May 1966. On a year-to-year comparison the 
number of foreign workers in employment 
dropped by nearly 180 000. At the end of 
March, nevertheless, they still totalled about 
1.06 million, i.e. 5 % of the number of persons 
in paid employment, as opposed to 3.9% in 
March 1964, a year ·in which the German 
economy was booming. The total number of 
persons in paid employment went down from 
the firsrt quarter of 1966 to the first quarter 
of 196 7 by some 3 % ( 5.3 % in industry and 
13 .5 % in building .and construction) . It is 
interesting to note that the decline 'in number 
of persons employed in ·industry corresponds 
fairly closely to the decline in production; 
therefore labour productivity did not improve, 
despite a considerable decrease in time lost 
through sickness. This means not only that 
employers are hesitating to lay off workers, 
but also that considerable reserves of productiv
ity are accumulating for the new upswing. 

In the opening months of the year imports 
of goods and services may for a time have 

shown a further distinct fall . Visible imports 
in the first quarter, according to customs 
returns, were 7.6% by volume and 9.2% in 
value below 'the level of a year before. While 
at first it was mainly imports of raw materials 
and capital goods that were reduced, later 
purchases of consumer goods also contracted 
for a time. 

Because of this trend, the tendency for prices 
to rise eased considerably. Producers' prices 
from February on were aotually below those 
of a year before; by April the year-to-year 
decline was 1.4 %. The ·increase in consumer 
prices continued, but at ·a far •slower pace. 
The cost-of-living index (for the average 
consumer group) rose from December 1966 
to April 1967 by 0.6 %, •in part because rents 
and some taxes were raised. In April the 
index was running 1.6 % ahead of the same 
1966 figure. 

The declining trend of imports and the con
tinuing rise in exports were reflected •in a 
further improvement in the balance of trade. 
According to foreign trade returns •the surplus 
in the first quarter amounted to DM 4 300 mil
lion, compared with DM 3 500 million in the 
last quarter of 1966 and DM 850 million in 
the first. W:ith a further deJiicit on services 
and transfers the current account yielded a 
surplus of DM 2 900 million ·in the first 
quarter. In the same quarter there was also 
a surplus on capital transactions ( excluding 
changes in the commercial banks' foreign 
exchange holdings but including the residual 
item, which always fluctuates considerably at 
the turn of the year). Consequently the overall 
balance of payments showed •a surplus of 
DM 3 400 million, against DM 213 million 
a year beJiore. 

However, official gold and foreign exchange 
reserves rose from the end of September to 
the end of March by only DM 142 million. 
One reason was that the banks re-exported in 
January the funds ·that had been repatriated in 
December for end-of-year window-dressing pur
poses; but another was that on 'account of 
higher interest rates abroad and because of 
f.iirms' slack demand for credit, other funds 
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were also exported. The heavy surplus on the 
balance of payments, therefore, did not burden 
international liquidity to any important e:x~tent. 

The balance-of-payments trend engendered all 
the same a further expansion of the banks' 
domestic liquidity, a development which, mo
reover, was still being encouraged by the 
Bundesbank's action to relax restraints ( malinly 
by lowering minimum reserve rates). In these 
circumstances ~it was possible to finance the 
public authorities' cash deficits, which had 
been swollen by smaller tax revenues due to 
the economic situatli.on, largely out of bank 
liquidity; in the first three months of the year 
bank advances to the public authorities in
creased at a decidedly sharp pace. Shott- and 
medium-term bank advances to business and 
private customers on the contvary remained 
stationary and then even declined slightly. 
Apatt from 'the generally slack business climate, 
the main reason why the demand for credit 
by industry and commerce was sluggish was 
that Hrms palid relatively litcle tax in March 
because of thcir low asses~sment of profits at 
the main tax due-date. 

This being so, the banks' purchases of securities 
increased considerably. Since, dn addition to 
this factor, a savings spurt also helped to bring 
interest vates down, other investors gained 
confidence as well. As a result the situation 
on the secuvities market improved appreciably. 
On the market in fixed-interest-securities the 
authorities were able to float large public loans 
again for the first time after a 1long 'interval. 

The yield on all outstanding fixed-4nterest
securities, which in December had still been 
7.6 %, eased by Apvil to 6.9 %. The stock 
market made further distinct gains, despite 
fluctuations. The Federal Statistical Office's 
share pvice index went up by 6.5% from 
December to Apcil. 

2. Outlook 

It is very difficult to define the prospects for 
the economy during the rest of 1967 mainly 
because it is not yet possible to judge exactly 
what results the official economic measures 
taken so far will have. 
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It is likely, nevertheless, ~that foreign demand 
(i.e. actual exports of goods and services) may 
rise further though certainly not as much 
as in 1966. Despite tendencies for the eco
nomic trend to slow down on some export 
markets, further expansion of exports can 
probably now be expected, yielding a year-to
year figure of some 7 %. 

From the angle of expenditure on gross fixed 
asset formation, the trend of £ixed business 
investment will probaJbly still have a restrictive 
effect on overall monetary demand in the 
coming months. This is again partirularly true 
of investment in plant and machinery, where 
probably no very radical recovery is to be 
expected before the end of the year. As early 
as the second half of the year, however, there 
could be a recovery in the climate of investment 
because of the accumulation of liquidity and 
the probably low interest charges (by then 
probably even lower), the eas,ing tin the upsurge 
of wage costst and, finally, the psychologicai 
and practical effects of the sharp 'increase in 
central government spending. Firms have been 
authorized to write off assets faster unci! the 
end of October 196 7 and, under ~the circum
svances, this may also encourage heavier ~invest
ment than hitherto. The relatively low uttli
zation of capacity will, it ~s true, for a time 
restrain any propensity to e:x~tend plant, as long 
as out-of-date or struotuJrally inadequate plant 
and nrisdirected investments have not been 
eliminated sufficiendy and as long as the 
prospects for the expansion of demand are not 
more protn1s'lng. Managements ~are likely, 
however, to feel more strongly the need for 
rationalization. In any case, an effective reco
very of investment in plant and machinery, 
as has been said, will probably materialize only 
towards the end of the year. 

The prospects for the trend of investment in 
construction can perhaps be assessed with mote 
confidence. Here it seems fairly certain that 
in the second haH of the year ~there will be 
something of a recovery m the underlying 
trend. Three-fifths of the funds distributed or 
to be distributed under the supplementary 
Federal capital budget are earmarked for build
ing and construction. Moreover, extensi-re 
investment expenditure will also be incurred 



over and above the normal budget; because 
of a time•lag here too, such expenditure will 
likewise begin to make an impact mainly J:n 
the second half of the year and 'SO will the 
sum of some DM 600 mill1on accruing to the 
local authorities from the mineral oil.s tax. 
Lastly, the lower interest level should make 
public and private parties more ready to con
tract debts and should therefore ,increase their 
readiness to embark on building projects. It 
will, however, scill be some 1lime before this 
is noticeable in the effective trend of building 
actJivity, particularly in residential construction, 
which will probably not show any distinct rise 
in the near future. 

The stockbuHding trend may have a less 
restrictive effect in the second half of the year. 
For purely technical reasons, the drive to curtail 
stocks, which hitherto have weighed relatively 
heavily on production and, in particular, on 
imports, cannot be pushed beyond a certain 
limit. The mere fact that firms are no longer 
rurming down stocks is enough by itself to 
stimulate production and import growth. The 
switch on 1 January 1968 to the value•added 
tax system could, however, delay for a time 
plans to replenish depleted stocks, there being 
some uncertainty as to how old stocks will 
be taxed. 

As for consumption expenditure, only public 
expenditure on goods and services may be 
expected to continue expanding sharply, whereas 
private consumers' expenditure will probably 
remain fairly slack for a ~time. For one thing, 
the incomes of households will probably rise 
only a little, were it only because the nart:ion's 
wage- and salary-bill will increase very slowly, 
with employment at a low level and many 
£irms experiencing sales difficulties. Secondly, 
saving will probably remain at a relattively high 
level for a time. 

Given overall demand trends, a further decline 
in the underlying trend of 'industrial production 
is not to be expected ,in the oonring months; 
on the other hand, no really radical recovery 
is Likely in the near future either. The trough 
of the industrial recession, however, may well 
have been left behind and the beginnings of 

the upturn may soon be clearly discernible. 
Production of basic materials may even grow 
substantially once again. Production m the 
serv,ice and craft industnies will in any case 
continue to make progres,s, though the tempo 
of expansion will vary according to industry. 

In the coming months imports may for a time 
remain at a relatively low level. However, 
with overall demand stabilized and likely to 
begin growing again, the (unadjusted) trend 
of Limports should then pick up. As a conse
quence, the heavy surpluses on current account 
would begin to contract again, especially as 
the expansion of exports also seems to be 
slowing down. 

Pnice stabilization should make further progress 
in the months to come. For one thing, all the 
evidence is that 'industrial producers' prices 
wi:1l for a time continue to drift downwards. 
Secondly-in agricu1ture-nothing at present 
suggests a renewed acceleration of the present 
sluggish movement of farmga:te prices. Lately 
dealers' profit margins also seem 'to have come 
under pressure, so that the producers' price 
reductions are being passed on to the final 
consumers in greater measure than 1in the past. 
Nevertheless, rising charges for services (dearer 
uncontrolled services as well as higher rents 
and overdue adjustments of public service 
charges ) will force the consumer pnice level 
up a little further. 

As regards the probable results of the business 
trend in the full year of 1967 as against 1966, 
some slight downward adjustments have been 
made to the forecast-the key figures were 
pub1i:shed in Quarterly Survey No. 1/1967-
mainly in respect of private consumers' ex
penditure and investment. A direct or indirect 
reason for this is that some of the assumptions 
underlying the previous forecasts, for example 
the rate of disbursement of Federal investment, 
includmg the contingency budget, and the 
structural reorgaruation of the budget to 
promote mvestment expend1ture, proved Jncor
rect, or only partly correct, for the periods 
specified. This bemg the situation, 'the growth 
of ~the real gross national product must be 
marked down slightly by a few tenrt:hs of a 
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point; rounding, however, brings the forecast 
growth rate down by a whole point, from 
2% to 1%. 

Tentative forecasts beyond the end of 1967 
suggest a progressive recovery of economic 
growth 1in 1968. The main contribution will 
probably come more and more from private 
investment (including stocks), but public in
vestment will also certainly increase appreciably. 
A relevant factor is that £inance avruilable to 
commercial and industrial firms as a whole 
will probably by then be even more abundant. 
A slow recovery of employment (total number 
of man-hours worked) and an acceleration in 
the trend of wages and salaries, together with 
a further drop in the savings ratio of households 
(almost automatic in ~this phase of the business 

cycle) wHl also induce ·a re-expansion of private 
consumption. In these circumstances it seems 
probable that the gross national product will 
grow by about 3 % for 1968 compared with 
1967. 

The authorities responsible for short•term eco
nomic policy have taken some further measures 
since ·the last Quarterly Survey came out. It 
was decided that the placing of orders should 
be speeded up : under the DM 2 500 million 
concingency budget this was being done very 
slowly. By mid-June in principle all orders 
will have been placed. The allocation-likewise 
long-delayed-of additional funds accruing from 
the higher mineral oils tax ( DM 600 million) 
was finally made. The green 1ight was given 
for investment expenditure under the ordinary 

Demand for and supply of goods and services 

1964 1 I 1965 1 1966 1 

At 
current 
prices 

(in DM 
'000 

million) Volume 

Exports 3 83.5 + 6.6 

Gross fixed asset formation 109.2 + 6.9 

Public current expenditure on goods and services 61.7 + 6.6 

Private consumers' expenditure 232.9 + 6.0 

Gross national product 413.8 + 4.9 

Imports 3 78.2 + 14.3 

1 Federal Statistical Office, "Wirtschaft und Statistik", No. 1/1967. 
8 Commission forecasts. 
3 Goods, services and factor income. 
4 At preceding year's prices. 

Notes: 

% change on preceding year 

Value Volume Value 

+ 9.1 + 10.5 + 12.7 

+ 9.1 + 0.5 + 2.8 

+ 12.7 + 0.6 + 7.9 

+ 9.5 + 3.1 + 7.0 

---

+ 8.7 + 2.6 + 6.3 

+ 17.5 + 2.1 + 4.7 

1967 s 

Volume 
4 

+ 6.5 

- 7.5 

+ 3.5 

+ 1 

+ 1 

- 0.5 

a) The difference between the figures for demand and those for supply is accounted for by movements in stocks. 
b) The forecasts are approximations based on certain hypotheses, generally mentioned in the Quarterly Surveys. 
They have been discussed with the experts of the member countries but are established and published on the sole 
responsibility of the Commission. 
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Federal budget, the bulk of which had been 
blocked pending adoption of the 196 7 budget 
by the Bundestag. Lastly, unemployment be
nefit was increased. 

The Bundesbank maintained 'lts policy of 
augmenting bank liqlllidity to suppol't and 
reinvigorate the economic trend, partly because 
of the public authorities' considerable need for 
credit : public deficits had 11isen sharply owing 
to additional "anti-cyclical) investment expen
diture, to the slackening trend of revenues 
(due to the economic situation) and to the 
very fast increase-curtali.led only moderately
in consumer and transfer expenditure. From 
January to the end of May the Boodesbank 
reduced the minimum reserve rates three times 
and thus freed a total of DM 3 200 million for 
bank liquidity. There were also very large 
inflows of liquidity due to heavy foreign trade 
surpluses. 

Owing to the increase in liquidity, the hesitancy 
of many potential borrowers (both capital and 
credit) and the relatively high savings ratio 
of households, the interest level on the money 
and capital markets fell ful'ther. Its failure 
to sink faster despite the "wait-and-see" attitude 
of many borrowers was hardly due to Bank 
rate policy--4n the space of some four months 
the Bundesbank cut its discount rate by no 
les than 2 %, from 5 % to 3 % . 

Heavy official borrowing probably goes far to 
account for the slow pace of the decline. 
Other factors were the ·temporarily appreciably 
higher rates on foreign markets, mainly the 
Euro-dollar and Euro-currency markets, and 
what has so far been weak interest-rate 
competition •in the credit system. 

A final cons,ideration is that certain factors, 
which have already almost •acqlllired a structural 
nature, limit the reduction of :interest rates, 
above all the fact that as a result of the latest 
demand-pull inflation followed by cost1>ush 
inflation the patterns of income and expenditure 
both in the business and public sectors of the 
economy have shifted to the disadvantage of 
saving (corporate profits, public savings). 

There is a tendency for this process to persist, 
at least in respect of the public authorities; 
where the Federal finances are concerned the 
details now available on a medium-term finan
cial forecast provide a striking picture of the 
problem. Even an immediate restoration of 
full employment wou:ld apparently not change 
the srituation basically. 

This being so, the relative demand for bor
rowed capital both by firms and by the autho
rities for any given (satisfactory) rate of 
growth has risen considerably. As household 
saving obviously could increase at the same 
pace, the shortage of capital has-in structural 
terms-become more serious than a few years 
ago, and this is bound to affect the interest 
level. 

With a vriew to longer-term economic growth, 
what seems to be needed urgently is a structural 
improvement in the relationship between public 
current expenditure and current revenue and 
-to some extent rendered possible by this 
improvement-a better relationship between 
public current expenditure and public invest
ment, in favour of public saving and investment. 
Similar considerations apply tJo the private 
sector: for firms, the upward cost movement 
must be sharply curbed; if and when the 
resouxces of the economy are once again in full 
use, this will make possible a further 'improve
ment ·in profits, even ,in the longer term, 
without the danger of further price increases. 
In the household sector, for the longer term, 
efforts should be made not to cut down saving 
but to maintain the savings ratio at a relatively 
high level. It is clear •that this would yield 
additional available capital and force interest 
rates down further, which could only encourage 
the growth of •investment, public and corporate, 
in the longer term at any rate. A recovery 
in the growth ( nnderlying trend) of private 
consumers' expenditure should be sought main
ly in a further increase in the volume of 
employment, the key to which would be more 
investment. 

The trend since the summer of last year, taken 
with the current stagnation is already tending 
to generate the conditions under which ,the 
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economy can expand at the right pace on 
balanced 1ines. The prices of £ina:l products 
and of individual cost components have become 
st!able or are rising much more slowly; relacions 
between income and expenditture and the 
structures of both ,are changing so that they 
will be more favourable in the new upswing; 
productivity reserves (in the broadest sense 
of the term) are emerging and these will 
facilitate control of the new wave of expansion 
and thus keep it free of stra:in over a longer 
period. 

On the other hand, of course, the post•inflation 
adjustment period must at all costs-were !it 
only in the interests of the other member 
countries-be prevented from degenerating into 
a real recession, that d:s an ,actual decline in the 
nauional product on a year•to-year comparison. 
This is a danger that can never be entirely 
ruled out after a difficult inflacionary stiruartion 
of imbalance. The ,slowdown of the business 
trend must therefore be watched closely, and 
prompt measures applied to keep it within 
bounds, and an expansionary economic policy 
is indispensable for the preparation of the 
upturn as well. The measures that at time 
of writing seemed necessary to do this have 
probably in the meantime been taken more or 
less completely by the authorities responsible 
for short-term economic policy in the Federal 
Republic. The Lander and the communes must 
be induced to support this policy. And the 
authorities should also start preparing new short
term economic "contingency programmes" to 
cope with any eventuality; this, moreover, is 
in accordance with the Commission's recom
mendation1 of 1962 to the Member States that 
such programmes should always be kept ready. 
Lastly, the "Law to promote economic stability 
and growth"-recently adopted-provides fur
ther scope for action.2 

As for any further economic measures to 
promote expansion, the outlook for the next 

1 "Memorandum on ensuring institutional and instru
mental preparedness to combat a recession or any 
marked slackening of economic growth", Doc. II/ 
COM(62)276 final, 28 November 1962. 
2 This outline law is also based in part on the 1962 
recommendations (see Footnote 1). 
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eighteen months suggests no reason for nbt 
awaiting the impact of action already taken, 
the effectiveness of which could de£imtely be 
enhanced if its implementation were speeded 
up further in various spheres. If, however, 
adequate signs of a recovery were not <Us
cemed. Measures prepared in the meantiute 
should be applied. 

3. The economic situation in West 
Berlin 

Economic growth slackened further in the first 
quarter, although the decline in economic 
activity was 'less marked than in the rest of 
the federal Republic. 

The expansion of visible exports even tended 
to gather momentum; export figures were some 
19 % up on the corresponding £igure for the 
previous year, after a year-to-year growth rate 
of 14% for the fourth quarters. On the other 
hand, in view of the rather weak business 
situation there, deliveries to the rest of the 
Federal Republic were running at only about 
the same level as in the corresponding period 
of the previous year. 

The trend of gross fixed asset formation too 
was somewhat sluggish. It may nevertheless 
prove to have been a little above the level 
recorded in the corresponding period of the 
previous year. This is, it is true, entirely 
attributable to a sharp increase in investment in 
building and construction due to the mild 
winter. 

The tendency for private consumers' expen
diture to slacken was also less appreciable here 
than in the rest of the Federal Republic. Wages 
did, admittedly, increase at a slower pace, but 
rhe expansion of the disposable incomes of 
households was supported by the continued 
expansive trend of transfer 'incomes; these are 
of greater importance in Berlin because of the 
relatively large number of persons drawing social 
insurance pensions. In terms of value, retail 
turnover in the first quarter was a good 3 % 
higher than a year earlier. 



In the early months of the year employment 
decldned further. In industry ( dncludlng build
ing and civil engineering) the number of 
persons in paid employment 1in the £irst quarter 
was as much as 6.8 % lower than in the 
corresponding period of the previous year. The 
number of unemployed was 17 300 at the end 
of April as compared with 6 000 a year earlier; 
at 13 300, the number of unfilled vacancies 
notiftied was 10 000 down on the number 
previously registered. 

In the first quarter of 196 7, industrial pro
druc1Jion, which had continued to expand 
slightly in the previous quarter, was 1 % 
down on the corresponding period of the 
previous year. The siowdown in production 
can be largely attributed to a recent decline 
in production in the electrical engineering 
industry : the output of the mechanical en
gineering industry actuaily rose sharply in 
March. 

For the first time in years, West Berlin's im
ports from the rest of 'the Federal Republic 
failed in the first quarter of 1967 to reach the 
level recorded a year earlier. The balance of 
visible trade with the rest of the Federal 

Republic therefore closed with a surplus of 
DM 21 million as compared with a deficit of 
DM 35 million in the fourth quarter of 1966. 

The outlook suggests that trends in West 
Berlin's economy will diverge even more widely. 
On the one hand, the weakening trend in the 
garment industry, which accounts for just under 
10 % of West Berlin's industrial 1:urnover, may 
we11 persist for some time to come. On the 
other hand, however, public contracts placed 
in West Berlin under the Federal Republic's 
supplementary investment budget could lead to 
a further appreciable improvement of pro
duction in the electrical engineering industry, 
an industry which is structurally more s~gnifi

cant since ~its share of industrial turnover in 
1966 was 28.5 %. 

The present slower economic trend, and in 
pa1'1Jicular the situation on the labour market, 
should not be allowed to mask the importance 
of housing policy and efforts to improve the 
structure of employment. The special character 
of the West Berlin economy means that 
economic growth is hrgely determined by 
structurai policy measures and these therefore 
have, in the last analysis, a considerable bearing 
on future prospects for economic ~tivity. 
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Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for
tuitous variations (excluding construction, food, beverages and tobacco). 

Graph 2 : Trends, based on series adjusted for seasonal variations. 

Graph 3. Source : Statistisches Bundesamt. Cost-of-living index at middle of month; index of average hourly 
gross earnings in industry (including construction). 

Graph 4. Short-term loans to business and private customers within the country. 

Graphs 5 and 6. Series adjusted for seaso.nal variations (Three-month moving averages). Exports (fob), imports 
(cif). Conversion at official exchange rate. 
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Federal Republic of Germany 

TABLE 1: Basic data (1966) 

Total area ('000 sq. km.) 

Total population ('000) 

Density of population per sq. km. 

Numbers in employment ('000) 

Numbers in employment, breakdown by main sector(%) 

- Agriculture 

-Industry 

of which : Construction 

-Services 

Percentage share of gross domestic product 

- Agriculture 

-Industry 

of which: Construction 

-Services 

Gross product per capita (DM) 

TABLE 2 : Key indicators 

% change by volume 
on preceding year 

1960 I 1961 I 1962 I 1963 I 1964 

Gross national product 8.8 5.4 I 4.2 3.4 6.6 
I 

Industrial production 10.7 6.3 4.5 2.7 8.5 

Total imports 16.9 8.1 11.4 8.0 10.7 

Private consumers' expendi-
ture 6.9 6.8 5.9 2.9 5.3 

Public current expenditure 
on goods and services 7.6 7.8 11.5 7.5 -0.5 

Gross fixed asset formation 11.3 9.4 5.9 2.9 12.0 

Total exports 13.0 3.5 3.9 9.0 9.6 

Gross national product per 
capita 7.7 4.0 2.8 2.2 5.3 

Gross national procluct per 
person gainfully employed 7.0 4.0 3.4 3.0 6.2 
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I 1965 I 1966 

4.9 2.6 

6.3 2.3 

14.3 2.1 

6.0 3.1 

6.6 0.6 

6.9 0.5 

6.6 10.5 

3.6 1.5 

4.2 2.8 

248.5 

59 638 

240 

27 082 

10.6 

48.4 

8.1 

41.0 

5.4 

50.7 

7.9 

43.9 

8 013 

Volume Contri-
indices bution 
(1958 (in%) 

= 100) to 
GNP 

1966 1966 

152 -
161 -
230 20.1 

151 57.1 

161 15.7 

180 25.6 

193 21.5 

138 -

143 -



Federal Republic of Germany 

TABLE 3 : Foreign trade (at current prices) 

Indices 
Million % 

% change on preceding year 1958 of the 
= 100 u.a. total 

1960 1 1961 1 19621 19681 1964 1 I 
------

1965 1966 1966 1966 1966 

Visible exports 
Total 16.4 11.1 4.5 10.2 10.9 10.3 12.5 229 20134 100 
Intra-EEC 23.3 19.6 20.9 20.8 8.4 6.7 16.0 304 7 318 36.3 
To non-EEC countries 13.8 7.6 1.0 4.7 12.5 12.4 10.6 200 12 816 63.7 

Exports of food, beverages and tobacco 
Total 9.3 4.3 7.3 16.0 20.5 25.0 - 2.0 233 426 2.1 
Intra·EEC 10.2 1.0 8.1 23.9 22.1 22.6 6.6 270 177 0.9 
To non-EEC countries 8.8 6.3 6.9 11.5 19.5 26.6 - 7.3 212 249 1.2 

Exports of raw materials and manufactures 
Total 16.6 11.3 4.5 10.1 10.8 10.0 12.9 229 19 708 97.9 
Intra-EEC 23.6 20.1 12.2 20.8 8.1 6.3 16.3 305 7 141 35.5 
To non-EEC countries 13.9 7.6 0.9 4.6 12.3 12.1 11,0 200 12 567 62.4 

Visible Imports 
Total 19.2 8.3 12.2 6.0 12.2 19.6 3.2 245 18 024 100 
Intra-EEC 22.9 13.3 16.6 8.7 17.4 30.7 4.2 366 6 939 38.5 
From non-EEC countries 17.7 6.1 10.3 4.7 9.7 13.6 2.5 203 11085 61.5 

Imports of food, beverages and tobacco 
Total 4.1 7.9 20.1 - 8.3 8.3 21.6 2.4 192 3 741 20.7 
Intra-EEC 13.9 15.8 15.9 - 0.0 9.3 28.0 6.8 286 1441 8.0 
From non-EEC countries 0.3 4.4 22.2 -12.2 7.8 18.1 0.1 160 2 299 12.7 

Imports of raw materials and manufactures 
Total 24.6 8.4 9.9 10.7 13.3 19.0 3.3 264 14 283 79.3 
Intra-EEC 26.0 12.5 16.8 11.5 19.7 31.3 3.5 395 5 498 30.5 
From non-EEC countries 24.0 6.7 6.8 10.3 10.2 12.5 3.2 218 8 786 48.7 

TABLE 4: Basic monthly indicators 

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

I 
Industrial prodnc- 1965 150 152 152 168 164 162 147 143 162 167 171 159 
tion (1958 = 100) 1966 151 156 162 168 167 168 153 142 162 166 169 156 

1967 144 149 150 158 

New orders re- 1965 166 173 198 190 188 182 180 165 197 200 106 188 
celved 1966 173 178 216 193 193 188 176 170 192 192 183 169 
(1958 = 100) 1967 160 162 187 176 

of which: 
home orders 1965 161 167 193 188 185 178 176 164 196 198 192 177 

1966 163 170 208 186 185 178 169 161 184 181 169 150 
1967 144 145 171 163 

foreign orders 1965 187 195 222 199 201 200 198 173 206 210 214 233 
196(1 211 213 250 227 230 234 207 208 232 243 248 255 
1967 229 239 260 236 

Construction : 1965 2.68 2.61 3.25 3.61 4.04 3.85 4.45 4.39 4.27 4.17 3.81 3.77 
permits issued 1966 2.95 2.97 4.00 3.75 3.85 4.03 4.15 4,03 4,04 4.13 3.33 3.47 
(DM '000 million) 1967 2.76 2.68 3.11 3.50 

Private consumers' 1965 136 134 159 173 161 157 173 151 161 179 190 239 
expenditure: Retail 1966 147 147 179 179 176 165 177 162 168 182 194 242 
turnover, value 1967 155 148 181 172 
(1958- 100) 

Total visible lm· 1965 1 331 1247 1 492 1396 1479 1484 1 509 1375 1 542 1566 1 584 1 606 
ports (million u.a.) 1966 1446 1397 1685 1 476 1541 1 544 1 478 1449 1 482 1 607 1 530 1 533 

1967 1 392 1276 1 442 1 406 

Total visible ex- 1965 1864 1853 1 627 1397 1 544 1407 1535 1297 1 481 1583 1 557 1768 
ports (million u. a) 1966 1 492 1490 1 757 1 559 1 701 1 645 1 708 1 537 1727 1 809 1 719 2 012 

1967 1 750 1629 1 816 1 867 

Balance of trade 1965 + 33 + 106 + 135 + 1 + 65 - 77 + 26 - 77 - 62 + 17 - 27 + 162 
(million u.a.) 1966 + 46 + 93 + 72 + 83 + 160 + 101 + 230 + 88 + 246 + 201 + 189 + 479 

1967 + 357 + 353 + 374 + 461 Ill 

Olllcial gold and 1966 6 604 6 702 6 860 6 825 6 486 6 393 6 295 6211 6 303 6 335 6 354 6352 
foreign exchange 1966 6190 6139 6150 6 072 5 974 6193 6 441 6 433 6 454 6 616 6 652 6 771 
reserves 1967 6 490 6 684 6 759 6 722 
(million u.a.) 

Money supply 1965 69.4 70.4 70.1 71.4 73.3 74.0 74.1 74.2 74.2 75.1 77.5 78.4 
UM '000 miUlon) 1966 74.0 74.5 74.2 75.9 76.9 77.7 77.7 77.3 76.7 76.5 79.3 79.5 

1967 74.4 76.3 75.6 77.0 
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Federal Republic of Germany 

NOTES 

Source: Statistical Office of the European Communities (except as otherwise indicated). 

Table 1 

Total population. Average for year (estimate). 
Numbers in employment. Average for year (estimate). Source : Statistisches Bundesamt. 
Origin of gross domestic product at factor cost, by industries (1965); industry including small businesses. Source: 
Statistisches Bundesamt. 
Gross national product at market prices. 

Table 2 

- Source; Statistisches Bundesamt, Wirtschaft und Statistik. 
- GNP at 1958 prices. 
- Industrial production: value added at market prices (incl. small businesses). 
- Total exports and imports: goods, services and factor income. 

Table 3 

- Exports fob, imports cif. Conversion at official exchange rates. The products have been regrouped on the 
basis of the Statistical and Tariff Classification for International Trade (CST) : food, beverages and tobacco 
(Groups 0 and 1 CST), raw materials and manufactures (Groups 2-9 CST). 

Table 4 

- Industrial production. Source: Statistisches Bundesamt. All industries, including construction, adjusted 
for varying length of months. 
New orders. Source: Statistisches Bundesamt. Unadjusted index (value) for manufacturing industry (ex
cluding foodstuffs); value index (calendar months). 
Construction. Source: Statistisches Bundesamt. Building permits, estimates of construction costs (excluding 
civil engineering). 

- Private consumers' expenditure. Source: Statistisches Bundesamt. Index of value of retail of trade turn• 
over; value index. 

- Exports fob, imports cif. Conversion at official exchange rate. Source: Statistisches Bundesamt. 
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Official gold and foreign exchange reserves. Bundesbank's gross reserves of gold and convertible currency 
at end of month. 
Money supply. Notes and coin in circulation, excluding cash holdings of credit institutions. Sight deposits of 
non-banks and of private residents (excluding public authorities' deposits with the Bundesbank). End-of
month figures. 



B. France 

There was a further slight slowdown in the rhythm of economic expansion in the 
early months of 1967. The downward trend of exports does admittedly appear 
to have come to a standstill but the trend in investment in stocks had a perceptibly 
inhibiting effect and the expansion of private consumers' expenditure may have 
been somewhat weaker than hitherto because the rise in incomes was only rather 
moderate. Public current expenditure on goods and services and gross fixed 
asset formation were the only factors that continued to increase at a brisk
perhaps even a slightly faster-pace. The growth of domestic production and 
the rise of imports both lost a little momentum. 

Nevertheless, the outlook for the coming months points to a gradual increase in 
the pace of economic growth due to a recovery in demand from abroad and a 
change in dealers' stockbuilding arrangements. The trend of costs (which is still 
relatively favourable) and continued keen competition (from foreign as well as 
French firms) should prevent the upward thrust of prices from gaining in strength 
for the time being. 

This means that those responsible for economic policy now have-and will still 
have in the second half of the year-some latitude for manoeuvre which can be 
used to support economic growth without jeopardizing overall equilibrium. In 
1968-when, to judge by preliminary forecasts, all components of demand should 
be in a phase of full expansion-the preponderant requirement could therefore 
be for measures to improve economic structure rather than for measures to 
stimulate demand. 

'-~~-- -------~- --- ------ - -

1. Recent developments 

Ex;ports of goods and services, which had 
declined in the second half of 1966, steadied 
early in 196 7. However, this return to a 
somewhat more favourable trend may have 
been due to purely fortuitous factors such as 
increased deliveries to the United Kingdom, 
following the withdrawal of the import sur
charge on 1 December 1966, and a revival 
in exports of agricultural products. It would 
appear that the slackening of demand from 
abroad attributable to the sluggish economic 
situation in many importing countries still 
persists. Expo·rts to the Federal Republic of 
Germany in particular tended if anything to 
decline; in the first quarter of 1967 they were 
8.5 % down on the corresponding period of the 

previous year. All in all, foreign trade statistics 
show that overall visible exports were 4.4 % 
higher in value than in the corresponding 
period of the previous year. 

Domestic demand from final consumers, that 
is to say total expenditure on gross fixed 
asset formation and consumption, continued to 
increase briskly. The trend of investment in 
stocks, on the other hand, acted as a brake 
on economic activity. 

The increase in gross fixed asset formation 
may weH prove to have been slightly more rapid 
in recent months, owing in the main to the 
speedier allocation of public contracts agreed 
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on at the beginning of 196 7 for economic policy 
reasons. The investment programmes of private 
entel'prises, which called for greatly increased 
expenditure during 1967, seem to have been 
put into effect promptly, to judge at least from 
the results of the survey of investment inten
tions carried out by INSEE in March 1967 
and the figures for the capital goods industry 
revealed by the most recent EEC Dustiness 
Survey. As for investment in residential con
structJion, the signs of recovery discernible in 
recent months, particularly in publicly assisted 
housing, have become ,stronger. 

Investment ,in stocks, however, was extremely 
sluggish on the whole. Dealers even appear to 
have allowed their stocks to run down as low 
as possible in anticipation of transitional ar
rangements (adopted end of April) for the 
reform of the turnover tax system which 
provide that from 1 January 1968 the TV A 
w.ill be extended to cover retail trade. Manu
facturers' stocks of finished goods in some 
industries did, admittedly, increase somewhat 
precisely because of the more cautJious attitude 
on the part of dealers. Stocks of raw materials 
are unlikely to have grown further in view 
of the subdued rhythm of production. 

There was probably a somewhat more marked 
increase in public current expenditure in recent 
months, associated-'in the case of expenditure 
on materials-with the speedier allocation of 
contracts towards the beginning of 1967. The 
growth of expenditure on wages and salaries 
in ,the public sector was due to the usual 
increase in wages and salaries, brought forward 
this year to 1 March. 

The expansion of private consumers' expen
diture may well have shown a slight tendency 
to slow down. It is true that although there 
was 'a sluggish start ro the year, by March 
turnover at retail level was again higher than 
in the corresponding month of 1966 and the 
number of new cars registered rose more 
steeply than is usual at this time of year. But 
on the whole the purchasing decisions of house
holds were rather cautious, largely because of 
the more sluggish trend of economic activity 
and the more relaxed situation on the labour 
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market. Added to this, however, is the pos
sibiltity that household incomes in the first 
quarter of 1967 may have expanded at a slower 
rate than previously owing to the fairly distinct 
slackening in the expansion of employment at 
the turn of the year and the further relatively 
steady increase in hourly wage rates (,a yearly 
rate of close on 6 % ) . It would appear that 
the savings ratio tended to decline slightly. 

Given these developments in the most impor
tant indiwdual demand components, it may be 
assumed that overall demand slackened again 
a hlttle towards the beginning of the year. 
The repercussions on the expansion of domestic 
production, particularly in the industrial sector, 
were fairly appreciable; the demand for imports 
has now also begun to slacken perceptibly. 

According to the seasonally adjusted INSEE 
index (excluding construction) 'there was oo 
noteworthy increase ,in tindustrial production :in 
the first quarter of 1967 over the level reached 
in the last months of 1966. The underlying 
trend is, however, likely to have been slightly 
upwards, since statJistical returns were influen
ced by fortuitous factors such as strikes in the 
textile and metal-using industvies. Growth was 
fairly strong in the capital goods industries; 
it slackened somewhat in the basic materials 
industries, and the consumer goods industries 
had for a time slowed almost to a stop. In the 
first quarter of 1967 overall industrial pro
duction-according to the unadjiUISted !index
was a good 5 % above the corresponding figure 
for 1966. Output in ·the building industry was 
almost 6 .5 % higher than a year earlier. 

This relatively limited expansion of production 
meant that the increase in the total number of 
hours worked in trade and indus,tfy was v~ 
small. The situation on the labour market 
tended to ease further; although the number 
of vacancies dropped slightly, the number of 
persons seeking employment grew steadily 
during the spring months. On 1 May somle 
34 000 vacancies had been notified and ap
proximately 184 200 persons were registered 
as seeking employment, as against 37 500 and 
142 100 respectively tin the corresponding pe
riod of 1966 (these figures being seasonally 
adjusted). If the unemployment ratJio were 







calculated not on the basis of £igures for those 
seelcing employment but mther on the basis of 
figures-which are almost twice as high-for 
those actually unemployed (as a proportlion of 
the number of persons in paid employment)
it Is likely that it would rurrendy 1ie •at around 
1. 7 % as compared with ~appro:ximately 1.3 % 
a year ear1ier. 

Imports of goods and sennices, which had 
expanded vigorously throughout 1966, levelled 
off considerably in the early months of 196 7. 
Lower growth rates were recorded for !imports 
of mw materials and consumer goods 1in par
ticular; impo11ts of capital goods on the other 
hand maintained a strong upward trend. All 
in all the volume of V'isible imports in the 
first quarter of 1967-based on foreign trade 
returns-was apprmcimately 11.5 % higher 
than ·in the corresponding period of the pre
vious year. 

The s1ight slowdown in the expansion of 
demand and the cooling of the economic cli
mate which became evident towards •the end 
of 1966 and early 1967 apparencly had no 
dampening effect on p11ices. Consumer price 
levels continued to rise at a pace which was 
scill rel~tJively moderate, though ·it quickened 
slightly from the ·spring of 1966 onwards. 
According to the INSEE •index ( 259 items) 
the yeaNo-year increment for the first quarter 
of 1967 was 2.8 % as against 2.6 % for the 
first quarter of 1966 and only 2.4% ·for the 
first quarter of 1965. Prices rose most in 
the services •sector. Even ,if rents are left out 
of account, the average price level •in ·tms 
sector in the first three months of 196 7 was 
-according to the INSEE index- 5.8% high
er than a year earlier ( 6.9 % including 
rents). There was also a somewhat more 
marked increase in prices for finished industrial 
goods ( 1. 7 % for the full year) whiJ.e food 
prices, w~th a year-to-year growth rate of 2.2 %, 
rose considerably· more slowly than 1in ·the eady 
months of 1966. 

The steadier development of exports and the 
simultaneous slackening ·in the growth of im
ports meant that the trend towards a deterio
ration of the trade balance did not become 

more pronounced. Nevertheless, the Vlisible 
trade deficit in the first quarter of 1967 was 
almost twice as high ,ag that recorded a year 
earlier-namely FF 2 400 million as against 
FF 1 300 million. It is likely that the overall 
balance of payments wiH barely have reached 
equilibrium-----Mthough •the appreciable fall in 
interest rates on important markets abroad 
probably caused a certain swing in capital 
movements-and there may well be a deficit 
on the current account. In any event, the 
official gold ,and foreign exchange reserves 
(gross) feU again, this time by FF 218 mil
lion, between the end of December 1966 and 
the end of March 196 7. 

The balance-of-payments situation did not, 
therefore, have an expansionary effect on the 
liquidity of the economy cin the first months of 
196 7. Added to this, the overall transaotJions 
of the Treasury tended, if •anything, to syphon 
off liquidity, although, because ,of the ac
celerated rhythm of expenditure, the budget 
deficit was much larger than in the corre
sponding period of the previous year. As before, 
the only factor which exercised any appreciable 
influence on liquidity was the lending oper
ations of the banks; at the end of March the 
volume of short-terms loans was running almost 
14 % higher than a year earlier. 

The money market remained under considerable 
strain early •in 1967; and 'it is only recently 
-following the adopt:ion by the Bank of 
France of a more fleX!ible intervention policy
that there has been •any s•ign of an improve
ment and of a tendency for interest rates tJo 
ease down sHghtly. On ·the capital market, 
the level of quotations remained subdued and 
the trend of •interest rates was very firm. 
Although there was relatively little borrowing 
by private firms :in the early months of the 
year and public undertakings made fewer issues 
to cover their :6inancing needs than •in the first 
quarter of 1966, the local a'Uithorities and---"1:0 
a greater extent-the savings institutes under 
public law were able to place a very much 
larger volume of fiX!ed-lnterest-bearing securi
ries. On the whole, the yield on long-term 
capital was considerably higher than in the 
corresponding period of 1966. 
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2. Outlook 

Economic growth, which was rather hesitant 
in the early months of this year, should >increase 
in pace gradually in the second baH of 196 7 
under the influence of ·a steady revival of 
demand from abroad and the possible further 
stimulus of a change in stockbuilding policies 
at wholesale and retail level. 

The expected recovery of exports depends very 
largely, however, on the economic situation in 
the Federal Republic of Germany---4e main 
market for French products-and prospects 
here are somewhat uncertadn at the present 
time. There are many mdioations, it is true, 
that the downward economic trend in Germany 
has passed its lowest point, but there is likely 
to be a time-lag before the return to increased 
economic activity will be reflected in a lasting 
demand for increased impoots. As regards 
exports outside the Community, the economic 
situation in non-member countries is on the 
whole fairly expansionary, and will doubtless 
generate an increased demand for French pro
ducts, especially H the competitive position of 
French firms, both as regards price and delivery 
dates, remains generally favourable. 

If demand from abroad does ·in faot expand 
steadily, it would boost the propensity to 
invest. Industry in particular would most cer
tainiy implement ·to the full its extensive invest
ment programmes, which represent a consid
erable increase on those for 1966. Investment 
by public authorities, for which considerable 
funds are still available from the 1966 budget 
year, will in any event proceed at an accelerated 
pace in accordance with the Government's 
wishes; it is probable therefore that expenditure 
will be considerably in excess of the amounts 
voted in the 196 7 Finance law. There is every 
indication that the expected recovery of inves.t
ment in residential construction, of which the 
firs,t signs are now discernible, will be achieved 
in the months ahead. Public housing program
mes have been extended and the £inancing 
facilities for private housing have been consid
erably improved by the capital sums and 
credit faoRities made available for the first 
time under the new system of saving for home
building. All this suggests that the trend of 
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overall gross fixed asset formation in the second 
hdf of 196 7 will certainly not be less-and 
might even be somewhat more--vigorous than 
in the first months of this year. 

The inhibiting effect of investment in stocks 
during the Hrst part of 1967 should gradually 
disappear with the adoption of transitional 
measures for the application of the TV A system 
to retail. trade. Some sectors might even step 
up their stocks-now abnormally low----and this 
would encourage production in industries serv
ing them. 

All in all then, the outlook for the developm¢nt 
of employment and incomes of households 
during the months ahead appears to be some
what more expansive than hitherto. Because 
of this, the increase •in private consumers' ex
penditure could also be somewhat more marked, 
especially ·since consumers regard their present 
financial posicion as being very favourable tnd 
have concrete plans for purchasing durable 
conS'llllller goods. Despite >tlris, the propen$ity 
to save is ucli.kely to decline to any appreciable 
extent as long as the labour market ap~ar:s 
to be easing and there is no radical improve
ment in the social climate. 

On the basis of these assumptions and forecasts, 
overall demand in the second half of ·the year 
should work its way back to a more rapid rate 
of expansion and generate a faster growth !rate 
for domestic production. Industlr!ial producrion 
in particular should expand vigorously cpnce 
again. It may be expected that output in: the 
building industry, which is in any case ex
panding under the influence of ,the accelerttted 
implemen>tation of public >investment program
mes, will be stimulated further by the inct$sed 
demand for residential construction. 

There should also be a further somewhat tnore 
distinct upward movement of imports d-..mng 
the second half of 196 7, especially if thete is 
an upswing m dealers' investment lin stPcks. 
Since, however, a simcltan.eous ·increase in 
exports is to be expected, the balance of trade 
is unlikely to show 'any fu·rther serious signs 
of deteriovation, though it may admittecHy 
remain in deficit. 



Because of the relatively high elasticity of 
supply, the upward thrust of prices is unlikely 
to gain in strength in the months ahead even 
if the expansion of demand once again gathers 
momentum-especially since the trend of costs 
has, if anything, been favourably influenced by 
increased capacity utilization for some time 
past. Competition-from foreign as well as 
domestic suppliers-may well restrict attempts 
to widen pro£it margins with a view to in
creasing sources of self-financing. The further 
reduction of intra-Community tariffs scheduled 
for 1 July 196 7 should, in addition, have a 
restraining effect on prices. On the other 
hand, it may be expected that decisions taken 
or to be taken in connection with measures 
to improve the financial position of public 

undertakings and of social insurance institutions 
will lead to a fairly appreciable vise in the 
level of pnices. 

There is no need, on the basis of the details 
given above, to make any major corrections in 
the quantitative forecasts for the full year 196 7 
published in the last Quarterly Survey 
(1/1967). A slight reduction should, however, 
be made in the rate of increase forecast for 
pvivate consumption, ,in view of the fact that 
consumer purchasing proved more sluggish than 
had been expected in the first quarter. This 
would mean that the growth rate of the GNP 
-at constant prices-would be somewhat 
lower, amounting perhaps to 4.5% instead 
of the 5 % previously forecast. 

Demand for and supply of goods and services 

1964 1 1965 1 1966 1 

At 
current % change on preceding year 
prices 
inFF 
'000 

million Volume Value Volume Value 

Exports 3 62.7 + 11.3 + 11.6 + 7.0 + 8.2 

Gross fixed asset formation 92.3 + 5.3 + 9.0 + 5.9 + 8.8 

Public current expenditure on goods and services 58.7 + 3.7 + 6.3 + 3.4 + 6.8 

Private consumer's expenditure 278.1 + 4.0 + 6.3 + 4.8 + 7.8 

Gross national product 435.6 + 4.2 + 6.8 + 4.9 + 7.7-

Imports 8 63.1 + 3.6 + 3.6 + 11.1 + 13.2 

1 Les Comptes de la Nation de l'annce 1966; Ministere de l'Economie et des Finances, Paris. 
2 Commission forecasts. 
3 Goods, services and factor income. 

Note: 

1967 a 

Volume 

+ 5 

+ 7.5 

+ 5 

+ 4.5 

+ 4.5 

+ 8.5 

a) The difference between the figures for demand and those for supply is accounted for by movements in stocks. 
b) The forecasts are approximations based on certain hypotheses worked out by the Commission and generally 
mentioned in the Quarterly Surveys. They have been discussed with the experts from the member countries, but 
are established and published on the sole responsibility of the Commission. 
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As far as can be seen at the time of writing, 
the further acceleration of the rate of economic 
growth expected during the second half of 
1967 should gain full strength in 1968. All 
the components of demand should expand and 
interact on each other. The new upswing in 
economic activity in the Federal Republic of 
Germany should favour the trend of French 
exports. Investment activity in the private 
sector of the economy will increase further 
-even if, for the time being, managements are 
a trifle uncertain what action to take, with 
firms still operating below capacity. Investment 
expenditure by public authomties and by public 
undertakings wJH be governed by the targets 
set in the Fifth Plan-it will, in other words, 
be quite expansionary-and private capital will 
flow increasingly into residential construction. 
Finally, private consumption will expand vigor
ously since both employment and incomes 
will rise and the propensity to consume will 
be stimulated by rising expectations as to the 
future. In these circumstances, the GNP could 
well be 5 % higher 'in 1968 than in 196 7. 

The outlook suggests that the task of those 
responsible for economic poLicy should be to 
ensure that a certain amount of room for 
manoeuvre is available both now and in the 
months ahead so that appropria~e measures to 
protect and promote economic growth, and 
perhaps even to stimulate it to a limited extent, 
may be adop~ without jeopardizing overall 
equilibrium. In actual fact, the avai:lability of 
unusued capacity, not only of the technical 
means of production but also (in some indus
tries ) of labour 'itself ,is such that slack could 
be ·taken up by a more vigorous expansion of 
demand without ,this giving rise to any new 
pressures on costs and prices. Nevertheless, 
every decision taken by the authori1Jies with a 
view to stimulating economic ac1Jivity · further 
should be very carefully thought OUJt and under 
no circumstances should their effect extend 
beyond the time by which autonomous forces 
of expansion have regained sufficient strength 
to ensure a satisfactory growth rate unaided. 

This applies first and foremost to decisions on 
budget policy. In the last Quarterly Survey 
(1/1967) the Commission noted that there 
seemed to be a case for concentrating the 
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placing of orders and a.ctuJal spending by the 
public authorities to some extent in the :6itst 
half of the year but that the principle of an 
overall balance on the 196 7 budget should not 
be abandoned. The Government's arvangements 
appear to go a long way towards meeting these 
requirements, though it will hardly prove fta
sible to avoid a cash deficit this year : a sup
plementary budget was introduced early in 
June providing additional funds amounting to 
approximately FF 4 250 million to be used for 
advances to social insurance institutions and 
for investment loans. The proposed reform 
of the social insurance system, the growing 
deficits of which 'in the past year had already 
forced the Treasury to make advances totalling 
no less than FF 2 000 million, could however, 
in the longer term, relieve the budget of a 
considerable burden and create a margin for 
further expenditure biased in favour of invest
ment and, consequently, more in line with the 
needs of short-term economic policy. 

One measure particularly suited to present 
needs would undoubtedly be the encouragement 
of increased investment 'in residenllial construc
tion, since the supply situation here is suf
ficiently elastic. A further expansion of the 
programmes for publicly assisted residential 
construction and the continued improvement of 
financing facilities for priv:a:te residential oon
struction, would, moreover, not only be neutral 
in their effect on stability at present but might 
even have a favourable influence in the longer 
run : an increase in the number of dwellings 
available would make a decisive constribu11i.on 
to solving the problem of manpower immo
bility, which has invariably proved to b¢ a 
serious inflationary factor even at an early silage 
in preV'ious periods of expansion. 

Some steps have already been taken in this 
direction. Early in June the total sum which 
the Credit fancier may allocate annually as 
special building loans under its agreement Wiith 
the Bank of France was raised, the maxi~um 
amount of certain advances was increased by 
30 % per dwelling and some arrangements 
made for speeding up the sale of new flats 
and houses. In addition, funds earmarked for 
publicly assisted residential cons,truction in 
196 7 are to be used immediately and in their 



entirety and an extension of publicly assisted 
housing schemes is being considered for the 
end of the year. 

When announcing the introduction of these 
measures, the Government also gave details of 
other measures to promote economic activity. 
These involve, in the f1rst place, further en
couragement of investment by the more rapid 
allocation of public contracts, by investment 
loans to the electricity rindustry and export 
frirms in particular, and by the extension of 
local authorities' credit facilities. The Govern
ment also intends, however, to encourage pri
vate consumers' expenditure to a limited extent 
in that credit regulations, in particular for the 
purchase of motor cars, have been relaxed. 

The problems to be tackled by the policy
makers in 1968 will probably, however, take 
a rather differend form. The accelerated rate 
of overall economic growth which is predicted 
for the end of 1967 should by 1968 have 

gathered full momentum. There would not 
then be much need to provide admtional 
stimulus, a factor which should be given special 
weight in the draft of the 1968 Finance Law. 
Structural improvements could be a matter of 
far greater urgency than measures aimed at 
stimulating demand. 

Early in May the Government asked the Na
tional Assembly for special powers for the 
period up to 31 October 196 7. These powers, 
now granted, will allow it to order any prompt 
action it deems necessary in the following 
economic and social fields : the promotion of 
full employment and the drive against unem
ployment, participation by workers in industrial 
"profits of expansrion", adaptation of firms to 

the new conditions of competition resulting, 
inter alia, from the establishment of the Com
mon Market, modernization and conversion of 
industries and areas ill-adapted to present 
needs, and the reform of the social insurance 
system. 
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France 

ECONOMIC INDICATORS 

Industrial production (1958 = 100) 
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Source: Statistical Office of the European Communities (except as otherwise indicated). 
Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for

tuitous variations (excluding construction, food, beverages and tobacco). 
Graph 2. Source : INSEE. Series seasonally adjusted. Three-month moving averages. End-of-month figures. 
Graph 3. Source : INSEE. National index of consumer prices (259 items). Index of hourly wage rate, all acti

vities, all regions. 
Graph 4. Source : Conseil national du credit. Short-term credits (up to 2 years) from monetary institutions to 

business and private customers-end-of-period figures. 
Graphs 5 and 6. Series adjusted for seasonal variations (three-month moving averages). Exports (fob), imports (cif). 

Conversion at official exchange rate. 
u.a. : one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate. 
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France 

TABLE 1: Basic data (1965) 

Total area ('000 sq. km.) 

Total population ('000) 

Density of population per sq. km. 

Numbers in employment ('000) 

Numbers in employment, breakdown by main sector(%) 

- Agriculture 

-Industry 

of which : Construction 

-Services 

Percentage share of gross domestic product 

- Agriculture 

-Industry 

of which: Construction 

- Services 

Gross product per capita (FF) 

TABLE 2 : Key indicators 

% change by volume 
on preceding year 

196o 1 1961 1 1962 I 1963 I 1964 I 
Gross national product + 7.4 + 4.4 + 7.1 + 4.8 + 6.0 

Industrial production + 7.6 + 5.5 + 6.7 + 5.8 + 7.4 

Total imports +16.5 + 7.0 + 8.7 +12.2 +12.2 

Private consumet'B' expend;-
ture + 5.6 + 5.9 + 6.9 + 6.8 + 4.7 

Public current expenditure 
on goods and services + 2.7 + 3.4 + 4.3 + 1.2 + 4.9 

Gross fixed aRSet formation + 6.8 +10.5 + 7.9 + 7.5 +11.7 

Total exports I +17.2 + 5.5 + 3.1 + 7.9 + 7.7 

GroAA national product per 
capita + 6.3 + 3.3 + 5.1 + 3.0 + 4.7 

Gross national product per 
person gainfully employed + 7.3 + 4.4 + 6.8 + 3.5 + 4.7 

62 

1965 I 1966 1 

+ 3.51 + 4.9 

+ 3.0 + 6.4 

+ 3.7 +11.1 I 

+ 3.2 + 4.8 

+ 3.4 
+ 2.1 

+ 5.4 + 5.9 

+11.1 + 7.0 

+ 2.4 + 3.8 

+ 3.4 + 3.3 

551.2 

48 797 

88 

19 642 

17.3 

39.9 

9.4 

42.8 

8 

46 

9 

46 

9 432 

Volume 
I Contri· 

indices bution 
(in%) (1958 to 

= 100) GNP 

1966 I 1966 

149 -

155 -

193 11.7 

147 63.7 

132 13.3 

175 21.8 

198 15.1 

I 

135 -

144 - I 
I 
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France 

TABLE 3: Forei~n trade (at current prices) 

Indices 
Mllllon % 

1958 of the % change on preceding year = 100 u.a. total 
------

1960 1 1961 11962 11963 11964 1 1965 I 1966 1966 1966 1966 

Visible exports 
Total +22.5 + 5.2 + 2.0 + 9.8 +11.3 +11.8 + 8.4 212 10 897 100 
Intra-EEC +33.9 +18.8 +11.9 +14.2 +12.8 +18.0 +12.0 406 4 608 42.3 
To non-EEC countries +18.2 - 0.5 - 3.0 + 7.2 +10.3 + 7.8 + 6.0 158 6 289 57.7 

Exports of food, beverages and tobacco 
Total +36.2 +17.4 - 2.9 +22.0 +14.4 +11.5 - 7.6 259 1 721 15.8 
Intra-EEC +54.6 +26.2 + 1.4 +34.5 +16.6 +26.5 +19.5 688 840 7.7 
To non-EEC countries +29.3 +13.6 - 5.1 +15.4 +13.0 + 2.0 - 1.7 162 881 8.1 

Exports of raw materials and manufactures 
Total +20,2 + 3.3 + 3.0 + 7.8 +10.7 +11.8 + 8.6 206 9 176 84.2 
Intra-EEC +31.1 +17.5 +13.9 +10.9 +12.1 +16.4 +10.4 372 3 768 34.6 
To non-EEC countries +16.2 - 2.7 - 2.6 + 6.0 + 9.8 + 9.0 + 7.4 157 5 408 49.6 

Visible Imports 
Total +23.3 + 6.3 +12.8 +15.9 +15.4 + 2.7 +14.91 212 11 875 100 
Intra-EEC +36.3 +13.6 +20.0 +24.3 +20.3 + 6.7 +20.9 395 4 853 40.9 
From non-EEC countries +19.0 + 3.3 + 9.2 +12.3 +12.4 + 0.3 +11.1 160 7 022 59.1 

Imports of food, beverages and tobacco 
Total + 6.2 - 2.3 +19.8 + 5.1 +14.9 - 0.6 + 8.4 136 1 920 16.2 
Intra-EEC +16.7 -12.3 +37.6 +37.4 +26.2 + 8.9 + 1.3 415 382 3.2 
From non-EEC countries + 4.7 - 0.8 +17.4 0 +12.5 - 2.8 +10.3 116 1 538 13.0 

Imports of raw materials and manufactures 
Total +28.7 + 8.5 +10.9 +18.8 +15.5 + 3.4 +16.2 237 9 955 83.8 
lntra-EEC +37.9 +16.3 +18.7 +22.7 +19.8 + 6.5 +22.9 394 4471 37.7 
From non-EEC countries +24.5 + 4.5 + 6.6 +16.3 +12.6 + 1.2 +11.3 179 5 484 46.1 

TABLE 4 : Basic monthly indicators 

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

Industrial produc- 1965 141 145 145 148 148 151 129 91 142 153 157 160 
tlon (1958 = 100) 1960 150 156 157 158 158 161 142 95 153 160 167 167 

1967 161 162 163 

Construction: 1965 38.8 44.7 45.9 43.8 44.6 50.5 41.8 44.4 49.6 53.2 57.6 83.0 
permits Issued ('000) 1966 41.3 36.3 42.1 48.0 36.6 49.4 44.2 40.5 38.2 42.1 44.2 47.2 

1967 31.6 36.2 41.3 

Private consumers' 1965 119 103 115 127 122 125 127 106 142 135 135 209 
expenditure : turn· 1966 121 107 126 127 124 135 129 114 141 140 143 222 
over of department 1967 127 110 138 
stores 
(1958 = 100) 

Total visible im· 1965 816 799 934 900 872 866 827 679 813 890 926 1021 
ports (million u.a.) 1966 897 935 1098 994 1 002 1 061 929 779 993 1 030 1054 1104 

1967 1 067 1 039 1175 1047 1 061 

Total visible ex- 1965 688 782 896 839 853 823 857 671 826 916 896 1 006 
ports (million u.a.) 1966 774 874 1 023 947 916 960 952 729 843 950 920 1014 

1967 883 904 1 000 968 909 

Balance of trade 1965 - 128 - 17 - 38 - 61 - 19 - 43 + so - 8 + 13 + 26 - 30 - 15 
(million u.a.) 1966 - 123 - 61 - 75 - 47 - 86 - 101 + 23 - 50 - 150 - 80 - 134 - 90 

1967 - 184 - 135 - 175 - 79 - 152 

Ofticlal gold and 1965 5 172 5 254 5 316 5 367 5 341 5 350 5 336 5 346 5 381 5 381 5 449 5 459 
foreign exchange 1966 5 468 5 503 5 571 5 649 5 724 5 821 5 967 5 963 5 893 5 856 5 798 5 744 
reserves (gross, 1967 5 710 5 716 5 705 5 722 5 748 
miiHon u.a.) 

Honey supply (FF 1965 159.3 157.9 159.9 161.9 162.6 166.1 170.1 169.2 170.2 171.6 169.9 177.2 
'000 million) 1966 174.5 173.5 175.6 177.3 177.7 182.1 186.3 184.0 184.7 185.0 182.7 191.1 

1967 187.9 185.6 188.0 
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France 

NOTES 

Source: Statistical Office of the European Communities (except as otherwise indicated). 

Table 1 

- Total population at mid-year. 
- Numbers in employment at mid-year. 
- Breakdown of gross domestic product for 1962 at factor cost. 
- GNP at market prices. 

Table 2 

Sources: For 1966, Comptes de Ia Nation, Ministry of Finance, Paris. 
- GNP at market prices. 
- Industrial production: value added by industry. 
- Total exports and imports: goods, services and factor income. 

Table 3 

- Exports fob, imports cif. Conversion at official exchange rate. The products have been regrouped on the 
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobaa:o 
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST). 

Table 4 

- Industrial production, excluding construction, food, beverages and tobacco. 
- Construction. Building permits granted for housing. Source: Bulletin statistique du Ministere de la colls-

truction • 
....:.... Private consumer's expenditure.- Index of value-of total turnover of department stores ," 5 and 1 O's", and other 

non-specialized stores. 
- Exports fob, imports cif. Conversion at official exchange rates. 
- 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 at end of month. 
- Money supply. Source: Conseil national du credit. Fiduciary circulation (total of coins and notes in cir

culation, excluding coins and notes held by the Banque de France) plus sight deposits (deposits made with the 
Banque de France by private persons or enterprises, deposits with Post Office savings accounts or with Treasury 
agencies, plus the sight deposits relating to the activities pursued within France by the banks -registered banks, 
banques populaires, caisses de credit agricole and the Banque fran!;aise du commerce exterieur - no matter 
whether these deposits are shown in French francs or some other currency or whether they belong to residents 
or non-residents). End-of-month figures. 
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C. Italy 

During the early months of 1967 the trend of economic activity was again 
distinctly upward and largely free from strain. 

The main support for this upswing came from domestic demand in general and 
gross fixed asset formation in particular. But there was also once again an 
appreciable expansion of demand from abroad; considering the reduced economic 
activity in some ma;or importing countries, its growth proved to be remarkably 
buoyant. 

While agricultural production (seasonally ad;usted) continued to increase slowly, 
expansion of industrial production-already rapid-may actually have gathered 
a little momentum. There was also a lively expansion of supply from abroad. 

The upsurge of economic activity favoured the situation on the labour market 
more than previously. The number of wage- and salary-earners, increased vigor
ously and at the same time there was an appreciable drop in the number 
unemployed. 

There was, admittedly, a further rise in the level of prices after the beginning 
of the year but the underlying rate of increase was fairly moderate. 

All the indications are that the economy will continue to expand at a decidedly 
rapid rate during the remainder of 1967-and presumably in 1968 too. The 
elasticity of production, which is still high, will, however, tend to decrease. 

Current economic policy appears correct for the time being, but more determined 
efforts should be made to increase public saving. 

1. Recent developments 

It would appear that the upward trend of 
exports of goods and services was stronger in 
the mrst quarter of 196 7 than in the second 
half of 1966. Visible exports (as defined for 
the foreign trade statistics) were 12.4 % up 
( value) on the corresponding figures for 1966. 
There was in particular an increase in the 
growth rate of exports of products of the 
food industry and of machinery and apparatus. 
This was accounted for mainly by sales to 
non-member countries, partJicularly to North 
America, the developing countries and Eastern 
Europe. Exports of services also seem to have 
increased more rapidly. 

expanded briskly in the early months of 1967. 
This is certainly true of expenditure on gross 
fixed asset formation. The relevant figures 
are, admittedly, less complete than usual this 
quarter for statistical reasons; but they all 
point to a further lively expansion of invest
ment in plant and machinery and to a somewhat 
more rapid increase in investment in building 
and construction, the recovery of which in the 
second half of 1966 had seemed to lack as-

There is little doubt that domestlic demand 

surance. 

Neither producuion nor imports appear to have 
been influenced to any substantial extent by 
investment in stocks. 

Consumption expenditure is likely to have 
expanded appreciably in the early months of 
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1967 as well; not only did public current 
expenditure on goods and services 'increase but 
there was a further distinct rise in private 
consumers' expenditure as well. There are in 
fact many indications that there was a sLight 
acceleration in the growth rate of the latter. 
For one thing, the propensity to consume may 
well have been slightly stronger, and secondly, 
the disposable incomes of households almost 
certainly rose more quickly than in the fourth 
quarter of 1966, when the weather was 
particularly bad. In any event, the increase 
in the total number of hours worked1 was 
more marked than towards the end of the 
previous year, and, at the same time, increases 
in cost-of-living bonuses and more especially 
some new wage agreements meant a fairly 
appreciable rise in hourly wage rates. 

On the supply side, it would appear that 
agricultural production-apart from the neces
sarily very pronounced seasonal variations
expanded at the s~ame reduced pace as in the 
last months of 1966. 

On the other hand, the adjusted growth rate 
of industrial production probably gathered 
momentum in the first quarter. Since the 
index of industrial production, formerly based 
on the ISTAT index, has recently been re-based 
and has not yet been re-calculated back for a 
sufficiently long period, the extent of this 
increase in pace cannot be measured with any 
accuracy; it is, however, likely to have been 
fairly appreciable. In assessing the underlying 
trend, however, it should be home in mind 
that special factors (floods, strikes) inhibited 
production in the fourth quarter of 1966 while 
others (additional hours worked to make up 
for time lost due to strikes, relatively mild 
weather) boosted the figures in the following 
months. According to the new index, industrial 
production 'in the first quarter was no less 
than 11.1 % higher than a year earlier, while 
in the fourth quarter of 1966 the year-to-year 
increment was 10.5 % on the basis of the 
old ~index. Production of machines and ap
paratus and vehicles was particularly brisk. 

1 The number of persons in paid employment multi· 
plied by the number of hours worked per head. 
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The figure for the number of persons in paid 
employment undoubtedly rose fairly consider
ably in the first quarter (apart from varia
tions ) , and for the first tJime 1in three years 
is likely to have been higher than the corre
sponding figure for 1966. At all events, the 
ISTAT quarterly survey shows that the figure 
for January was 3.1 % ( 364 000 persons) 
higher than in January 1966, when admittedly 
the weather was exceptionally bad. Compati
sons based on figures less subject to distJortion 
by fortuitous factors-for example that between 
July 1966 and January 1967-also indicate 
that there was a very distinct expans,ion in 
the trend of employment, which has been 
moving upwards once again since the middle 
of 1966. In particular, there was an appreciable 
increase in the numbers employed in buHding 
and the rest of the industrial sector. At the 
same time, the overall pattern of employmep,t 
seems to have shifted to make possible a mote 
productive deployment of labour. 

There was, apparently, only a very slight 
increase in the average hours worked per 
pel'Son employed now 1hat a roughly "normal" 
level has been reached. 

Despite an appreciable flow of workers retum
ing to Italy from temporary employment 
abroad, there was an appreciable drop in the 
number of unemployed in the first quarter. 
According to ISTAT statistics the figure for 
January 1967-at 878 000- was a good 13% 
lower than in January 1966. 

There was a further wgorous rise in imports 
of goods and services in the first quarter, even 
if the overall growth rate was slower-un
doubtedly only a temporary feature. Visible 
imports as defined for commodity trade returns 
exceeded the corresponding level for the pre
vious year be approximately 11 % by volume 
and 12.7 % in value. Analysis by type of 
goods shows that expansion was parci.cula.rfty 
marked in imports of machinery, steel, and 
transport vehicles, while the area analysis 
shows that imports from the member coun
tries, especially from the Federal Republic of 
Germany and the Netherlands advanced more 
rapidly than the rest. Imports of services are 







likely to have been brisker than in the fourth 
quarter of 1966, and at any rate to have 
increased rapidly. 

As far as can be judged from the new price 
indices, which have also been re-based, the 
prices continued to cise at a somewhat more 
moderate pace in the first quarter of 196 7, 
having increased fairly appreciably towards the 
end of 1966. While the upward movement 
of food prices weakened at consumer level, it 
was once aga~n fairly strong in respect of 
services in particular. The overaU index of 
consumer prices rose by 1 % between Decem
ber 1966 and March 196 7 (the increase had 
been 0.3 % a year earlier) ; it was 3.2 % 
higher than the level recorded in March 1966. 
Most who1es•ale prices continued to fall; the 
index in March was 0.5 % lower than a year 
eaTlier. 

With VJisible exports expanding faster .and 
visible import growth losing a little momentum, 
the nnderlying trend of the v:i:sible trade balance 
stopped deteriorating. The deficit (customs 
returns) was Lit. 161 000 mil1ion in the first 
quarter, compared with Lit. 140 000 million a 
year earlier. Since, however, there was a 
simultaneous decline in net receipts from ser
vices, and capital movements again showed a 
large deficit, the overall balance of payments 
closed with a consider:able de£icit-in the region 
of Lit. 180 000 million, contrastJing with a 
surplus of Lit. 48 000 million in the first 
quarter of 1966. The decline in net official 
gold and foreign exchange reserves between 
December 1966 and March 1967-they fell by 
Lit. 91 000 million to Lit. 2 835 000 million
in fact fell short of the deficit, since the com
mercial banks stepped up their impotts of 
funds : in March and April official reserves 
began to increase once more. 

The balance-of-payments trend thus had a 
restrictJive effect on the domes·tic liquidity of 
the banks in the early months of 1967, as had 
also been the case in the fourth quarter of 
1966. InterventJion by the Bank of Italy and 
Treasury transactJions tended to have the same 
effect, though this was admittedly due in part 

to seasonal factors. On the other hand, there 

was-as is usual at this time of the year
a sharp decline in the amount of notes and 
coin in circulation. This had the effect of 
increas·ing liquidity and the banks were able 
to step up further their lending and purchases 
of securities without encroaching to any serious 
extent on liquidity margins. 

On the securities market, the basic trend of 
quotations for bonds was fairly steady over 
the first four months of this year. There 
was, it ist true, some disturbance at the begin
ning of April associated with rumours that 
once the rules on the taxation of dividends 
were tightened up again in mid-February 
similar rules on the taxation of the other types 
of investment income would follow. As ·a result 
of the new diVJidend tax rules, share prices 
dipped in February and have not recovered at 
the cime of writing. 

2. Outlook 

The outlook for economic development up to 
the end of 1967 is definitely expansive, espe
cially since Italian exports have so far proved 
fairly resilient. 

As before, there is much evidence to support 
the assumption that exports of goods and 
setV'ices will contJinue to expand considerably 
even if the rate of growth lis lower than during 
1966 : Italy's competitJive position is strong, 
the outlook for a mpid expans·ion of tmde with 
Eastern European countries is favourable, and 
it :is to be expected that economic activity !in 
other member countries which are of particular 
importance to Italy's external trade will stage 
a recovery. Finally, Italy's exports to member 
countries will gain throughout from the re
duction of intra-Gommun~ty customs duties on 
1 July. 

The prospects for the development of domestic 
demand also remalin expansionary. 

This appLies first and foremost ·to gross fixed 
asset formation. It can be expected that invest
ment in building and construction, which on 
the whole resumed ·its upward trend in the 
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middle of 1966, will continue to increase and 
gather moment'Um. To what extent residential 
construction will contribute to this development 
cannot, admittedly, be forecast with 'any degree 
of accuracy at present. But a rapid expansion 
of public works can certainly be expected, ,and 
there ,should also be 'an early brisk expansion 
of indust11ial building, to judge from the trend 
of new schemes in this sector. Since the avail
able margins of unused production capacity 
have been shrinlcing for some 'time, ,the pro
pensity to invest in plant extension could well 
be growing. This would clearly provide an 
additional stimulus for an expansion of invest
ment in plant and machinery, quite apart from 
other factors-mentioned ,in the la:st two 
Quarterly Surveys~pointing to a further rapid 
expansion of this type of investment in the 
months ahead. 

A slow increase srtill seems the H.keliest as
sumption for investment 'in stocks. 

There should be a lively expansion of con
sumption expenditure, this applying equadly to 
expenditure by public authorities ,and house
holds. As regards public current expenditure 
on goods and services, ~this forecast seems all 
the more likely in view of the recent decision 
to increase wages and ~salaries 'in the public 
sector by Lit. 25 000 mi.l:1ion in the current 
year. The assumption that private consumers' 
expenruture will expand mpidly too is supported 
in the main by the very expansionary outlook 
for the development of mass incomes because 
of increased employment and a steady, !if rather 
modest, upward trend in wages and salaries. 

The growth of agricultural production may 
well suffer for some time to come from the 
damage due to last autumn's floods. On the 
other hand, there should be a further rapid 
increase in industrial production, especially if 
demand from abroad expands a:t the rate 
forecast. A lively rate of expansion can also 
be expected for output in the building 'industry 
and in the services sector. 

The distinct upward trend in the number of 
persons in paid employment is likely to con
tinue. To what extent this wiLl lead to a 
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further reduction in the unemployment figu* 
depends in no small measure on whether, and 
in what numbers, Italian workers continule 
to drift hack from abroad. 

There will almost certainly be a further vig~
ous expansion of imports, particulary importa 
of plant and machinery and agricultural pro
duce. 

The forecast that prices would continue to cise 
moderately hut at a rather more l'apid paa: 
during 196 7, published with supporting evi
dence in the last Quarterly Survey1 still ,appears 
to be vaH.d. 

The visible trade balance and the current ac
count in general will probably once again 
deteriorate petteptibly. 

In view of the oudook for the economic 
situ,ation up to the end of the year, the 
quantitative estimates of results for the full 
year 196 7 (forecasts for the main aggregates 
were published in the last Quarterly Survey) 
may be retained without any major correction. 
In particular, it still seems more than likely 
that the real gross nationail product will 'increase 
by 6 % (rounded up) between 1966 ,and 196 7. 

The first forecasts for economic development 
in 1968, which are in the nature of things 
still very tentative, indicate that expansion 
could well continue at ~a lively pace. For one 
thing, the pull exercised by demand from 
abroad may even be considerably stronger than 
in 1967; even more important, a further rapid 
expansion of domestic demand ~is also to be 
expected. In the cil'CUIDstances an increase of 
at least 5 1 /2 % in the real gross national 
product would appear to be readily attainable. 

With growth trends as oudined above-----they 
are fully satisfactory as regards volume for the 
majority of J.tems but call for increased vigilance 
in the realm of prices-1he Council's recom
mendations2 of last December still hold good. 

1 See page 60. 
2 See Quarterly Survey 4/1966, pp. 41-44. 



As already suggested in the last Quarterly 
Survey, however, a certain fleribility tin inter
pretting ,the guidelines of budget policy would 
be in order. It seems i:nevli~able that the 
reduction in the cash deficit of the public 
authorities will be somewhat smaller than 
recommended because of the additional burden 
placed on the budget by flood damage in the 

autumn of 1966. In any event, the effect of 
this on short-term economic policy should not 
be unduly seri.ous as iong as the slowdown of 
economic activity in certain major impoliling 
countries leads to a more moderate development 
of exports and consequendy of overall demand 
in monetary terms than was estimated last 
December. 

Demand for and supply of goods and services 

1964 1 
1 1965 1 

I 
1966 1 1967 2 

At 
current % change on preceding year 
prices 
(in Lit. 

'000 

Value I Volume I Volume 
million) Volume Value 

Exports 3 5 486 + 20.8 + 20.3 + 12.5 + 12.0 + 9 

Gross fixed asset formation 7 201 - 8.4 - 6.8 + 3.7 _J_ 

5.3, + 10 I 

Public current expenditure on goods and services 4 608 + 3.6 + 12.8 I+ 3.6 + 6.9 I+ 4 

Private consumers' expenditure 20 869 + 2.2 + 6.5 + 5.7 + 8.9 + 6 

Gross national product 33 077 + 3.5 + 7.6 + 5.5 + 7.9 + 6 

Imports 3 5 293 + 1.9 + 2.7 + 13.4 + 16.0 + 14 

1 "Relazione generale sulla situazione economica del paese (1966)" 
2 Commission forecasts. 
8 Goods, services and factor income. 

Note.f: 
a) The difference between the figures for demand and those for supply is -accounted for by movements in stocks. 
b) The forecasts 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 res
ponsibility of the Commission. 

As far as can be ascertained from informacion 
at present available, the economk policy pur
sued by the Italian authoricies during ~e fJ.rst 
months of 196 7 did, in fact, comply broadly 
with the guidel!ines for budget and credit policy 
contained in ,the Cooocil',s recommendation. 
Apart from the liberalization of many imports 
from Eastern European countvies which was 
approved early in May and should stimulate 
Italy's external trade to some extent, no meas-

ures of any great economic significance have 
been adopted s,ince the last Quatterly Survey 
was published. 

As far as budget policy is concerned, the 
current cash revenues of 'the Treasury---1n :the 
first quarter at any rate-grew more rapidly 
than cash expenditure and were actually higher 
than the latter, even after seasonal adjustment. 
The rapid expansion of revenues was partly, 
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as it were, the automacic product of expanding 
economic activity. To the extent that it is due 
to increases in taxation introduced in connection 
with the programme of state md to victims 
of la:st autumn's bad weather, it 'is Likely to be 
followed by increased expenditure in ·the near 
futu:re. Should this happen, it is clear that the 
relationship between the growth rate of cash 
receipts and that of cash expenditure would 
be bound to deteriorate once more, unless the 
authorities oan slow down the growth of 
expenditure elsewhere. 

The restraint exercised by the Government in 
approving new expenditure shows that it is 
aware of the problems presented here. In the 
recent negotiations which led to the signing of 
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a basic agreement w~ those employed 'in tlie 
public service, it ensured that additional e~
diture on wages and salaries resulting from the 
agreement (approximately Lit. 480 000 million 
over the period 1967 to 1971) would be 
particularly low in 1967 and 1968. Restmint 
was undoubtedly called for in thlis mstance 
since consumption expenditure was involv<td 
and increased expenditure of this kind n31tul'ally 
tends to encroach on public saving. Public 
saving has already been contracting at a dis
qurietingly rapid rare in recent years so that 
a policy aimed at expanding it once more is 
precisely what is needed at this stage. Such a 
policy would ·also mitigate the danger of distur
bances of equilibrium emerging-whether now 
or later-with all the adverse effects that this 
would have on economic growth. 
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ECONOMIC INDICATORS 

Industrial production 1958 = 100 
220 

v V" (£ 
210 

v 1-"" 

200 

I 
v 

190 

/ I 

v ! 
i 180 

/ 
v -170 

Wages and consumer prices 1962 = 100 
170 

-+ 
Ci 

150 

w ges _...f-o-1--
1<10 

..,.... ,-,....... -130 , ....... Jl-
120 

110 
1-~ ns me r_p ice 

100 

Trade with non-member 
countries million u.a. 

550rr~~"""~""''""rrrrrrrrnn~ 

350 

1964 196S 1966 1967 

NOTES: 

Labour market thousands 
I 300 

! ~ 
I 2SO 

I 
ob ap] lie tio s 

1200 

./ 
/ I'. v r.... I ~ I ISO 

1100 ~ 
/ \ 

I' I 
I 1\ I 

I 050 

I 000 
I 

9S 0 

Bank lending Lit. '000 million 
16000 

I I (i 

IS 000 

14000 

13000 
) 

~ 
i"""' 

I ~~ 12000 

j ~ ~ f-v 
1,_1 I 

I~ l. 11000 

Trade with other member 
million u.a. countries 

3S0~rTTTTTTTTT""""n-~rrrTTTTTTT~~ 

1964 196S 1966 1967 

Source : Statistical Office of the European Communities (except as otherwise indicated). 

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for
tuitous variations (excluding construction, food, beverages and tobacco). 

Graph 2. Number of registered unemployed, in thousands. Series seasonally adjusted. Three-month moving 
averages. 

Graph 3: Source: ISTAT. Agreed minimum wages in industry. Consumer prices: new index as of January 1967 
not fully comparable with preceding series. 

Graph 4. Short-term loans. Source : Banca d'Italia. 

Graphs 5 and 6. Series adjusted for seasonal variations (three-month moving averages). Exports (fob), imports 
(cif). Conversion at official exchange rate. 
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TABLE 1: Basic data (1966) 

Total area ('000 sq. km.) 

Total population ('000) 

Densit.y of population per sq. km. 

Numbers in employment ('000) 

Numbers in employment, breakdown by main sector (%) 

- Agriculture 

-Industry 

of which : Construction 

- Services 

Percentage share of gross domestic product 

- Agriculture 

of which: Construction 

-Industry 

- Services 

Gross product per capita (Lit.) 

TABLE 2 : Key indicators 

% change by volume 
on preceding year 

1960 I 1961 I 1962 I 1963 I 1964 I 
Gross national product 6.3 8.2 6.3 5.8 3.0 

Industrial production 11.1 9.3 8.8 7.9 2.0 

Total imports 37.8 14.8 16.4 22.6 -5.4 

Private consumers' expendi-
ture 6.2 7.3 6.7 10.0 2.0 

Public current expenditure 
on goods and services 4.0 4.8 5.4 5.1 4.1 

Gross fixed asset fonnation 13.4 11.8 10.0 9.2 - 7.3 

Total exports 18.2 16.5 12.2 7.0 12.0 

Gross national product per 
<'apita 5.7 7.7 5.6 5.0 2.1 

Gross national product per 
person gainfully employed 6.5 8.0 7.5 7.6 3,3 

( ) Provisional figures 
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1965 I 1966 I 
3.5 5.5 

3.1 8.0 

1.9 13.4 

2.2 5.7 

3.6 3.6 
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20.8 12.5 I 
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3.8 (7.4) I 

301.2 
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172 
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35.0 
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40.1 
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47.4 

740 000 

Volume Contri-

indices bution 
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= 100) GNP 
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Italy 

TABLE 3: Foreign trade (at current prices) 

%change 
Indices 

Million % 
(1958 of the 

on preceding year = 100) u.a. total 
-------

1960 11961 I 1962 I 1963 11964 I 1965 I 1966 1966 1966 1966 

Visible exports 
11.71 Total 26.1 14.7 11.4 8.2 18.0 20.7 316.7 8 031.9 100 

Intra-EEC 36.0 21.8 23.7 10.3 26.4 27.6 12.8 537.9 3 261.7 40.6 
To non-EEC countries 22.3 11.8 6.8 7.0 1:1.4 16.4 11.0 247.2 4 770.2 59.4 

Exports of food, beverages and tobacco 
Total 5.6 10.6 14.5 - 3.4 2.4 20.5 1.5 168.9 862.1 10.7 
Intra-EEC 12.5 14.7 23.4 - 87 8.8 31.4 0.4 246.5 467.2 5.8 
To non-EEC countries 0.4 7.4 6.5 2.1 - 3.3 9.5 2.8 123.1 394.9 4.9 

I 
Exports of raw materials and manufactures 

Total 30.7 15.5 10.9 10.2 20.5 20.7 13.1 353.9 7 169.8 811.3 
Intra·EEC 45.41 23.9 23.9 15.6 30.4 26.9 15.2 670.3 2 794.5 34.8 
To non-EEC countries 26.0 13.7 4.5 7.7 15.5 17.2 11.8 271.9 4 375.3 54.5 

Visible imports 
Total 41.0 10.6 15.9 24.5 - 4.1 1.6 16.7 271.7 8 571.3 100 
Intra-EEC 45.7 17.2 22.9 31.1 - 4.5 - 3.1 21.6 407.7 2 787.2 32.5 
From non-EEC countries 38.4 8.1 13.0 21.5 - 3.9 3.9 14.4 234.1 5 784.1 67.5 

Imports of food, beverages and tobacco 
Total 33.5 5.3 7.3 57.5 2.4 18.9 9.7 323.4 1 766.4 20.6 
Intra-EEC 42.6 - 1.3 10.0 73.1 15.7 20.6 13.5 489.3 380.7 4.4 
From non-EEC countries 31.8 6.6 6.8 54.4 - 0.6 18.4 8.7 295.8 1 385.7 16.2 

Imports of raw materials and manufactures 
Total 42.4 11.6 17.5 19.2 - 6.5 - 2.4 18.6 260.9 6 804.9 79.4 

I 
lntra-EEC 46.0 19.2 24.1 27.8 - 6.6 - 6.3 23.0 397.2 2 406.5 28.1 
},rom non-EEC countries 41 Q 8.4 14.4 14.8 - 4.8 - 0.2 16.3 219.7 4 398.4 51.3 

I 

TABLE 4 : Basic monthly indicators 

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

Industrial produc- 1966 90.7 91.8 105.1 97.5 106.6 99.2 105.6 78.0 108.5 107.8 103.8 105.4 
tlon (1966 = 100) 1967 102.9 102.8 113.8 109.5 

Building : domestic 1965 160.8 136.8 173.8 160.8 166.7 196.3 192.8 183.4 184.7 185.6 185.5 180.2 
turnover of build- 1966 142.7 129.3 177.6 183.1 195.1 188.6 201.8 202.8 172.1 203.8 192.5 189.4 
ing materials I 1967 180.2 158.7 200.2 
(1958 = 100) 

Private consumers' 1965 270 215 249 303 284 318 296 241 330 354 319 542 
expenditure : turn- 1966 313 231 275 313 319 338 306 267 330 377 355 586 
over of department 1967 302 245 (329) 
stores (1958 = 100) 

I 
Total visible im- 1965 536.3 582.9 621.6 587.1 607.2 565.9 622.6 634.1 608.3 634.4 673.1 666.5 
ports (million u.a.) 1966 710.5 659.0 720.2 652.9 704.3 693.1 693.1 713.8 799.8 7<'<7.2 739.2 718.9 

1967 812.9 744.8 779.3 

Total visible ex- 1965 546.4 560.4 59(1.3 589.3 571.8 611.8 576.3 609.6 613.1 599.0 650.0 620.7 
ports (million u .a l 1966 632.2 598.8 670.6 612.5 722.8 700.0 657.4 667.0 681.6 712.0 678.7 686.0 

1967 753.5 690.3 725.9 

1.1 I_ 3.21-Balance of trade 1965 - 84.9 - 32.0 + 13.1 - 6.5 - 43.8 + 37.5 - 2.1 - 9.3 - 28.4 - 25.0 
(million u.a.) 1966 -144.3 - 64.2 - 14.9 - 55.8 + 4.8 - 8.2 + 16.3 + 34.6 -135.7 - 43.0 - 77.9 - 20.1 

1967 -165.9 - 71.0 - 20.1 

Official gold and 1965 3 797.8 3 873.9 3 755.8 3 811.5 3 895.5 4 032.3 4 250.4 4 390.7 4 323.0 4 270.2 4 303.4 4 566.2 
foreign exchange 1966 4 425.9 4 386.4 4 337.6 4 404.2 4 433.8 4 537.3 4 772.8 4 995.8 4 758.2 4 672.6 4 642.4 4 679.4 
reserves (net, 1967 4 514.2 4 473.1 4 535.5 4 647.4 
million u.a.) 

Money supply (Lit. 1965 11 984 11 861 12 077 12 225 12 522 12 687 12 885 12 808 13 108 13 227 13 420 14 495 
'000 million) 1966 14 029 13 933 14 046 14 118 14 3211 14 598 H 850 14 74~ 15 003 15 182 15 274 16 373 

1967 15 840 15 662 

( ) Provisional fi!.(nre. 
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NOTES 

Source: Statistical Office of the European Communities (except as otherwise indicated). 

Table 1 

- Present-in-area population (resident population less persons temporarily abroad). Average for year. Sou~:Fe: 
Istituto Centrale di Statistica. 

- Numbers in employment. Average for year. Source : Istituto Centrale di Statistica, "Rilevazione nazioflale 
delle forze di lavoro-5 ottobre 1966". 

- Breakdown of gross domestic product at factor cost. 
- GNP at market prices. 

Table 2 

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

Table 3 

- Exports fob, imports cif. Conversion at official exchange rate. The products have been regrouped on the 
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco 
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST). 

Table 4 

- Industrial production. Source: Istituto Centrale di Statistica. 
- Construction. Internal trade in building materials, calculated from turnover taxes. Source : Istituto pe~ lo 

Studio della Congiuntura. 
- Private consumers' expenditure. Retail sales of department stores, based on the turnover of 5 department stores 

and 2 "single-price" stores. Not very typical of the trend in private consumption as a whole. 
- Exports fob, imports cif. Conversion at official exchange rate. 
- Official gold and foreign exchange reserves. Source: Ufficio Italiano dei Camhi. 
- Money supply. Notes and coin in circulation excluding cash holdings of the Treasury. Sight deposits of nbn-

banks with registered credit institutions; banks drafts in circulation (whether vaglia or assegni) issued by ·the 
Central Bank and other banks and credit institutions. 
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D. The Netherlands 

• Economic growth has slowed down further since the end of 1966. The effects 
of the sluggish development of investment demand coupled with the persisting 
upward movement of prices have not been offset by an appreciable expansion in 
demand from abroad. 

The slackening trend hit import growth first but then also began to impair the 
development of domestic production. One important consequence is that unem
ployment tended to rise still more. In the first quarter of 1967, there was a slight 
improvement on the current account (adjusted for seasonal variations) but con
sumer prices continued to rise at a fairly appreciable pace, though the year-to-year 
comparison showed a smaller increment than it had a year previously. 

The outlook suggests that the pressure of demand on domestic resources will 
continue to ease. Nevertheless, there is still a danger that the continuing effects 
of national and local budget policies may delay the stabilization of prices and costs. 

In these circumstances, it is to be feared that the slightly brisker growth expected 
in 1968 will not be accompanied by the full elimination of internal and external 
disequilibria. 

1. Recent developments 

Exports of goods and services developed at a 
lively pace during the first quarter of 1967. 
According to the foreign trade statistics, visible 
exports (value) were 12.9% higher than for 
the corresponding period of the previous year, 
whereas the year-to-year growth vate had 
been only 2.6% during the last quarter of 
1966 and 5.6% for the whole of 1966. When 
comparing these figures, 'it must admittedly 
be remembered that the level of exports had 
been unusually low during the early months 
of 1966, mainly as a result of 'a £all-off in 
deliveries of farm produce. Nevertheless, the 
year-to-year growth rate ( exdus!ive of farm 
produce) amounted to 11 % for the first 
quarter of 196 7. 

The area analysis for exports has remained 
much the same since summer 1966. For 
example, exports to non-member countries have 
continued to increase more vigorously than 
those to other Community countries: the brisk 
rise in sales to Italy and France only partly 

offset the continued uncertain development of 
expotts to the Federal Republic of Germany. 
Investment lost considerable momentum after 
the end of summer 1966, a trend pel'ISiscing 
into the first quarter of 196 7. However, ,the 
impact of this development on the growth of 
total domestic demand appears to have been 
offset to some extellit by a consolidation
perhaps only temporary--of the growth in 
consumption demand. 

Real gross fixed asset formation ceased growing 
in the first quarter of 1967, but this was the 
net result of trends in the various elements of 
this demand component which themselves 
varied fairly widely : ·in the enterprises sector, 
expenditure on plant and machinery probably 
declined even more than before, owing to fac
tors often mentioned in these Surveys (reaction 
to an ·investment boom ·that had gone too far; 
narrower profit margin,s as a result of the 
excessively rapid rise in wages which, in tum, 
was due to over-employment; finance dear and 
scarce). By collitrast, e~penditure on com
mercial building appears to have increased 
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considerably, thanks, no doubt, to the relatively 
favourable weather. The ·same factor encou
mged more investment in residential construc
tion-the number of dwellings completed was 
34 % above that of the first quarter of 1966-
and the expansion of public investment, to 
which measures to combat regional unemploy
ment may also have contrilmted. 

The trend of investment 'in stocks probably 
served to slow down general business activity. 
Managements had already been extremely cau
tious when replacing depleted stocks of raw 
materials and semi-manufactures during the 
closing months of the last year, and they now 
appear to have begun running down stocks of 
finished goods as well. 

The fairly rapid growth rate of public current 
expenditure on goods and services has been 
sustained owing ·to the rise of approximately 
4% in public-service wages and salaries granted 
at the beginning of the year. Although business 
has been losing momentum generally, private 
consumers' expenditure appears to have risen 
again even more vigorously during the first 
quarter of 1967 than towards the close of 1966. 
However, as with the export figu11es, prudence 
is recommended in the inrerpret;ation of the 
comparison of the yeat-to-year increases ( 11 % 
in v.alue for the first quarter of 1967, 5.5% 
for the fourth quarter of 1966 )-the reason 
being that consumer expenditure was relatively 
low in the first quarter of 1966 because of 
a wave of consumer purchasting towards the 
end of 1965 when an increase in indirect taxes 
was expected. None the less, it still looks as 
if the underlying trend of private consumers' 
expenditure has gathered a little momentum 
so far this year, as is evidenced in particular 
by the increase in consumption 'in terms of 
volume. 

The increase in the incomes of private house
holds probably grew a little more rapidly, the 
authorities having authorized a 4% wage 
incvease during the first quarter on the exten
sion of the short-term collective wage agree
ments for 1967, and wages under various long
term collective agreements having risen a tittle 
faster, although the deteviorating employment 
situation (total hours worked) probably af
fected incomes more than before. 

78 

The development of total supply during the 
first quarter of 1967 reflects the hesitant 
growth in overall demand. As far as domestic 
supply is concerned, the growth in 'industrial 
production (adjusted), which had been extte
mely vigorous until the fourth quarter of 1966, 
slackened appreciably and now even appep,rs 
to have come to a halt. According to the CBS 
index, adjusted for the number of working 
days in the month, production during the first 
quarter was, however, still 4.5% above the 
level of the corresponding period of the pre
vious year. On the other hand, ·the upward 
trend in building, where the growth rate in the 
fourth quarter of 1966 had ·stiJI been very 
brisk-as a result of a spurt in productivity 
improvements-may even have gathered fur
ther momentum. 

Unemployment increased un1lil January. The 
number of unemployed then fell back from 
108 500 (compared with 56 900 before the 
end of 1966) to 81 700 in April. The sea
sonally adjusted figures show a persisting rise, 
however; the unemployment rate (percentage 
of unemployed in the total civililan labour 
force) rose to 2.1 % in April. Closer analysis 
shows that unemployment is concentrated 
chiefly in the frontier provinces of the Nether
lands while the rate of increase in the west 
of the country is much lower. This is partly 
accounted for by a fall-off in the number of 
frontier workers, mainly resrulting from slacker 
economic activity in the Federal Republic of 
Germany, and by slightly easier labour market 
conditions in the west of the country, which 
have prompted workers from other provinces 
to go home again. The geographical differen
tiation in the number of vacancies is less pro
nounced. All in all, they continued to decline 
in number during the period covered by the 
present Survey; the figure for April was 67 800 
(compared with 119 700 in April 1966). 

Finally, the process of shortening the working 
week seems to have continued; by the end of 
April, decisions of this kind had been taken 
concerning approximately 27 700 wage- and 
salary-earners. 

During the first quarter of 1967, the adjusted 
trend of imports of goods and services probably 







persisted at roughly the same level as in the 
fourth quarter of 1966. According to customs 
returns, visible imports in the first quarter 
showed no volume increase at 'all over the 
first quarter of 1966 and an increase of only 
1.4% in terms of value. 

Price conditions have not substantially altered. 
It is true that, at the wholesale stage, the 
stabili.zdng tendencies which emerged in the 
a/Uitumn have gained strength, partly because 
farm produce prices have fallen, but consumers' 
prices rose again during the first quarter, 
although the industrial federations voluntarily 
maintained the price policy principles contrac
tually established until the end of 1966. The 
cost-of-living index rose by 4.7 % over the 
December 1966 -April 1967 period, compared 
with a rise of orrly 6.5 %, however, during 
the corresponding period of the previous year. 
If the April index surpassed the level of 
April 1966 by only 2.3 %, this is due to the 
fact that the rise in prices at the end of 1965 
and the beginning of 1966 had been particularly 
vigorous. 

With exports expanding at ,a rather more lively 
pace and imports mark,ing time, the visible 
trade balance improved sHghtly during the first 
quarter of 196 7. The deficit during this 
period amounted to Fl. 1100 million, compared 
with Fl. 1 700 million for ~the first quarter of 
1966. The services balance deteriorated and 
the result was a further deficit (Fl. 98 million 
on a cash basis while on a transactions basis 
the figure was as high as Fl. 350 million) on 
current aceotmt; since, moreover there was also 
a net outflow of capital, there was a relatively 
high deficit (Fl. 200 million) in the overall 
balance of payments for the first quarter of 
1967, though this was considerably lower than 
in the previous quarter. Net official gold and 
foreign exchange reserves fell during this period 
by Fl. 80 million and the net foreign exchange 
position of the commercial banks deteriorated 
by approximately Fl. 120 million. 

Under the impact of transactions with abroad 
domestic liquidity tended to contract in the 
first quarter of 1967. The fairly rapid ex
pansion of bank lending to £irms and indivi-

duals served to counter this trend. The ex
pansion of short-term loans, for which a further 
ceiLing has been imposed under the credit 
squeeze, in any case probably did not exceed 
the ceiling set for the January-March period. 
Official transactions, especially central govern
ment transactions, made an expansionary con
tribution to domestic liquidity during the first 
quarter. 

At least until April, interest rates tended to 
drift downwards-although this was less noti
ceable for money-market rates than for yields 
on the bond markets. It :is true that the public 
authorities drew heavily on the capital market, 
but there were scarcely any private issues. 
On the other hand, demand for capital on the 
market in promissory notes ( onderhandse lenin
gen) was decidedly brisk. 

The pick-up in prices at the beginning of the 
year on the stock markets continued chiefly 
as a result of the improved international stock 
exchange atmosphere, of the growth of domestic 
liquidity and of a more realistic assessment 
of the profit outlook. 

2. Outlook 

The present outlook does not differ essentially 
from the forecast made in the last two Quar
terly Surveys ( 4/1966, 1/1967). One reason 
for this ris that in its economic policy program
me (announced in April) the new Government 
kept very close to the proposals of the caretaker 
Government. As far as the national budget is 
concerned, the deficit will probably, ·in any 
case, greatly exceed the assessment made in 
autumn 1966. 

The prospects for exports of goods and ser
vices during the coming months point to a 
considerable increase in momentum, especially 
for exports to non-member countries. Sales 
in the member countries of the Community 
will probably depend to ·a great extent on the 
development of the domestic economic activity 
of these countries and, more particularly, on 
that of the Federal Republic of Germany. 
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Since the outlook here, at least for the time 
being, is still very uncertain however, the 
supposition could well prove correct that, in 
spite of an improvement in :the supply potential 
from domestic production, the tise of overall 
exports in the yearly average wiH not prove 
to be much greater than between 1965 and 
1966. 

Compared with export growth-which is in fact 
substantial-the expansion of effective domestic 
demand is likely to l'emain within narrower 
limits. If the probable increases in prices are 
discounted, domestic final demand ,i:s hardly 
likely to give any fresh imperus to business 
trends. 

A weaker propensity to invest wdll inhibit the 
growth of overall gross fixed asset formation. 
The decline of the adjusted trend in pul'Chases 
of plant and machinery may well be accom
panied by a similar though less marked decline 
in outlay on commercial building. The in
fluence of the factors determining this is likely 
to be only partly offset by the effeots of the 
measures l."eoently adopted to support invest
ment in particu~ar regions of the country. 
Furthermore, according to information now 
available, it must be considel."ed very unlikely 
that pUiblic capital expenditure wilJ !increase 
to any noteworthy extent (apart from va
riations) during the months ahead. Finaily 
the trend of l'esidential construction will become 
more and more hesitant : :financing difficulties 
pers:ist, and they wiH lead to a further decline 
in the total number of dwellings in course of 
construction. 

Investment in stocks will probably make no 
noteworthy cont!cibution in the coming months. 

The rate of increase of public current expen
diture on goods and services will. remlllin £airly 
high until the end of the year, mainly because 
act'll'al spending will exceed es~timates to a con
siderable extent. Growth in private consumers' 
expenditure will probably continue du'l'ing the 
next few months, but will be fairly weak : the 
trend of the disposable ,incomes of households 
will gain no support ,from the employment 
situation, while the further general increase in 
wages under short-term collective wage agree-
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ments on 1 July will not exceed 1.5 %. 
However, the second stage of the reduction in 
the wages and income tax wdll be reached in 
midsummer and this shOUJl.d ·stimulate the 
development of consumption in monetary tenus. 
But since, at the ·same date, an increase in 
turnover tax-entailing higher pcices-will 
come into force, the expansionary impact of 
the tax cuts on pl"ivate consumers' expen.ditlure 
in real terms will not be strong. 

Finally, it is to be expected that households 
will either not alter their savings ratio or uhat 
during the coming months it may even rise a 
little further as condi·cions get steadily more 
relaxed on the labour market. 

In view of the outlook for overall demand, 
the growth of domestic supply will be £airly 
slow. By the autumn, the growth of industtia1 
production could even slow down for a time. 

In these oixcumstances, the number of worket:s 
avaiJable for employment wiH probably tise 
again slightly for some ·time, were it amy 
because, towaros the middle of the year, mftny 
young people-although fewer than last yeat
w:ihl come on to the labour market £or the 
first time. 

During the months ahead, it is unlikely that 
imports of goods and services will show signs 
of 'l'esuming vigorous growth. However, it is 
not impossible that import demand will, befbre 
the end of the year, gain a Htcle firmness again, 
particularly if firms stop running down rt:heir 
st!oeks of raw materials and semi-manu:factutes. 
In the short-term, the visible trade balance will 
probably improve further. 

Although the pressure of demand has been 
eas,ing, the tendencies for pmces to grow mpre 
stable are uclikely :to gain l'eal strength before 
the end of the year. It is true that the 
(adjusted) upward wage trend has slowed 
down a little, but productJiV'ity gains are lmely 
to grorw smaller. Furthel"more, autonomous 
price increases such as higher rents and higher 
turnover tax will help to force prices up. 



On the whole, the present outlook is in line 
with the forecasts made for the full year 1967 
in the last Quarterly Survey ( 1/196 7). The 
value increase in gross national product is 
assessed, as before, at 3 %. 

A more pronounced rise in general economic 
activity may be expected once again in 1968. 
The results of an acce:Ierated rise dn public 
investment and a recovery in the propensity to 

invest might add their weight to the impact 
of an improvement in demand from several 
countries which are major customers of the 
Netherlands. The slight accelel'ation <in the 
value increase in gross national product ( the 
Commission's tentative forecast : 3.5 %) is, 
however, at least until early 1968, no bar to 
a further modest increase in unemployment, 
an increase which could in the end help to slow 
down somewhat the upward cost and price 
movement. 

Demand for and supply of goods and services 

1964 1 1965 1 1966 2 

I 1967 3 

I 
' 

At 
current % change on preceding year 

I 
prices 
(in Fl. 
'000 

I Volume 
million) Volume Value Volume Value 

Exports 4 30.28 + 9.1 + 10.6 + 6 + 6 + 6.5 

Gross fixed asset formation 15.38 + 5.1 + 9.4 + 7 +13 - 0.5 

Public current expenditure on goods and services 9.78 + 0.9 + 11.2 + 2.5 + 11.5 + 2.5 

Private consumers' expenditure 35.58 + 7.8 + 11.9 + 3.5 + 9.5 + 3.5 

---- ---~-- -----

Gross national product 61.83 + 5.4 + 11.0 + 4 + 10.5 + 3 

I 
Imports 4 30.89 + 7.4 + 7.7 + 7.5 + 8 + 3 

I I 

1 Statistical Office of the European Communities, National Accounts 1955-65. 
2 Commission estimates. 
3 Commission forecasts. 
4 Goods, services and factor income. 

Noles: 

a) The difference between the figures for demand and those for supply is accounted for by movements in stocks. 
b) The estimates and forecasts 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. 

As may be gathered from the staJtement ,issued 
on 18 April by the new Dutch Government, 
economic policy must, in the first place, be 
concerned with internal and external stability. 
Essentially, the Government intends to go on 
implementing the economic and financial poli-

des instituted by Professor Zijlstra's caretaker 
administration. The measures 'introduced as 
early as the end of 1966 and the beginning of 
196 7 by this Government were reviewed in 
detail in the last Quarterly Survey ( 1/1967). 
They comprised, in particular, a change in the 
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date of the entry into :force of certain tax 
measures and a number of budget cuts involving 
a total of Fl. 91 million, through which fiscal 
policy is to make a contribution to the atrain
ment of equilibrium. 

On the other hand, in order to deal with 
unemployment in the regions, investment in
centives were increased and additional public 
funds of about Fl. 100 million allocated; 
this 1'<l!tter sum will have to be £inanced from 
the budget cuts. In addition, Fl. 100 million 
were made over to the communes as advances 
on contributions to be made by the Pension 
Fund. Lastly, on 15 March, the Central Bank 
lowered Bank rate from 5% to 4.5 % and 
dropped the penalty deposits system. Therefore, 
should the credit ceiling be exceeded, com
mercial banks and agricultural credit institutions 
will now no longer be reqlllired to maintain 
corresponding non-interest-bearing deposits in 
the Central Bank. 

The new Government subsequenrtly introduced 
more measures ~the main aim of which is to 
combat regional unemployment : additional cre
dits amounting to Fl. 100 million were made 
available to the communes. The Government 
also intends to release Fl. 100 million should 
unemployment rise again. Credit guarantees 
up to Fl. 150 million are to be offered to the 
textile industry. Finally, in June, the quan
titative restrictions on bank lending to business 
and individuals were lifted. 

When the new Government's programme was 
submitted, it was, however, announced that the 
deficit in the budget for 1967 would greatly 
exceed the amount estimated. According to 
the April assessment, the cash deficit will 
amount to Fl. 2 400 million-which is higher 
than the 1966 deficit-and by the end of 
the year the deficit might 1in fact prove even 
heavier. The new Government certainly in
tends to defer the execution of less urgent 
tasks in order thus to meet the expenses in
volved in combating regional unemployment 
and other tasks, as far as possible by reducing 
its outlay under other budget headings. 

The Treasury's net financing requirements for 
1967, estimated at Fl. 2 650 million, already 
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I 
exceed those of 1966 (Fl. 2 200 milliob). 
Nevertheless, the authorities believe that ~he 
amount for which cover is not yet assuted 
and which would have to be financed on a 
short-term basis will probably still fall sliort 
of Fl. 900 mri11ion. 

The general aims of the Government's ~to
gramme are broadly in 1ine with the rec»m
mendations made by the EEC Council :on 
22 December 1966. In VTiew of the contin~ed 
rises in wage-costs and prices, there 1is a case 
for a careful assessment of the effects of the 
decisions already ~implemented before any more 
elaborate measures to sustain the economy tare 
adopted. There is no reason whatsoever for 
immediately adopting an energetic policy of 
reflation; the unemployment is specifically of 
a structural kind, as is clearly shown by the 
fast that there are still areas and trades tuf
fering from heavy shortages of labour as well 
as areas and trades in which structural untm
ployment has emerged after haVTing been masked 
merely by the general :inflationary effects of 
excess demand. It is obvious that econotnic 
policy cannot cope with this siruarion withOut 
restoring inflationary pressure : what is needed 
is appropriate action with regard to structutes, 
the regions and the labour market. 

A premature reflation policy would hamper the 
restoration of internal and external equilibrium 
and the authorities should therefore exer¢i.se 
caution. In this connection, it should be 
noted that, ~in any case, the Central Go~rn
ment's budget policy already depa.rts a lq.ng 
way from the guidelines suggested in the Copn
oil's recommendation. Even if allowance! is 
made for the consequences to State expenditUre 
and revenue arising from the fact that economic 
development has been less vigorous than l4J.ti
oipated, the deficit in the Government's bu~et 
still greatly exceeds that originally estima-.jed. 
According to the Council's recommendatij::m, 
the cash deficit should be substantially less 
than the Fl. 2 400 million now forec~t. 
Moreover, the bulk of the discrepancy is ; ac-

t 

counted for by a further unduly steep rise in 
outlays either directly or indirectly expand;ng 
consumption. 

It may well be that the short-term finanqng 
of the deficit is now on a scale which, in view 



of the economic trend, exceeds a desirable 
level. It should also be remembered that 
further heavy budget deficits could give rise 
to grave problems in 1968, a year 'in which 
trends in general economic expansion might 
well gather momentum once again. 

In these circumstances, a1:l necessary measures 
should be taken to ensure that the natJional 
budget and the public authoritJies' budget in 

general will stimulate consumption less than 
in the past. A national budget policy along 
these lines would leave more latilitude inter alia 
for operations promoting investment ·and would 
make more funds available to pay for a struc
tut~al policy designed to curb any excessive rise 
in regional unemployment. Moreover, an im
provement of this kind in the policy mix would 
undoubtedly assist the authomtJies in their en
deavours <to keep wage increases lin line with 
productivity gains. 
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Netherlands 

ECONOMIC INDICATORS 
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NOTES: 
Source: Statistical Office of the European Communities (except as otherwise indicated). 
Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for

tuitous variations (excluding construction, food, beverages and tobacco). 
Graph 2. Adjusted for seasonal variations. Three-month moving averages. 
Graph J. Index of consumer prices-general index. Source : CBS. Wages-index of gross hourly earnings in 

industry (excluding mining, quarrying and construction). Index of negotiated wages. 
Graph 4. Short-term bank advances. Revised series as from December 1965. 
Graphs 5 and 6. Series adjusted for seasonal and accidental variations (three-month moving averages). Exports 

(fob), imports (cif). Conversion at official exchange rate. 1 unit of account= 0.888671 g of fine gold 
= US $1 at the official exchange rate. 
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Netherlands 

TABLE 1: Basic data (1965) 

Total area ('000 sq. km.) 

Total population ('000) 

Density of population per sq. km. 

Numbers in employment ('000) 

Numbers in employment, breakdown by main sector(%): 

- Agriculture 

-Industry 

of which : Construction 

-Services 

Percentage share of gross domestic product : 

- Agriculture 

-Industry 

of which: Construction 

-Services 

Gross product per capita (Fl.) 

TABLE 2 : Key indicators 

% change by volume 
on preceding year 

1959 I 196o I 1961 I 1962 I 1963 

Gross national product + 5.2 + 8.9 + 3.5 + 3.8 + 3.7 

Industrial production + 9.0 +10.1 + 4.2 + 4.8 + 5.4 

Total imports +13.8 +17.3 + 5.8 + 7.5 + 9.5 

Private consumers' expendi-
ture + 4.6 + 6.4 + 5.8 + 6.5 + 7.7 

Public current expenditure 
on goods and services - 1.2 + 6.6 + 4.4 + 5.1 + 7.8 

Gross fixed asset formation +12.0 +11.6 + 6.7 + 4.4 + 2.1 

Total exports +11.5 +13.3 + 3.0 + 6.2 + 6.2 

Gross national product per 
capita + 3.7 + 7.6 + 2.2 + 2.4 + 2.2 

Gross national product per 
person gainfully employed + 4.1 + 6.9 + 2.1 + 1.7 + 2.3 
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I 1964 I 1965 I 
+ 8.8 + 5.4 

+10.1 + 5.3 

+14.8 + 7.4 

+ 6.1 + 7.8 

+ 2.8 + 0.9 

+16.9 + 5.1 

+11.8 + 9.1 

+ 7.3 + 3.9 

+ 7.2 + 4.1 

33.5 

12 292 

367 

4 505 

8.5 

42 

10 

49.5 

8.3 

41.2 

(7) 

50.5 

5 584 

Volume f'ontri· 

indices but ion 
(in%) (1958 to 

= 100) GNP 

1965 I 196$ 

146 -
160 -
205 48 

154 58 

129 16 

175 24 

179 49 

133 -
132 -



Netherlands 

TABLE 3: Foreign trade (at current prices) 

Indices 
Million % 

% change on preceding year 1958 of the 
= 100 n.a. tctal 

19!10 I 1961 I 19621 1963 I 1964 I 1965 I 1965 1966 1966 1966 

VIsible exports 
Total +11.7 + 6.9 + 6.5 + 8.2 +17.0 +10.1 + 5.6 210 6 751 100 
Intra-EEC +15.8 +10.9 +10.0 +17.3 +22.1 +10.2 + 5.3 280 3 750 55.5 
To non-EEC countries + 8.4 + 3.6 + 3.2 - 0.6 +11.2 +10.0 + 6.0 160 3 001 44.5 

Exports of food, beverages and tcbacco 
Total + 5.3 + 0.8 + 6.9 + 9.3 + 9.5 +13.0 + 0.3 176 1 572 23.3 
Intra-EEf' + 6.1 + 3.1 +10.0 +12.1 +12.R +19.7 - 0.2 230 969 14.4 
To non-EEC countries + 4.4 - 1.8 + 3.3 + 5.8 + 5.1 I + 3.6 + 1.0 127 603 8.9 

Exports of raw materials and manufactures 
Total +14.2 + 9.2 + 6.3 + 7.9 +19.6 + 9.2 + 7.3 223 5 179 76.7 
Intra-EEC +20.7 +14.3 +10.0 +19.4 +25.61 + 7.1 + 7.4 304 2 782 41.2 
To non-EEC conntrie• + 9.6 + 5.2 + 3.2 - 2.4 +13.1 +11.91 + 7.3 170 2 398 35.5 

i I I 
Visible imports 

Total +15.0 +12.1:! + 4.6 +11.6 +18.2 + 5.9 + 7.5 221 8 018 100 
Intra-EEC +18.6 +21.1 + 6.7 +14.9 +19.0 + 8.7 + 8.7 285 4 332 54.0 
From non-EEC countries +12.2 + 5.8 + 2.5 + 8.3 +17.4 + 2.9 + 6.0 175 3 686 46.0 

Imports of food. beverages and tcbacco I 
Total + 3.4 + 5.9 + 6.3 +15.5 +16.2 + 3.5 + 3.9, 184 1 027 12.8 
Intra-EEC +16.4 +41.5 - 7.0 +11.8 +22.0 +13.1 + 8.8 308 246 3.1 
From non-EEC countries + 1.2 - 1.0 +10.0 +16.3 +14.9 - 1.2 + 2.5 103 781 9.7 

Imports of raw materials and manufactures 
Total +17.2 +14.0 + 4.3 +11.0 +18.6 + 6.3 + 8.0 228 H 991 

87.21 Intra-E"EC +18.8 +20.0 + 7.6, +15.0 +19.0 + 7.8 + 8.7 2S4 4 086 51.0 
From non-EEC countries +15.6 + 7.7 + 0.7 ~ 11.1 +1q.o + 4.2 + 7.0 178 2 905 30.2 

! 

TABLE 4: Basic monthly indicators 

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

Industrial produc- 1965 156 159 1581 162 166 164 1451 1471 165 177 178 174 
tlon (1958 ~~ 100) 1966 164 167 173 177 175 175 

1481 
162 175 187 189 185 

1967 173 176 178 

Investment 1965 3 7441 4 283 4 224 4 581 
(Fl. million) 1906 

4 100 I 4 916 4 913 5 103 
1967 

Construction 1965 1 545 1814 1 993 1 854 
(Fl. mlllion) 1966 1 587 2 079 2 249 2 163 

1967 2 036 

2071 Private consumers' 196fi 177 158 175 186 189 182 176 1R7 ! 199 201 I 232 
expenditure 1966 192 169 194 209 206 204 221 197 203 211 1 219' 237 
(1958 = 100) 19f7 211 187 218 

Total visible im- 1965 554 564 630 614 577 617 665 537 620 6711 625 793 
ports (milllon u.a.) 1966 625 626 759 701 630 684 652 620 696 670 669 688 

1967 680 639 719 690 

Total visible ex- 1965 477 489 532 506 501 554 543 438 590 I 594 5571 611 
ports (million u.a .) 1966 500 470 572 57o I 544 612 549 498 6321 598 616 593 

1967 601 532 606 582 I 
Balaure of trade 1965 - 77 - 75 - 99 - 108 i- 76 - 63 - 121 - 98 - 24 - 82 - 68 - 182 
(million u.a.) 1960 - 125 - 156 - 188 - 131 1- 86 - 71 - 103 - 122 - 64 - 72 - 53 - 95 

1967 - 79 - 107 - 113 - 108 

Official gold and 1965 2 075 2 094 2 069 2 083 2 036 2 010 2 042 
I 

2 0531 2 065 2 088 2 120 2 051-l 
foreign exchange 1966 1 970 1 972 1 997 1 943 1 953 1 918 2 0121 2 010 1 996 2 006 2 038 2 036 
reserves 1967 1 970 1 995 1 998 1 995 

I (mlllion u.a.) 

Money supply 1965 15.53 15.56 15.67 10.05 16.62 16.81 17.01 I 17.041 16.80 ' 16.89 16.97 17.15 
(Fl. '000 million) 1966 17.09 17.07 17.04 17.50 18.10 18.58 18.43 18.04 17.98 17.77 18.03 18.34 

11967 17.89 17.97 18.27 I 

I I 
I I ' I 
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Netherlands 

NOTES 

Source: Statistical Office of the European Communities (except as otherwise indicated). 

Table 1 

- Total population at mid-year. 
- Numbers in employment, average for year. Source : CBS. 
- Breakdown of GNP at factor cost. 
- GNP at market prices. 

Table 2 

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

Table J 

- Exports fob, imports cif. Conversion at official exchange rate. The products have been regrouped on the 
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco 
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST). 

Table 4 

- Industrial production. Source: Centraal Bureau voor de Statistiek (CBS). General index, adjusted for 
number of working days. 

- Investment. Source: CBS. Gross fixed investment. Total value, quarterly figures. 
- Construction. Source: CBS. Building production. Total value, quarterly figures. 
- Private consumers' expenditure. Source : CBS. Index of value of private consumption. 
- Exports fob, imports cif. Conversion at official exchange rates. 
- Official gold and foreign exchange reserves. Gross reserves of gold and convertible currency held by the official 
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monetary institutions. 
Money supply. Notes and coin in circulation, excluding cash holdings of monetary institutions. Sight 
depostts with credit institutions. 



E. Belgo-Luxembourg Economic Union 

Belgium 

Economic activity continued to grow during the first quarter of 1967, although 
at a somewhat slower rate. Exports provided fresh stimuli and official spending 
increased heavily. In the private sector, however,. there was a certain slowdown 
in the growth not only of investment but also of consumers' expenditure. Indus
trial production rose slightly and according to the INS index was 2 % higher 
than in the first quarter of 1966. Imports, on the other hand, tended to decline 
and the trade balance improved perceptibly. There was a further distinct rise 
in consumer prices. 

In view of the rather subdued trend to be expected in internal demand, the rate 
of economic growth during the months ahead will be increasingly conditioned by 
the way external demand develops. Since the outlook for the latter is not 
unfavourable, economic expansion may speed up again in 1968. 

If, however, economic growth is to be maintained at an adequately high level 
over an even longer period, those responsible for short-term economic policy will 
still have to aim at stabilizing costs and prices while doing everything possible 
to promote investment, particularly in the structurally weak areas. The authorities 
are making efforts along these lines. Their success will largely depend on whether 
the policy of restoring the structural balance of the ordinary budget is pursued 
with all the drive that will be required. 

1. Recent developments 

In the ewly months of 196 7, exports of goods 
and services rose about as quickly as in the 
second half of 1966. The relatively high 
year-to-year growth rate of visible exports in 
the first three months of 1967 (10 %, ac
cording to the customs returns, after 4.5% 
in the last quarter of 1966) may partly be 
due to the fact that, in the corresponding 
period of 1966, the level of exports, especially 
those to non-member countries, bad been ex
ceptionally low. 

The growth rate of domestic demand, however, 
turned out to be below that experienced in 
the closing months of 1966. 

Exports of iron and steel were more lively 
than before because of the revivru in demand 
from non-member countries, and exports of 
chemical products rose steeply. 

Outlay on gross fixed asset formation appears 
to have risen at a somewhat slower rate, in the 
main because of the way 'in which residential 
building developed. The decline in building 
starts was sharper in early 1967 than towards 
the end of the previous year, when the slow
down was already marked. This deterioration 
was no doubt related to the financing dif
ficulties caused by the poor supply of credit 
and high l'ates of interest. The cise in invest
ment by enterprises may also have dipped 
somewhat. Indeed, the stimulus derived from 
investment by foreign companies----still a deci-
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sively important factor---'is waning more and 
more. In contrast with this, public investment 
appears to have gone on vising very steeply. 

Investment in stocks was seemingly on the 
decline, a state of afffllirs which was certainly 
due to more cautious stockbuilding by both 
dealers and manufacturers. 

One particular conclusion which may he drawn 
from the figures on the execution of the 
ordinary budget is that public current expen
diture on goods and services again rose at a 
fast rate. On the other hand, the vise in 
private consumers' expenditure may well have 
weakened slightly again. The total wages bill 
continued to ~increase during the first quarter, 
but its growth rate was somewhat lower than 
before. This slackening was no doubt due to 
a slightly smaller rise in agreed hourly wage 
rates, to a decline in numbers employed and 
the reduction in the average number of hours 
worked per person. The latter tendencies may 
incidentally have been a factor in the increased 
propensity to save shown by households. 

The trend of overall demand and of its com
ponents had different effects on domestic pro
duction and on imports : the former continued 
to increase a little, whereas the latter tended 
to flag. 

Industrial production (adjusted for seasonal 
variation and including construction) continued 
to rise during the first quarter-even if rather 
slowly. According to the INS index, which 
does not yet cover all forms of production 
and in particular omits certain structurally 
dynamic industries, industrial production was 
about 2 % above the level of the first quarter 
of 1966, after its level rin the fourth quarter 
of 1966 had been in line with that of the 
corresponding period a year earlier. 

Imports of goods and services showed a ten
dency w decline. In particular, visible imports 
for the first quarter developed a downward 
trend which was largely due to adjustment of 
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stocks. For the first quarter the value of ;im
ports (based on customs returns) was 2% 
higher than for the same period of the previpus 
year. 

The labour market experienced a further . in
crease in unemployment; this was in part 'the 
result of seasonal and short-term factors but 
even more of incipient structural weakne$ses 
which had so f,ar been more or less masked 
by the inflationary trend. The unemployment 
rate1 rose to an average of 1.9 % during ithe 
first four months of 1967, against 1.4% :in 
the fourth and also the first quarters of 1966. 
Short-time working also tended to :increase. 

After a quieter spell in the second half of 
1966, consumer prices rose again somewihat 
more mpidly from the beginning of 19167. 
This was partially due to a sharp seasOnal 
rise in the prices of agricultural products, but 
a further important factor was the rush ' of 
applications from various sectors for permis
sion to raise prices after the end of the price 
freeze. In the first quarter the retail price 
index was 2.9 %, in April-May 2.5 %, higher 
than in the corresponding periods of the pre
vious year, whereas wholesale prrices, except 
those for agricultural produce, were incLined to 

sett:le down, largely as a result of the easing 
of prices for imported raw materials. 

The developments in foreign trade outlilned 
above caused a distinct improvement in the 
balance of trade. In terms of customs statistics 
there was even a surplus of Bfrs. 2 000 million 
in the first quarter, contrasting with a deficit 
of Bfrs. 4 400 million in the first quarter of 
1966. In consequence, the current payments 
account also showed a surplus of Bfrs. 4 300 
million. Since on capital account outflows of 
public capital were not qmte offset by net 
private inflows of capital, the overall halattce 
of payments for the first quarter closed ~ith 
a surplus of Bfrs. 3 700 million. 

1 Number (not seasonally adjusted) of persons draJing 
unemployment benefit who are fully or partially ~m
ployable and are seeking employment, expressed as a 
percentage of the total civilian labour force. 







Domestic liquidity ~anded distinctly more 
slowly in the first quarter, despite the excep
tional surplus on foreign tr:ansactions and the 
further expansion of bank credits. The cur
rent trend is primarily dUie to ·a !'eduction in 
the amount of short-term borrowing to cover 
the deficits of the central government and, 
even more, those of other public corporations. 

As the financing needs of the public authodties 
were considemble, long•term interest rates re
mained high; only on the money market was 
there any distinct easing of the rates char:ged. 

Since the New Year, share prices have been 
hardening. From the end of December 1966 
to the end of March 1967 the average rise 
was approximately 8.5 %. The chief causes of 
this recovery were probably the prospects of 
relatively beuer yields from equities, and also 
the very firm tone on Wa:ll Street. 

2. Outlook 

In the last Quarterly Survey it was anticipated 
that economic growth would gather fresh 
momentum during the second half of 1967. 
Whether this expectation is confirmed will, in 
view of the slower expansion of gross fixed 
asset formation, depend largely on the way ·in 
which foreign demand develops. 

Since it is still uncertain when and to what 
extent economic expansion will recover 1in Ger
many and the United States ·and since, in 
addition, there is as yet nothing to suggest 
that imports of goods by the Netherlands is 
aboUJt: to pick up, ·the chances that exports of 
goods and services from Belgium will expand 
faster ·than before have not improved. In fact, 
it seems likely that until the autumn there 
wi11 be ·a rather modest rise in the ·adjusted 
export figures-a rise that may well be not 
much more vapid than it has been since sum
mer 1966; even so, it will be due to delivedes 
from the recently installed plants and the 
new measures introduced to encourage exports. 

The increase ·in domestic demand may further 
slacken dming the next few months, and here 

the main factor will be the trend of outlay 
on gross fixed asset formation. In particular, 
greater caution may well be exercised over 
investment of capital in residential cons·truction, 
and •investment by enter:pri:ses may gradually 
lose fmther momentum as the •large projects 
undertaken by foreign firms are completed 
without schemes of equivalent magnitude to 
take their place; the plan to step up govern
ment assistance for regions faced with par
ticularly serious problems will, however, provide 
an increasing measure of encouragement for 
this class of investment. Public capital ex
penditure, on the other hand, may well rise 
at a fast r:ate during the months ahead. 

In view of the way in which overall demand 
is developing, the adjustment of stocks now 
taking place is unlikely to be completed for 
several months, and so for some time ·to come 
investment in stocks can be exopected to inhibit 
economic expansion. 

Among other things, the rise in public sector 
salames and wages, which is •to take effect 
towards the middle of 1967, should extend 1che 
already sharp expansion of public current 
expenditure on goods and services. On the 
other hand, it looks as if the rise &n private 
consumers' expenditure might flatten out again 
to some extent, for the rise in the disposable 
income of households will probably continue to 
flatten out sLightly until •the turn of ·the year. 
One reason for this is that the further fall 
that is likely to occur in the level of employ
ment could hamper the growth of the total 
wages bill 'and, in addition, sustain or further 
reinforce the propensity to save. A second 
r:eason is that the rise in wages and salaries 
may well slow down ·somewhat further, despite 
the effect of the sliding wage scale. Finally, 
the Government does not intend to dncrease 
transfer incomes again to any notable extent 
before the beginning of next year. 

In these circumstances, supply is likely to con
tinue advancing at quite a slow pace, especially 
in the industrial sector : the opimons of 
busines.smen concerning the state of their order 
books confirm the view that industrial output 
is likely to rise but slowly. 
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Imports of goods and services are ruso likely 
to be sluggi:sh for some rime yet. 

In spite of a drop 'in the number of foreign 
workers employed and in spite of the prob
ability that the tendency to shorten the work
ing week in industry will persist, there may 
well be some further growth in the number 
of unemployed. 

The upward pressure exerted on oos1Js duri.ng 
recent years will probably mean that prices 
oontJinue to rise fairly rapidly for some time 
to come. Nevertheless, the rate of rise may 
gradually diminish during the second half of 
the year, owing primari.ly to a further decline 
in import prices, stJiffer competition, the limited 
tendency for demand to expand and the slower 
climb in wage costs. 

The forecasts in the last Quarterly Surtey 
concerning changes in the main componen1Js · of 
demand for the full year 1967, compared with 
those of 1966, need only very slight correction. 
Because of the recently somewhat less favour
able prospects for gross fixed asset formaticj)n, 
the estimated growth rate for this component 
of demand is now somewhat lower. In view 
of the sluggishness of business activity in a 
number of countries which are major buyers 
of Belgrian products, it stJil.l seems advisable 
to retain a margrin when forecastJing the rise 
in gross national product, which should in 
1967 be some 2.5 to 3 % higher than in 1966. 

In 1968, the rate of economic growth in the 
Community and consequently the rate of in
crease in Belgian exports might well be faster 
than in ·the current year. In ~additJion, the 

Demand for and supply of goods and services 

1964 1 1965 1 1966 2 

At 
current % change on preceding year 
prices 

(in Bfrs 
'000 

million) Volume Value 

Exports 4 295.2 + 8.5 + 10.4 

Gross fixed asset formation 163.8 + 1.4 + 5.5 

Public current expenditure on goods and services 98.1 + 5.3 + 9.6 

Private consumers' expenditure 507.1 + 3.4 + 8.1 

-

Gross national product 773.8 + 3.3 + 8.2 

Imports 4 295.0 + 7.8 + 7.9 

1 Statistical Office of the European Communities, National Accounts 1955-1965. 
1 Commission estimates. 
3 Commission forecasts. 
4 Goods, services and factor income. 

Note: 

Volume Value 

+ 5 + 7 

+ 4 + 7.5 

+ 4 +13 

+ 3 + 7.5 

+ 3 + 7.5 

+ 8.5 + 10.5 

1967. 

Volume 

+ 6 

+ 3.S 

+ 3 

+ 3 

+ 2.5·3 

+ 5 

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

I 

b) The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quar
terly 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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propensity to invest of Belgian. entrepreneurs 
may certainly be expected to recover. On these 
assumptions, an increase of fully 3 % in real 
gross national product appears to be possible. 

As far as short-term economic policy is con
cerned, special mencion should be made of the 
passing of a law this March enabling the Crown 
to exercise certain powers to stimulate economic 
growth, accelerate the stl'IUCtural renovacion of 
the regions and strengthen the equilibrium of 
the budget. On 20 april ·and 25 May 1967, 
two implementing regulations were published 
pursuant to this law. A summary of the 
measures provided for is appended to this 
chapter. The regulations consist essentially of 
provisions which are intended to ensure full 
employment and to put fresh life into the 
economy by means of more suibstancial as
sistance for private investment and exports, 
while the balance of the budget 1is restored 
through higher taxa1Jion a:nd a certain degree of 
reorganization in public administration.1 With 
regard to social policy, the most important steps 
were those aimed •at retraining and l."e-'integrat
ing workers affected by the closing of coal
mines. 

Credit policy reflected the tendencies noted on 
the money and capdtJal markets. Since the 
beginni.ng of the year, the discount rate has 
been lowered in three steps from 5.25 % to 
4.5 %. On the other hand, quantitative restric
tions on the growth of bank lending, which 
had already for some time been relaxed notably 
by the exemption of certain investment credits 
and export credits, were withdrawn in June. 

Taken as a whole, and provided it is strictly 
implemented 1in ail its aspects, the policy an
nounced by the Belgian authorities could in 
large measure correspond to the needs of the 
current situation and to the recommendation 
made by the Council of the Community last 
December. 

However, only a very small part of the meas
ures applying to public finance had been put 

1 There were also a number of measures to facilitate 
the movement of capital and so to assist private invest
ments in particular. 

into effect when ·the present report was drawn 
up. The first set of tax increases, which is 
already in force, is likely to reduce the deficit 
on the ordinary 196 7 budget by Bfrs. 2 000 mil
lion. On the other hand ordinary expenditure, 
which duving the first three months of 1967 
was nearly 16.5 % higher than in the cor
responding period of 1966-this rate of ·increase 
is considerably higher than that foreseen for 
the full year--does not yet appear to have 
been very effectively 1im1ted. Even if the 
additional tax measures (i.e. the planned in
crease in corporation tax, ·tobacco tax and the 
income tax paid by the higher income groups) 
are soon carried into effect, there ~s likely to 
be a deficit on the ordinary budget for 1967; 
this will be so even if no allowance is made 
for the shortfalls in revenue and the additional 
expenditure which inevitably occur when the 
business trend is less favourable than. was 
anllicipated at the time the budget was drawn 
up. A deterioration of the balance (by, say, 
Bfrs. 1 000- 1 500 million) is quite acceptable 
as a built-in stabilizer of the economic situation 
and so is the financing of this sum by short~ 
term borrowing, but anything that goes beyond 
this motivated deterioration 1is not. In practice, 
the deficit seems to be following a rising 
curve, and so is the scale of short-term bor
rowing used to finance the deficit. 

All things considered, it seems that the "struc
tural'' balance of the ordinary budget will not 
be restored unless further, very energetic meas
ures are adopted, especially in the field of 
expenruture. If no effective action of this 
type is taken, there is even a danger that the 
deficit will vise still further 'in 1968, despite 
the likelihood that economic developments will 
then be more favourable; in particular, the 
burden placed on the money markets as a 
result of a situatlion of this kind might be far 
too heavy. 

In this conneccion, it should also be remem
bered that substantial sums wHl have to be 
found for the £inancing of the extraordinary 
budget, of the measures adopted to give fresh 
impetus to economic growth, of the steps to 
speed up the 'industrial converstion of certain 
regions and of the other ·arrangements for 
bringing the economy back to normal. The 
more limited the reorganizacion of the ordinary 
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budget and the later it ~s effected, the more 
di££icult will it be to finance the expansionary 
measures without causing undue difficulties for 
those seeking to obtain from ,the capital market 
finance for other (private) investments. 

The measures for scimulacing the economy and 
industrial conversion in 'the regions are ffi 
principle to be welcomed for reasons both of 
short-term economic policy and of longer-term 
economic growth. So too is ·the fact that the 
new measures to stimulate the economy are, 
from the ·angle of regional policy, more selective 
than before and that the Government's action 
will be co-ordinated through the establishment 
of a fund to assist economic expansion and the 
conversion of rindustry on a regional scale. 
In rail probability, too, the recovery of business 
would be helped forwwd greatly if the new 
measures were applied in such a way that 
greater attention were paid to raising produc
ti~ty and rimproving the scienrtlific research 
done by Belgian enterprises as well. 

Lastly, mention should be made of the meas
ures intended to facilitate the financing of 
economic growth through increased collabo
ration by the savings banks and certain non
profit-making institutions rin the financing of 
productive 'investments and infrastructure pro
jects. It appears desirable that these measures 
should be further extended; in particular, 
consideration should be given to rapid imple
mentation of the recommendation of the 
de Voghel Committee which dealt with prob
lems of financing economic expansion, es
pecially those relating to stock exchanges and 
share savings. 

Summary of the measures taken by the Govern
ment under the law of 31 March 1967 and 
investing the Crown with powers to give 
fresh stimulus to the economy, to accelerate 
the industrial conversion of certain regions and 
to stabilize the budget (Royal Decrees published 
in the "Moniteur Belge" on 20 April and 
25 May 1967): 

1. Industrial conversion in certain regions 
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a) Establishment of a fund to assist economic 
expansion and for the conversion of 

industry in certain regions; a sum iof 
Bfrs. 5 000 million to be appropria~d 
to this fund. 

b) Coalmining areas affected by closures • to 
be put rapidly on a sound footing and 
receive immediate support. 

c) More intensified, selective deployment 
of the grants made to assist certain ar~as 
under the proVlisions for the promocibn 
of economic growth. 

2. Promotion of investment 

a) Intensification of endearours to attract 
foreign investment. 

b) The grant of tax concessions on new 
investments, ffi pwtirular by wali.ving ror 
a limited period of five financial years, 
the corporation tax on normal incOltle 
from ·those shares or from that part of 
a firm's capital subscribed and paid up 
when the firm is floated or expanded. 

c) Ins.titution of a more favourable system 
governing depreciation for tax purposes 
and a higher ceiling for government 
guarantees. 

3. Encouragement of exports 

Increased appropriacions for the "Office 
national du Ducroire" (the National Export 
Guarantee lns·titution), grant of turnovertax 
rebates on certain products and interest 
rebates on credits for the export of capital 
goods to the developing countries. 

4. Provision of capital 

a) Reorganization of the "Conseil superiet.Ir 
des finances" (Financial Council) a~d 

the "Conseil des ins,tJitutions publiql.les 
de credit" (Council for Publric Cre<J:it 
Institutions) , increased operating resoQ.r
ces for the "Societe nationale de credit 
a l'industrie" (an ffidustrial credit or
ganization ) and the "Caisse generale 
d'epargne et de retraite" (a savings b~ 
and pensions organizacion) and grea~r 

facilities for intervention by the "Soci&e 
nationale d',investissement" (a national 
investment rinstitution). 

b) Wider facilities for investment by private 
savings banks and preferential placing of 



reserves and other liquid assets of non
profit-making organizations in invest
ments for productive purposes, infra
structure works and publicly assisted 
housing. 

5. Balance of the budget 

a) Limitation of government expenditure, 
notably by more stringent control of 
subsidies and cuts in expenditure on 
education and on health and invalidity 
insurance. 

b) Raising the revenue received f1 om taxa
tion, mainly by upward adjustment of 
the rates and scales of estate duty, by 
increasing taxes on transfers and pur
chases of real estate property and on other 
conveyances of real property for valuable 
consideration from 11 to 12.5 %, and 
finally by raising the luxury tax, the tax 
on insurance contracts, on cigars, che
roots, gaming, betting, juke boxes, etc. 
In addition, various measures were taken 
to increase the efficiency of tax collection. 
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ECONOMIC INDICATORS 
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Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for
tuitous variations (excluding construction, food, beverages and tobacco). 

Graph 2. Completely unemployed persons, receiving unemployment benefit. Adjusted for seasonal variations. 
Three-month moving averages. 

Graph 3. General index of retail prices. Source: Ministere des Affaires Economiques. Agreed wages for oper
atives, all branches. Source: Ministere du Travail et de l'Emploi. 

Graph 4. Short-term loans made by monetary institutions. 
Graphs 5 and 6. B.L.E.U., series adjusted for seasonal and accidental variations (three-month moving averages). 

Exports (fob), imports (cif). Conversion at official exchange rates. 1 unit of account= 0.888671 g of fine 
gold = US $1 at the official exchange rate. 
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Belgium 

TABLE 1: Basic data (1965) 

Total area ('000 sq. km.) 

Total population ('000) 

Density of population per sq. km. 

Numbers in employment ('000) 

Numbers in employment, breakdown by main sector (%) 

- Agriculture 

-Industry 

of which : Construction 

- Servicus 

Percentage share of gross domestic product: 

- Agriculture 

-Industry 

of which : Construction 

- Services 

Gross product per capita (Bfrs) 

TABLE 2 : Key indicators 

% change by volume 
on preceding year 

1959 I 196o 1 1961 I 1962 I 1963 I I 

.Gross national product + 2.6 + 5.6 + 4.7 + 5.5 + 4.6 

Industrial production + 4.2 + 8.5 + 4.7 + 7.5 + 4.9 

Total imports +12.2 +12.4 + 7.0 + 6.8 + 8.0 

Private consumers' expen-
diture + 2.0 + 6.0 + 2.2 + 4.8 + 5.3 

Public current expenditure 
on goods and services + 5.3 + 5.4 + 1.6 + 9.1 +11.5 

Gross fixed asset formation + 8.8 +12.6 +10.7 + 5.8 - 1.0 

Total exports + 7.2 + 9.6 + 8.3 + 7.6 + 7.3 

Gross national product per 
capita + 2.1 + 5.1 + 4.2 + 4.8 + 3.8 

Gross national product per 
person gainfully employed + 3.5 + 5.1 + 3.5 + 3.7 + 3.7 
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1964 I 1965 I 
+ 6.6 + 3.3 

+10.5 + 2.5 

+11.1 + 7.8 

+ 3.9 + 3.4 

+ 4.2 + 5.3 

+12.8 + 1.4 

+12.5 + 8.5 

+ 5.7 + 2.3 

+ 5.5 + 2.3 

30.5 

9 450 

310 

3 704 

5.5 

45 

7.5 

49.5 

6.5 

42 

7 

51.5 

88 400 

Volume 
indices 
(1958 

= 100) 

1965 I 
138 

186 

131 

151 

162 

179 

132 

131 

Contri- I butiol). 
(in oM 

to 
1 

GNPJ 

1965 

I 
-] 

' 

38.0i 

65.5: 
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I 

12.81 

20.7 
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Belgium 

TABLE 3 : Foreign trade (at current prices) 

I %change 
Indices I Million 

% 

I (1958 oft.he 
on preceding year = 100) u.a. total 

I 1960 1961 11962 1 19113 I 1964 I 19651 1966 1966 I~ 1966 

Visible exports 
3.91 +10.2 

' 
Total +14.7 + +11.9 +15.5 +14.2 + 5.2 220 6 717 100 
Intra-EEC' +25.2 + 9.7 +17.7 +19.6 +19.0 +12.8 + 6.1 304 4 188 62.3 
To non-EEC countries + 5.3 - 1.7 + 1.9 + 1.6 +10.3 +16.5 + 3.9 151 2 529 37.7 

Exports of food, beverages and tobacco 
Total + 6.3 +15.6 +29.6 +29.6 + 3.2 +31.5 + 8.4 305 466 6.9 
Intra-EEC +11.8 +18.7 +31.2 +30.7 + 5.2 +31.6 + 5.4 381 335 5.0 
To non-EEC countries - 4.4 + 8.7 +25.7 +26.8 - 2.1 +31.3 +17.1 203 132 1.9 

Exports of raw materials and manufactures 
Total +14.9 + 3.4 + 9.21 +10.9 +16.4 +13.1 + 5.0 216 6 251 93.1 
lntra-EEC +26.1 + 8.9 +16.7 +18.8 +20.1 +11.4 + 6.2 299 3 853 57.4 
To non-EEC countries + 5.6 - 2.0 + 0.9 + 0.7 +10.8 +15.8 + 3.2 149 2 397 35.7 

Visible imports 
Total +15.0 + 6.6 + 8.0 +12.2 +15.9 + 7.6 +12.6 229 7174 100 
Intra-EEC +16.8 +12.7 + 8.9 +15.5 +17.5 +10.1 +15.4 274 4 009 55.9 
From non-EEC countries +13.3 + 1.0 + 7.1 + 8.8 +14.0 + 4.8 + 9.1 189 3 165 44.1 

Imports of food, beverages and tobacco 
Total + 1.6 + 0.1 +11.0 + 9.0 +16.8 +15.2 + 8.1 191 892.7 12.4 
Intra-EEC + 4.2 + 7.4 + 3.2 +17.2 +16.3 I +22.5 +10.6 2~0 375.1 5.2 
From non-EEC countries + 0.1 - 4.0 +15.9 + 4.3 +17.2 +10.6 + 6.4 166 517.6 7.2 

Imports of raw materials and manufactures 
Total +17.1 + 7.6 + 7.6 +12.7 +15.7 + 6.6 +13.2 235 6 281 87.6 
Intra-EEC +18.4 +13.3 + 9.4 +15.4 +17.6 + 8.9 +16.0 278 3 634 50.7 
From non-EEC countries +15.9 + 1.9 + 5.6 + 9.6 +13.4 + 3.7 + 9.7 194 2 648 36.9 

TABLE 4 : Basic monthly indicators 

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

I 
Industrial produc- 1965 141 140 1561 151 145 149 124 140 1561 160 154 158 
tion (1958 = 100) 1966 144 145 164 153 147 158 118 147 162 156 152 159 

1967 150 147 160 150 147 160 
I 

Investment 1965 116.7 121.4 135.9 156.6 155.0 159.7 113.2 144.6 146.7 152.1 139.6 154.9 
(1961 = 100) 1966 106.7 141.0 154.7 155.1 165.8 170.0 117.8 153.9 160.2 155.9 165.1 

1967 

Construction 1965 86.3 s2.1 I 107.0 117.5 111.4 121.4 79.9 116.8 121.4 120.5 96.9 102.3 
(1962 = 100) 1966 68.1 97.3 117.6 108.8 106.9 118.9 71.1 117.8 122.6 112.7 10J.8 100.7 

1967 84.6 94.3 

Private consumers' 1965 126.1 126.4 131.2 134.3 137.0 135.3 134.9 133.0 133.0 135.8 136.8 141.8 
expenditure 1966 134.8 136.2 139.7 146.0 142.4 146.3 143.21 144.6 148.0 140.7 145.0 149.9 
(1961 = 100) 1967 144.2 145.0 I 
Total visible im- 1965 455 477 547 552 514 518 505 4541 553 561 578 614 
ports (million u.a.) 1966 519 554 607 555 583 607 520 593 601 609 616 641 

1967 581 550 630 

Total visible ex- 1965 482 519 571 507 484 551 513 432 586 552 576 612 
ports (million u.a.) 1966 493 528 629 562 537 621 514 475 606 575 594 621 

1967 574 594 609 604 

Balance of trade 1965 + 27 + 43 + 24 - 45 -
311 + 

34 + 8 - 21 + 33 - 9 + 5 + 3 
(million u.a.) 1966 - 26 - 27 + 22 + 6 - 47 + 14 - 6 - 119 + 6 - 34 - 22 - 20 

1967 - 7 + 44 - 21 

Official gold and 1965 2 000 2 006 2 002 2 026 2 010 2 000 2 010 2 028 2 018 2 010 2 010 1 996 
foreign exchange 1966 1 968 1 946 1 956 1 954 1 950 1 950 1 964 1 956 1 926 1 960 1 956 1 952 
reserves 1967 1 970 1 939 1 951 (1 966) 
(million u.a.) 

Money supply 1965 289.2 289.3 292.9 299.0 301.1 309.5 304.9 301.9 306.4 307.4 308.8 318.6 
1966 310.2 307.0 314.6 319.8 323.21 329.31 329.6 324.3 322.4 324.0 327.! 339.7 
1967 325.0 320.5 326.5 333.6 

( ) Provisional figures. 
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Belgium 

NOTES 

Source: Statistical Office of the European Communities (except as otherwise indicated). 

Table 1 

- Total population at mid-year. 
- Numbers in employment, average for year. 
- Breakdown of gross domestic product at factor cost. 
- GNP at market prices. 

Table 2 

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

Table 3 

- Exports fob, imports cif. Conversion at official exchanges rate. The products have been regrouped on the 
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco 
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST). 

Table 4 

- Industrial production. Source: Institut National de Statistique (INS). General index. 
- Investment. Source: Departement de l'economie appliquee de l'Universite libre de Bruxelles (DULBEA). 

Current prices. 
- Construction. Source: INS. Index based on number of man-hours worked. 
- Private consumers' expenditure. Source : DULBEA. Current prices. 
- Exports fob, imports cif. Conversion at official exchange rate. 
- Official gold and foreign exchange reserves. Gross reserves of gold and convertible currency of the offitial 

monetary institutions. 
- Money supply. Notes and coin in circulation, excluding cash holdings of the Treasury. the Central Bank and 

other banking institutions other than the Postal Cheque Office. Residents' sight deposits (up to one month) 
with banking institutions. Holdings of the special agencies of the Treasury and non-residents' holdings on 
postal cheque accounts. 
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Grand Duchy of Luxembourg 

Neither the rate of increase in overall demand, which continues to be very slow, 

nor its composition appears to have altered much during recent months. Foreign 

demand has still been rising slowly, whereas the expansion of domestic demand 

has been hampered by the decline of expenditure on gross fixed asset formation. 

Everything points to the likelihood that these tendencies will be maintained during 

the months ahead; at the same time, further progress may be made towards 

achieving stability of prices. 

1. Recent developments 

The slight increase in exports of goods and 
services quickened somewhat in the early 
months of the year. 

Mainly on account of the firmer flow of orders 
from non-member countl:lies, ·there has been a 
rise, if only a modest one, in the quantitlies 
of iron and steel products delivered. In ad
dition, export prices •appear to have improved 
since the New Year. The exports of other 
goods have doubtless maintained their fairly 
distinct rise. 

The contributJion made by domestic demand has 
been sma11, chiefly because of the sluggishness 
of expenditure on gross fixed asset formation. 
Investment m residentJial constructJion, affected 
par>tlicularly by the restJriccions on credit, sagged. 
At the same time it seems that only a few 
industci.al branches, mainly those m processing 
industries, increased •their investments, while 
inves•tment by other branches apparently fell 
off more or less sharply. Public investment 
probably increased, if only to a fairly small 
extJent. 

Although in the first quarter the disposable 
incomes of households made little progress, 
priv3Jte consumers' expenditure continued to 
grow. This process may have been stimulated 
by a slight advance in the propensity to con-

sume of households, which was very likely 
the result of increased spending in antlicipation 
of the impending improvement of certain trans
fer incomes (pensions and family allowances) 
and of minimum wages. 

The modest increase in productlion contlinued 
in the first three months. F~r the first time 
in two years the output of iron and steel 
was slightly higher than in the corresponding 
quarter of the previous year. According to 
the ST ATEC tindex, ·industrial production was 
0.9% up on a year earlier; in the last three 
months of 1966 it had been no less than 3. 7 % 
below the figure for the last quarter of 1965. 
Building output appears, however, to have 
slowed down appreciably. 

On ·the other hand, there was a decline in 
imports, doubtless due mainly to the weak 
demand for capital goods. The reductlion of 
manpower requirements in the iron and steel 
industry and, above all, •in the building trade, 
accentuated the tendency for the labour market 
to ease; this meant that the number of foreign 
workers employed in industry fell for the first 
time since 1963. 

Prices were still •inclined to rise slightly. Whlle 
the official cost-of-Living •index for April-May 
was only 1. 7 % higher than in the corre
sponding period of the previous year, it should 
be borne in mind that at that tlime a parcicularly 
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sharp dse in food prices had just occurred. 
At 3.6% the increase over the prices charged 
a year earlier for services and for other goods 
was considerably heaVTier than that shown by 
the generaJ cost-of-liVTing !index. 

2. Outlook 

The rise in exports of goods and services will 
probably slacken somewhat in the coming 
months because foreign orders for iron and 
steel products are likely to decline. 

The poorer prospects for gross fixed asset 
formation hinted at in the last Quartedy Survey 

have been confirmed by developmenrt:s dwfng 
the tirst three months of 1967; nor is tllere 
any sign that the trend in this field may undetgo 
any sudden change for ·the better in ~e 
months ahead. The available figures on pro
jected investment by enterprises and in resi
dential building suggest that there has beeb a 
fail'ly perceptible decline compared with a year 
earlier. Public investment may expand a little 
less quickly than had been estimated, as the 
Luxembourg Government has been endeavour
ing to improve the overall balance of the 
State £inances. 

Private consumers' expenditure, on the other 
hand, will continue to expand; its progress may 

Demand for and supply of goods and services 

1964 1 1965 1 1966 2 

At 
current % change on preceding year 
prices 

(in 
Lfrs 

million) Volume Value 

Exports 4 25 717 + 4.5 + 3 

Gross fixed asset formation 11100 -18 -16 

Public current expenditure on goods and services 3 521 0 + 6 

Private consumers' expenditure 18 736 + 3 + 7 

----

Gross national product 31 596 + 1.5 + 3 

Imports 4 27 478 - 0.5 + 0.5 

1 Statistical Office of the European Communities, National Accounts 1955-1965. 
2 Commission estimates. 
3 Commission forecasts. 
4 Goods, services and factor income. 

Note: 

Volume Value 

+ 3.5 + 3 

- 3.5 0 

+ 2.5 + 9 

+ 2.5 + 6 

+ 2 + 4 

+ 2 + 4 

1967 3 I 

Volume 

+ 4 

- 2.S 

+ 2' 
i 

+ 2 

+ 2.5 

+ 1.5 

a) The difference between the figures for demand and those for supply is accounted for by movements in stocl:s. 
b) The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Qu~r
terly 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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be sustained by a somewhat more vigorous 
advance in the disposable incomes of households 
which will follow the impending rise in certain 
transfer incomes and in minimum wages; in 
addition, the sliding wage scale may come into 
operation this summer. 

The increase in domestic supply is likely to 
be hardly any greater than it has been in the 
last few months. What is more, the decline 
in demand for capital goods may well impede 
a reviv;al of import activity. 

These prospects for the development of supply 
and demand during the rest of the year are in 
no sharp contrast with the forecast of results 
for ·the full year 196 7 made ;in the last Quarterly 
Survey (No. 1/196 7). The figures for gross 
fixed asset formation have, however, been 
revised downward to some small extent, because 
industrial circles are somewhat pessimistic about 
the future and because the trend in residential 
building has also been less promising of late. 
In view, however, of the equi1ibrium that can 
be expected between import and export figures, 
the increase in real gross national product can 
still be assessed at about 2 .5 % . 

It is still very difficult to make any forecast 
regarding the characteristics of the individual 

components of demand and their possible effect 
on the expansion of the gross national product 
in 1968. Provided there is a slight improve
ment in the market for steel, an increase of 
approximately 3.0 % in the real gross national 
product may be expected for 1968. The po
sition on the labour market may none the less 
ease further : the demand for manpower ema
nating from the new industries appears to be 
slackening, and the iron and steel industry has 
many means of ra:1S11ng productivity without 
taking on more staff. 

The observations made in the last Quarterly 
Survey on the short-term economic policy of 
the Luxembourg authorities still hold good. 
Tt is too early yet to judge the extent to which 
those responsible for the management of 
budgetary expenditure will be able to keep it 
within the bounds laid down in the Budget 
Law for 1967 ·in its amended from. In view 
of the more marked weakness of investment 
by enterprises and the growth of unused ca
pacity in the building industry care should 
be taken to ensure that the authorities re
sponsible for the management of the Grand 
Duchy's finances do in fact curb those types 
of expenditure which cause consumption to rise 
and thereby increase the poss,j:bilities of pro
moting a higher level of capital •investment, as 
recommended by the Council of the Community 
on 22 December 1966. 
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Grand Duchy of Luxembourg 

ECONOMIC INDICATORS 

Industrial production 1958 = 100 Consumer prices 1962 = 100 
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NOTES: 

Source: Statistical Office of the European Communities (except as otherwise indicated). 

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for-
tuitous variations (excluding construction, food, beverages and tobacco). 

Graph 2. Source: STATEC. General cost-of-living index. 

Graph 3. Index adjusted for seasonal variations. Three-month moving averages. 

Graph 4. Source: EEC business survey. 
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Grand Duchy of Luxembourg 

Total area ('000 sq. km.) 

Total population ('000) 

Density of population per sq. km. 

Numbers in employment ('000) 

TABLE 1: Basic data (1965) 

Numbers in employment, breakdown by main sector(%): 

- Agriculture 

-Industry 

- Services 

Percentage share of gross domestic product in 1963 

- Agriculture 

-Industry 

- Services 

TABLE 2 : Basic monthly indicators 

I Year I Jan. I Feb. I Mar. I Apr. I May I June I July I Aug. 

Industrial produc- 1965 125 129 121 130 132 129 124 116 
tion (1958 = 100) 

1966 120 121 119 122 125 124 119 111 

1967 120 121 121 124 

Crude steel pro- 1965 383 379 388 392 391 377 397 353 
duction ('000 m.t.) 

1966 369 354 380 367 353 369 368 346 

1967 371 360 389 379 

I 
Construction 1965 48 55 82 103 110 102 105 100 
(1958 = 100) 

I 
1966 45 53 91 99 101 101 96 95 

1967 39 46 69 72 

Workers employed 1965 24.2 24.1 24.0 24.0 24.0 24.0 24.0 24.0 
In tbe iron and steel 
producing Industry 1966 24.0 24.0 23.8 23.8 23.8 23.7 23.7 23.7 
and In mining 
('000) 1967 23.5 23.4 23.4 23.3 

Retail prices 1965 110.2 110.5 110.3 110.3 111.6 112.3 112.6 113.0 
(195R = 100) 

1966 114.7 113.8 113.4 113.6 114.1 114.9 115.2 115.8 

1967 116.4 116.1 115.5 115.7 115.9 

' 
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Grand Duchy of Luxembourg 

NOTES 

Source: Statistical Office of the European Communities (except as otherwise indicated). 

Table 1 

- Total population at mid-year. 
- Breakdown of gross domestic product at factor cost. 

Table 2 

- Industrial production. 
- Crude steel production. Source: Service central de la statistique et des etudes economiques (STATEC). 
-Construction. Index based on number of man-hours worked. Source: STATEC. 
- Workers employed in the iron and steel producing industry and in mining. Source: STATEC 
- Retail prices. General cost-of-living index. Source : STATEC . 
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