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I. THE OVERALL SITUATION

While economic activity in the Community has received little stimaulus from abroad in
recent months, buoyant domestic demand, especially private consumption, has allowed a
Jaster rate of production growth. The labour market has eased little in most member
countries.

Cost pressures have remained strong and have led increasingly to price increases both at the
producer level and in the cost of living.

The trade balance of the Community has been on a mildly deteriorating trend. On the
other hand, Central Bank gold and currency reserves have risen unusually quickly as a
result of large, mainly speculative, capital inflows. These have contributed to a marked
increase in domestic liguidity.

In the coming months domestic demand in the Community, and in particular private con-
sumption expenditure, is likely to continue its strong expansion and to underpin production
growth.  Even though pressures inberent in the business trend are unlikely to be increased
as a result of this, it is to be feared that price and cost increases in all comntries of the
Community will exceed significantly the guidelines contained in the third medium-term
economic policy programme.




A. Short-term economic policy

Taking account of both the current economic
situation in the Community as analysed in the
following sections, and of economic prospects,
and taking into account notably the con-
tinuing strong inflationary tendencies and
special problems resulting from the floating
of the currencies of some member countries,
the Commission of the European Communities
submitted to the Council on 2 June 1971 a
memorandum on the guidelines for short-
term economic policy, which communicates
essential featutes of economic budgets and
quantitative guidelines for public budgets
in 1972. The Commission has in this docu-
ment developed the following guidelines for
short-term economic policy in the Community:

1. It is necessaty to putsue a policy which
makes it possible to continue the realisation
of the economic and monetary union as
defined in the Council decision of 22 March
1971, and to abrogate as soon as possible the
emergency exchange parity measures which
were taken by Germany and the Netherlands
in May as a means of combating speculation.

2. Moderation of cost and price pressures
must be the main aim for all countries of the
Community. While, in fact, prospects for
growth and employment seem in general to
be satisfactory, present forecasts show that
the rate of price increase in the Community
remains a cause for anxiety (59, in 1971,
4.59, in 1972). In these circumstances the
guidelines adopted in the third medium-term
economic policy programme can only be
tealised with an unusually marked reduction
of the rate of price increase and, therefore,
of economic activity from 1973 onwards. It
is true that, since price developments expected
for 1972 show no significant differences from
one country to another, no distortions are to
be feared within the Community. If present
trends continue, however, the Community
would cleatly move away from its declared
objectives of growth and stability. Deter-
mined measures are, therefore, necessary at
an early stage if the objectives set for the
period 1971-1975 are to be attained to the
greatest possible extent.
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3. The return to balanced growth depends
on the fiscal, monetary and market regulation
policies pursued by the public authorities
and the behaviour of workers and employers
with respect to the development of prices and
incomes.

In order to restore stability without too great
risks for growth and employment, official
policies and behaviour of the two sides of
industry should develop in such a way that,
from now until the end of 1972,

(i) the price rise can be reduced progressively
to an annual average rate of 3 to 3.59%, so
that it does not much exceed the upper
limit of the range foreseen in the third
medium-term economic policy program-
me,

(ii) the growth of incomes does not exceed
an annual rate of 6 to 7%,

4. The required management of domestic
demand implies that money and credit policies
must be more restrictive than until present,
as soon as appropriate measures against the
too large inflow of short-term capital have
increased the effectiveness of control of
domestic liquidity in the Member States.

In the field of public finances the Member
States must make an effort so that, according
to country, they achieve either a balance in
the overall budget or at least a reduction
of the deficit. In any case, the budget should
be so managed that an increase in inflationary
pressures is avoided.

For 1972 the rule for budget policy should be,
according to the country concetned, either a
balanced budget or extra efforts to put public
finances on a sound footing. To this end,
growth of public expenditure should in no
country exceed the expected increase in
nominal gross national product.

Should it appear necessary to carry out new
programmes of infrastructure investment or
action of a social nature, these must be made
conditional either on a reduction in expen-
ditures of lower priotity, or on financing by an



increase in income. Even in the latter case,
however, the increase in expenditure should
exceed the increase in nominal gross national
product only to a limited extent, so that it
remains consistent with the restoration of
basic equilibria. Moreover, a reduction in
the financial deficit should make possible a
limitation of resort to the capital market.
Furthermore, creation of liquidity through
public financing operations, which would run
counter to the desired direction of money and
credit policy, is to be avoided.

As far as Italy is concerned, taking account of
the current economic situation in that coun-
try, these guidelines should be applied only
when economic activity has returned to its

normal course and utilisation of production
capacities has returned to a satisfactory level.

5. It is appropriate to carry out at an acceler-
ated pace all measures conducive to an in-
crease in productive capacity and to assure a
better distribution of productive resources.
It would be relevant, in particular, to improve
vocational training and the mobility of labour,
to intensify competition and to relocate
investments towards regions with labour
reserves.

At its meeting of 15 June 1971 the Council
of the European Communities endorsed the
general conclusions of the Memorandum of
2 June 1971, with the German delegation
making some reservations about point 1.



B. Recent developments

1. The world economy

In the first few months of 1971, the exchange
of goods and services with non-member
countries had a moderating impact on the
economic activity of the Community. Short-
term capital operations with third countries,
however, had strong expansive effects on
domestic liquidity.

The exports of the Community to non-
member countries increased only slightly in
value between the fourth quarter of 1970 and
the first quarter of 1971. Given the increase
in export prices, the volume of exports
actually stagnated.

The slowing down in the growth of expozts
of the Community is the more striking since
the world economy, which had been develop-
ing very weakly in the second half of 1970,
had already shown signs of recovery.

Economic activity in the United States in-
creased significantly; the real national product
rose in the first quarter of 1971 by 1.89,
after a 19 fall in the second half of 1970.
Even though a catch-up on production losses
following the strike in the motor car industry
contributed significantly to this change in
trend, it remains clear that the American
economy is at the beginning of a new period
of expansion.

The strong development of residential con-
struction, the increase in purchases by State
and local authorities and the recovery in
retail trade turnover point to a gradual spread
of expansive forces in the economy.

Apart from the growth of production in the
motor car industry, the .acceleration of eco-
nomic activity has been most marked in the
services sector. Industrial activity has risen
only moderately in the first four months of
this year. The index of industrial produc-
tion (seasonably adjusted) rose by 1.89, in
the first five months, and in May was still
19, below its level for the corresponding
period of the previous year. At the same
time employment in industry fell further. The
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unemployment ratio remained, therefore, at
a high level (about 6%,).

The price climate has improved significantly.
The index of consumer prices increased by
only 0.99, in the first four months of 1971,
against 2.19%, in the corresponding period of
the previous year. The rapid growth of
wages has continued; but as a result of sub-
stantial productivity increases, unit wage costs
grew more slowly in the first quarter, so that
the profit situation of enterprises improved
substantially.

The overall balance of payments registered
in the first quarter a record deficit of $5 000
million (on a basis of official settlements),
against $3 200 million in the final quarter of
1970. An important determinant of this
marked deterioration was the fact that Amer-
ican banks continued to pay back credits
which they had earlier taken up with subsid-
iaries in European countries.

In the United Kingdom the economy is
again going through a phase of weak develop-
ment, resulting on the one hand from the
stagnation of real domestic demand and on
the other hand from a reduction in the volume
of exports. This development is character-
ised by the reduction of industrial produc-
tion of 1.29, between the final quarter of
1970 and the first quarter of 1971. This
resulted in part from long strikes in certain
sectors. In April production rose 2.29%,, but
still lay 1.19%, below the level at the corres-
ponding period of the previous year. The
sharp increase in wage costs has caused enter-
ptises to increase their selling prices substan-
tially and to reduce employment. This pro-
cess is reflected in a faster rate of increase of
consumer prices. From January to April
they rose by 5%, and in the latter month
exceeded the April 1970 level by 9.49%,.
Unemployment rose further and, in May, on
a seasonally adjusted basis affected 3.29, of
the labour force.

As a result of the marked increase in imports,
the trade balance for the first quarter of 1971
showed a deficit of £78 million, against a



Visible exports to non-member countries

(Values and %, changes on preceding year)

1970 1971
million | Full st 2nd 3ed 4th 1st
All non-member countries 45198 |+ 15 |+ 165 |+ 15 |4+ 15 |+ 15 |+ 14
of which :
Industrialized countries? 29 836 |+ 16.5 |+ 20 {4+ 15.5 [+ 16.5 |+ 15.5
including :
United States 6633 |+ 115 (4 225 |— 15 (+ 10 [+ 17
EFTA 14884 (4+ 165 | + 18 |+ 205 |+ 14 |+ 115
United Kingdom 3667 |+ 9 |+ 45(+ 10 |+ 6 [+ 14
Developing countries® 11546 |- 13 |4+ 8.5 |4+ 155 [+ 12 |+ 16
including :
Associated overseas countries and terri-
tories 3253 |+ 18.5 [+ 10.5 |+ 16.5 [+ 28 |+ 21
Other countries* 3817 |+ 12 |+ 18 [+ 125 |+ 12 |+ 6.5

Source : Statistical Office of the European Communities (S.0.E.C.).

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 the EEC.

3 Class 2 of the Standard Country Classification for Foreign Trade Statistics of the EEC.

¢ Class 3 of the Standard Country Classification for Foreign Trade Statistics of the EEC and other exports.

surplus of £54 million in the final quarter
of 1970 (seasonally adjusted figures). This
deterioration occurred in spite of a substantial
improvement in the terms of trade, resulting
from strong increase in export prices—129,
at an annual rate between the final quarter
of 1970 and the first quarter of 1971. In
volume exports have stagnated since the
summer of 1970.

Economic activity slowed down in the Scan-
dinavian countries. In other important in-
dustrial countries, as in Switzerland and
Austria, the rate of growth fell back. In
Japan, on the other hand, there has been 2

slight revival of industrial production, which
had stagnated since mid-1970.

2. Economic trends in the Community

(a) Domestic demand

Overall domestic demand remained strong.
Its growth in almost all countries of the
Community accelerated in comparison to the
second half of 1970. In Italy, on the other
hand, the trend continued weak.



Industrial production in the Community!

(% changes on preceding year)?

1969 1970 1971
1969 1970

3rd 4th 1st 2nd 3rd 4th 1st
quarter | quarter | quarter | quarter | quarter | quarter | quarter

Community +119 |+ 634+ 96|+ 64|+ 93|+ 62|+ 484 48+ 3*

of which :

Germany +141 |+ 57| +120 |+ 116 |+ 83|+ 81|+ 56| +130|+ 3.2
France + 141 |+ 56|+ 90|+ 45|+ 85|+ 47+ 41 |4+ 45|+ 3.1
Ttaly 4+ 21|+ 67|+ 12— 83|+ 56|+ 15[+ 41|4+166|— 21
Nethetlands +129 | +105 |+ 136 |+ 132+ 149 |+ 107 |+ 95|+ 7.3 |+ 8.1
Belgium +106 |+ 55|+ 9.0 | +100 |+ 42 {4+ 79|+ 42|+ 57 —
Luxembourg +135 |+ 04| +111 |4+111 |+ 66|+ 51— 1.7|— 9.0 |— 8.0

1 Excluding construction and food, beverages and tobacco.
2 Calculated on the basis of the unadjusted indices of the S.O.E.C.

3 Estimates.

The expansion of gross fixed investment
remained substantial, although it had lost
some impetus in the course of 1970. As a
result of the unusually favourable climatic
conditions of last winter, it was even possible
to accelerate the execution of construction
investment.

During the early months of the year and in
connection with the recovery of world prices
for certain raw materials, reduction in stock
levels, which had resulted from slowing
down in industrial production in 1970, came
to a halt, notably in the case of raw materials
and semi-manufactures.

Although the accelerating increase in con-
sumer prices had a significant braking impact
on the increase in the standard of living,
growth of private consumption expenditure
continued to provide the most important im-
pulse for expansion in the economy. In-
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comes of households rose strongly in the
first quarter of 1971 as a result of the continued
high wage increases. Moreovet, the savings
ratio of households in certain countries of
the Community, notably in France, was rather
weak. In most countties of the Community,
then, retail sales, especially those of durable
goods, have increased rapidly.

(b) Production and employment

In the course of the first quarter of 1971,
economic activity has increased at an acceler-
ating rate in most countries of the Commu-
nity. The seasonally adjusted index of in-
dustrial production in the Community, which
had fallen back in the second quarter of
1970, and had stagnated in the third quarter,
increased in the fourth quarter by 2.5%, and
in the first quarter of 1971 by more than 39%,.
This acceleration resulted in part from the
unusually favourable weather conditions.
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The strenghtening of the expansion was most
marked in Germany, France and Holland,
while there was a clear revival in Luxem-
bourg. The expiration of the temporary sus-
pension of degressive depreciation allowances
and the recent reduction of the investment
tax resulted in Germany in a stronger develop-
ment of the order inflow for plant and machin-
ery; the run-down of raw material and semi-~
finished goods stocks was carried no further.
Private consumption remained on a clearly
expansive trend. In France, too, private
consumption was an important factor in the
expansion. In this case its effect was strength-
ened by a strongly accelerated increase in
public expenditure.

Visible imports from non-member countries

(Values and %, changes on preceding yeat)

1970 1971
Million | Full 1st 2nd 3rd 4th 1st
All non-member countries 45621 |+ 16 |+ 17.5 |+ 17.5 |+ 16 |+ 145 |4 125
of which :
Industrialized countries? 26 411 |+ 18,5 [+ 23.5 |+ 195 [+ 17 |4 155
including :
United States 9038 |+ 23 [+ 41 (4 195 [+ 17 |+ 20
EFTA 10715 [+ 13 |4+ 11 |+ 16 |+ 15 |4 10
United Kingdom 4009 (+ 11.5 |4+ 115 |+ 175+ 9 |+ 95
Developing countries® 16105 |+ 13 |4+ 9.5 |+ 145 |+ 15 |+ 14
including :
Associated overseas countries and terri-
tories 3517 |+ 10 |4+ 15 [+ 9 + 13 |+ 1.5
Latin America 3591 |+ 135 (+ 7 |+ 23 |+ 17 |4+ 6.5
Other countries* 3105 |4+ 11.5 {4 15,5 |+ 135 |+ 9 + 95

Source: Statistical Office of the European Communities (S.0.E.C.).

1 1 w.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 the EEC.

8 Class 2 of the Standard Country Classification for Foreign Trade Statistics of the EEC.

4 Class 3 of the Standard Country Classification for Foreign Trade Statistics of the EEC and other imports.




In the Benelux countries industrial production
increased significantly; in all three countties
this reflected mainly the development of
domestic demand. In Luxembourg this re-
vival was also helped by better conditions in
export markets for steel products.

In Italy the expansion of industrial produc-
tion, which had still been proceeding in the
fourth quarter of 1970, did not continue into
the first quarter of 1971; this must have
resulted to a large extent from the disturbed
social climate which had a significant in-
fluence on economic activity.

Overall pressures on the labour market in
those countries, in which they were already
very marked, have until now not been further
aggravated as a result of the faster pace of
expansion; in France they have produced a
slight drop in unemployment.

Imports from third countries showed no
significant reaction to the faster expansion of
internal demand. Since imports increased
morte rapidly than exports, however, the trade
balance of the Community deteriorated some-
what.

Intra-Community trade, which was tending to
stagnate at the end of 1970, has revived since
the beginning of 1971. On the other hand

Trade between member

countries million uv.a.
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Italy’s purchases, measured by the value of
imports, have shown a reduction since autumn
last year, which is due to the weakening of
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the economic activity in that country. Pur-
chases by the Netherlands seem, even though
in a less marked manner, to be following
a similar course. On the other hand, im-
ports from the Community by France, which
had stagnated at the end of 1970, have revived
since the beginning of 1971, reflecting the
acceleration in growth of domestic demand,
notably expenditure by private households.
Expansive impulses on intra-Community trade
date mainly from dynamic demand in Ger-
many and, to a lesser extent, from the Belgo-
Luxembourg Economic Union.

Most countries of the Community registered
a sutplus in the current balance of payments
(Germany, Belgo-Luxembourg Economic
Union, Italy). In France the current balance
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was almost in balance, while the Netherlands
registered a substantial deficit, which resulted
from the still persisting marked imbalance
between supply and demand.

(c) Cost and price developments

The rapid cost and price rise remains in all
countries a reason for grave concern. Al-
though imbalances between supply and de-
mand have been reduced in most member
countries, this has been reflected until now
neither in the cost of living nor in wage
costs. On the contrary, in the winter and
in early spring, consumer prices rose in almost
all member countries at an accelerating rate.

Prices for industrial products have risen
especially quickly. This clearly characterises



Index of consumer prices!

(changes in %)

April 1970 August 1970 December 1970 April 1970

August 1970 December 1970 April 1971 April 1971
Germany + 04 + 14 + 29 + 4.8
France + 14 + 15 + 21 + 54
Italy + 1.0 + 22 4+ 1.5 + 47
Nethetlands + 1.7 + 14 + 45 + 75
Belgium + 08 + 0.6 + 23 + 37
| Luxembourg 4+ 0.8 + 14 + 24 + 46

1 National figures used as basis for this table ate merely illustrative.

For statistical reasons the way in which they

reflect the evolution of the level of consumer prices is not uniform for all member countries.

a particularly unfavourable price situation
since in this sector prices generally react
relatively quickly to a better balance between
overall demand and supply.

While a variety of factors have contributed to
this development, the price rise has taken, to
an increasing extent, the form of cost in-
flation. With productivity increases slower,
wage costs during the first quarter rose as
quickly as at the end of 1970, i.e. at an annual
rate of 129%,.

It would be false, however, to examine cost
and price developments separately from the
potential and prospects for demand expansion.
Since these remain in general favourable, the
firm conviction has developed that economic
activity and employment will remain at a
high level; this leads to increased wage
demands and enables enterprises to pass on
cost increases in prices without needing
seriously to fear a loss in competitiveness.
Moteover, when expectations are such, wages
and prices drive each other up, since the two
sides of industry attempt to defend their share
in national income or to increase it.

(d) Money and capital markets

It cannot be doubted that the great flexibility
of the monetary framework has permitted the
financing without which the process described
above could not have been carried through.

Gold and foreign .
exchange reserves million v.a,
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In the final quarter of 1970 the volume of
money in the Community as a whole increased
by more than 109,; this percentage was much
exceeded in Germany and in Italy. In the
first quarter of 1971 there was indeed some
slowing down, but this was to a large extent
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seasonal. In the member countries in which
it was considered necessary to dampen the
expansion in domestic demand further, the
inflow of short-term capital nullified the
effectiveness of credit policy. This was the
case either because of the taking up of direct
credits by enterprises abroad, or because of
an increase in bank liquidity whose effects
on the credit potential of the banks could not
be sufficiently damped down by use of the
classical instruments.

While the inflow of currency was for a petiod
mainly determined by interest differentials,
a speculative element became important at
the end of April/beginning of May. Specula-
tion on a Deutsche Mark revaluation resulted in
an extraordinarily strong currency inflow into
the Community. This consisted almost ex-
clusively of Dollars. The greater part of
this flow went to Germany. The Bundes-
bank had, on 4 May, to take up $1 400 million

and in the first two houts of dealing on 5 May
had to take up a further §1 000 million. The
German monetary authorities found them-
selves compelled from then on to close the
exchange market. Within the Community
the Benelux countries followed the German
example.

On 8 and 9 May 1971, the measures to con-
tain these speculative movements were dis-
cussed at a special meeting of the Council of
the European Communities. These consul-
tations led to a Council resolution the text
of which is reproduced at the end of this
chapter.

Following the Council meeting, Germany and
the Netherlands, in accordance with the
possibility foreseen in the Council resolution,
temporarily suspended intervention at the
limits for fluctuation of the Dollar which had
been accepted till then; the Belgian monetary
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authorities decided among other things, no
longer to support the Dollar on the free
currency market. For trade in agricultural
products, the Council issued a regulation on
12 May 1971, accotding to which any Member
State whose exchange rate lies more than
2.59%, above parity for a certain period, can
levy a compensatoty amount on the import
of certain agricultural products from member
countries and also from third countries.

The movements in the exchange rate of the
Dutch Guilder and the Deutsche Mark, which
took place in the following wecks, were
mainly determined by forces in the free mar-

ket. It was only in June that the Bundesbank
began again to offer Dollars on the market.

The development of interest rates on the
Eurodollar market shows that even immediate-
ly after the freeing of the Deutsche Matk and
Guilder exchange rates there was still a strong
preference for holding Deutsche Marks, rather
than Dollars. The interest rates for Euro-
dollars, which had risen strongly before and
during the closure of the exchange markets,
reaching 7.59, for three-month money, fell
back only little by mid-May (three-month-
money to 79%,) and rose again towards the
end of the month and at the beginning of June.

Demand for and supply of goods and services

1968t 19692 & l 197036 ‘ 19714 ¢
At
current
prices % change on preceding year
in °000
million
u.a.?
Volume | Value | Volume| Value | Volume| Value
Gross fixed asset formation 892 |+ 96|+ 158 |+ 8 + 18 + 4 + 91
Public current expenditure on goods and
services 544 |+ 39|+ 1104+ 3% | 411 + 4 + 13
Private consumers’ expenditure 2290 [+ 7.0 |4+ 114 |+ 61+ 11 + 5 + 0
Gross Community product 3846 |+ 73|+ 124 |+ 5% | + 12 + 4 + 91,
Balance exports less imports (in ’000 million
units of account)? + 7.1 + 5.3 4+ 4.2 + 3.6

1 Statistical Office of the European Communities (S.0.E.C.), National Accounts 1959-1969, 1970 Edition.

2 Actual results.
8 Estimates.
4 Forecasts.

5 Community totals of the aggtegates of the individual member countries at official exchange rates of 1963.
¢ Community totals of the aggregates of the individual member countries at official exchange rates of 1970.
7 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US$1 at the official exchange rate.

Notze :

(@) The difference between the figutes for demand and those for supply is accounted for by movements in stocks
and differences in treatment of the balance of exports less imports.
() The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quat-

tetly Surveys.
on the sole tesponsibility of the Commission.

They have been discussed with experts from the member countries, but are established and published
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It was not until the beginning of June! that
Dollars began to leave Germany again; by
23 June, the outflow reached the equivalent
of some DM6 000 million. On the other hand,
the United States, at the end of May, absorbed
$500 million from the Eurodollar market
through the sale of three-month promissory
notes; at the same time it renewed earlier
engagements of this kind. In several member
countties, but especially in Germany, restric-
tive monetary and fiscal measures were taken
in order to neutralize the effects of the ex-
cessive liquidity inflow from abroad. In Ger-
many, the Federal Government and the Linder
have blocked budget expenditures and the
authorisation to enter into new commit-
ments. Moreover, the payment of interest
on bank deposits of non-residents and the
purchase of domestic money-market paper

1 Closing date for the present report.

14

by foreigners and the pledging of domestic
bonds with foreigners were made subject to
authorisation. On 1 June, the Bundesbank
increased minimum reserve requirements. In
this way it absotbed DMS5 000 million of
bank liquidity. Rates on the German money
market, which had for a time fallen to 149,
then rose sharply again. On 15 June, day-
to-day money was traded at 6.759,.

In the Netherlands, where fluctuations in the
exchange rate were weaker than in Germany,
no special accompanying monetary measures
were taken. Certain commercial banks, how-
ever, ceased to pay interest on non-resident
accounts. France also attempted to combat
an excessive inflow of liquidity with restric-
tive monetary measures. On 13 May, the
discount rate was increased from 6.5 to 6.75%,.
Moreover, with effect from 6 May, minimum
reserve requirements were raised in each case
by one percentage point.



C. Economic outlook in the second half of 1971

1. Prospecis for the world economy

The revival of the world economy could
gradually gain strength in the second half
of 1971. A decisive factor could be the con-
solidation of the upswing in the United
States. Although the latest surveys show
that investment activity of enterprises in that
country is likely more or less to stagnate, the
development of private consumption might
strengthen. Moreover, expansive impulses
are likely to emanate from the strong develop-
ment of residential construction and from
expenditure by the Federal State and local
authorities.

Given the rapid cost and price increase and the
large number of labour disputes, prospects for
the United Kingdom are, on the other hand,
particularly uncertain. It is, however, pos-
sible that economic activity could revive
slightly if in the second half of the year pro-
duction losses resulting from strikes drop
back to a more normal level. The budget for
the fiscal year 1970/71 is in any case intended
to provide a stimulus to economic activity.
Real private consumption could, then, in
spite of the probably continuing strong price
rise and high unemployment, again rise. This
would result notably from the reduction in
direct taxes and the increase in social security
payments. On the other hand, with the
strong pressure on the self-financing ratio
of enterprises continuing, investments—with
the exception of residential construction—are
likely to increase only little. The revival of
activity in the United States could influence
exports favourably. This is on the condition
that export prices, which have risen much
more rapidly, especially in recent months,
than in most other industrialized countries,
have not already produced a reduction in the
competitiveness of the United Kingdom.
With a rapid increase in domestic demand
linked to a strong increase in prices on domes-
tic markets which favours imports, resort to
foreign supply is likely to remain substantial.

In other industrialized countries economic
activity is likely to show a variety of trends.
In Canada and Japan it may tend to accelerate,

while in most EFTA countries the slowing
down of the expansion will probably continue.

The again stronger world market prices for
certain raw materials, above all price rises
for oil, and the no longer weak trend of raw
material purchases will have a favourable
effect on the current balance of payments of
developing countries and on their capacity
to import.

If one considers finally that the continuing
increase in Community imports in itself con-
stitutes an important expansionary factor for
the world economy, this should overall
develop more favourably in the second half
year than in the first.

The expozrts of the Community might, there-
fore, receive rather stronger impulses, es-
pecially if one considers that Switzerland and
Austria have increased the cxchange parities
of their currencies. In any case the last
named measures are likely, above all, to prove
to the advantage of the tourist trade of some
member countries.

2. Prospects in the Community

The actions on exchange rates taken by several
countries of the Community were directed
mainly against the speculative capital inflows
which took place at the beginning of May and
through which the scope for action in taking
domestic stabilisation measures was substan-
tially reduced.

An important element of uncertainty has been
introduced into foreign trade through the
abolition of the duty to intervene in currency
markets by the monetary authorities in Ger-
many and the Netherlands. The extent to
which this will be reflected in the volume and
value of foreign trade remains difficult to
predict. If the exchange rate moves more
strongly above parity than had been possible
with the original band-width, the carrying-out
of existing contracts in coming months could,
as a result of the improvement in the terms
of trade expressed in national currency, even
produce a certain improvement in the current
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balance of payments in Germany and the
Netherlands. Those of other member coun-
tries would, then, probably deteriorate some-
what. Given the uncertainty about the future
development of exchange rates, it is possible
that importers, in circumstances of such a
development of exchange rates, will not pass
on possible price reductions for the time
being. If one assumes that the abolition of
the duty to intervene by central banks will
only be of short duration, the effect on trade
with non-member countties and on intra-
Community trade will only be very limited
and other macro-economic data will influence
the flow of goods much more strongly.

For this reason the development of Commu-
nity exports to non-member countries should,
given better prospects for the world economy,
show again a clear upward movement. The
main characteristic of economic developments
in the second half of the year will be again
the strong expansion of private consumption
and, in some member countries, also the
buoyant expansion of business investment.

Disposable income of private households will,
again, rise rapidly in all Member States. In
some countries their savings ratio could also
fall back, a development related, above all,
to the strong price increase.

Fixed investment in industry

(% change on preceding year’s value) *

Actual Plans Estimated Plans
outlay in for outlay in for
1969 1970 1970 1971
Germany + 40 + 17 + 24 4+ 3
France + 24 + 21 + 34 + 18
Italy 4+ 14 + 42 4+ 48 + 38
Belgium + 35 — + 56 + 7
Luxembourg - 108 + 57 + 59 + 47

* Compiled from the tesults of the business investment survey carried out in the Community. The survey covers
most branches of industry with the exception of mining and quartying, food, beverages and tobacco, but generally
excludes investment by public enterprises such as railways, postal services and electricity companies. The defi-

nitions of investment is that of the national accounts.

Conditions of equilibrium will remain fragile
in all member countries. Because of strong
cost ptressute one can, in particular, hardly
expect any matked reduction in the rate of
price increase before the end of this year. The
Community trade balance will probably tend
to deteriorate. On the other hand there is
reason to hope that the inflow of short-term
capital from third countries will calm down
or may even give way to 2 movement in the
opposite direction.

16

Major economic policy measures

Daring its session of 8 and 9 May 1971, the
Council adopted the following resolution:

(1) The Council of Ministers notes thal the present
situation and the balance of payments prospects of
the Member States do not justify amy change in
their parities and records the determination of the
Governments of the Member States to maintain
these parities.



(2) Faced with excessive inflows of capital into
certain countries of the Commmnity, the Council,
despite the incompatibility under normal conditions
of a system of internal floating exchange rates with
the smooth functioning of the Community, is pre-
pared to envisage that in certain circumstances these
countries may, for a limited period, widen the
[fiuctuation margins of the exchange rates of their
currencies in relation to their present parities.

(3) Such action will be supported by appropriate

measures aimed at discouraging excessive inflows of

capital and at nestralizing their repercussions on
the internal monetary sitwation; the Council will
discuss these measures before 1 July 1971.

(4) With a view to avoiding recourse to unilateral
measures aimed at meeting any disturbances in trade

in agricwltural products, the Council will forthwith
adopt appropriate measures in accordance with
Article 103 of the Treay.

On 11 and 12 May the Conncil issued a regulation
applicable to the agricaltural sector. In confor-
mity with this regulation a member country, which
permits for its currency an exchange rate higher
than the upper limit of the band of fluctuation fixed
by the International Monetary Fund, is authorised
to levy compensatory amounts on imports, according
to the methods and with application to the products
agreed by common accord. No compensatory
amount can be levied, however, unless the difference
between the parity declared to the International
Monetary Fand and the effective current excchange
rate of the currency compared to the United States
Dollar does not exceed 2.5%,.
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Community

TABLE 1: Basic data 1969

o] | oo | vy Nt | 2 e
Total area (000 sq. km.) 1167.5 248.5 551.2 301.2 33.5 30.5 2.6
Total population (000) 188147 | 60842 | 50345 | 54090 | 12873 (9 646) (339)
Density of population per sq. km. 161 245 91 176 384 (316) (131)
Numbers in employment (*000) 74196 | 26822 | 19967 | 18871 4 625 3772 | (140.4)
Numbers in employment, break-
down by main sector (%) :
Agriculture 13 9.5 15.0 21.3 7.4 5.1 (11.6)
Industry 44 48.2 40.6 42.7 40.2 42.5 45.7)
Services 43 42.3 44.4 36.0 52.4 52.4 42.7)
Share of gross domestic product
(%) :
Agtriculture 4.3 5.8 11.3 7.0 5.3 5.3
Industry 52.1 47.7 38.9 41.6 41.6 52.01
Setvices 43.6 46.5 49.8 51.4 53.1 2.7
In 9, of gross domestic product :
Ptivate consumers’ expenditure 55.4 60.5 63.4 56.1 62.6 (55.4)
Public cutrent expenditure
on goods and services 15.6 12.3 13.4 15.7 14.2 (10.9)
Gross fixed asset formation 24.3 254 20.5 25.6 21.4 (25.5)
Total exports 23.5 14.5 20.5 45.1 41.7 78.6!
Total imports 21.0 15.2 18.1 45.2 415 73.2¢
11968
TABLE 2 : Key indicators
% change by volume ‘i(':ﬁ;g:se
on preceding year (1963
= 100)
1965 1966 | 1967 | 1968 | 1969 1969
Gross Community product + 4.9 + 4.3 + 3.2 + 5,9 + 7.1 136
Industrial production + 441 + 5.0 + 1.4 + 838 + 11.6 144
Visible imports + 5.0 + 6.8 4+ 0.6 + 11.5 + 16.0 156
Private customers’ expenditure + 5.0 + 4.7 + 3.7 + 49 + 6.9 134
Gross fixed asset formation + 32 + 45 + 1.0 + 741 + 9.6 140
Visible exports + 11.0 + 8.4 + 7.7 + 131 4+ 6.9 171
Intra-Community visible trade + 12.2 + 109 + 6.1 + 18.9 + 22.6 218
Gross product per capita + 3.6 + 34 + 2.6 + 5.3 + 6.3 129
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Community

TABLE 3 : Basic monthly indicators

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

Industrial production 1969 | 137 142| 146 150) 161| 152] 135 115 146 150 158| 154
(1968 = 100)

1970 | 149 156 160| 160| 163| 158| 142| 118| 155| 160| 165! 160
19717 156 161 162

Imports from non-member 1969 | 3175 2793 3105| 3233 8321 3376 3259 2858| 3365 3637) 3407 | 3636
countries (cif, milion u.a.)

1970 | 3664 3897 | 3608)| 3959| 3735| 4000| 3780 | 3876 | 3812 3802| 4000 | 4280
1971 | 3676 | 3 913 | 4 405

Exports to non-member 1069 | 2886 2745 3261 | 3306 3205 3206 3584 | 2801 3225| 3720 | 8425 3 658
countries (fob, million u.a.)

1970 | 3285 ) 3349 | 3742 ) 3828 )| 3580 | 39040 3984 | 3322} 3703 | 4009 | 3853 | 4432
1971 | 3550 | 3830} 4471

Balance of trade 1060 | — 289 |— 48| + 156 + 23|~ 26|— 80|+ 325|— 57|— 140+ 92|+ 18|+ 22
(million v.a.)

1970 (— 379 |— 48| + 134 — 131|— 146 | — 51| + 204 (— 54— 109 | + 207 | — 248 | + 152
1971 | — 126~ 83( + 66

Infﬁls.i-(}omm\)mlty trade 1069 | 2696 | 2727 | 30567 | 3043} 83013] 3101 | 3157 | 2415{ 3089 | 3554 | 8144 | 3 242
(million u.a.

19070 | 3140 | 3284 | 3604 | 3782 3247 | 3861 | 8655 | 2949 ( 3719 3000 | 3847 | 3830
1971 | 3869 | 3 786 | 4 459

NOTES TO GRAPHS AND TABLES

Sources: Community: Statistical Office of the European Communities (SOEC).
Germany: SOEC; Statistisches Bundesamt.
France: SOEC,
Italy: Relazione generale sulla situazione economica del Paese (1969).
Netherlam'iss iOEC ; Ministerie van Sociale Zaken en Volksgezondheid; Centraal Bureau voor de Sta-
tistiek,
Belgium: SOEC; Ministére de ’emploi et du travail;
Luxembourg: SOEC.

Conversion into units of account (1 u.a. = 0.888671 g of fine gold = US$1) at the official exchange rates.

Graph 1

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

Graph 2

Three-month moving averages of the seasonally adjusted value of trade between member countries, as shown
by foreign trade statistics on impotts.

Graph 3

Three-month moving averages of the seasonally adjusted value of exports to non-member countties (fob)
and imports from these countries (cif), as shown by foreign trade statistics.

Graph 4

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

Table |

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

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

Breakdown by agriculture, industry and services at factor cost; for Luxembourg, 1967 figures.

Shares of the major aggregates in the gross domestic product at market prices.

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

Table 2

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

Imports (cif) from non-member countries, as shown by foreign trade statistics.

Expotts (fob) to non-member countries, as shown by foreign trade statistics.

Trade between member countries, as shown by foreign trade statistics on impotts.

Table 3
See note to Table 2.
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Il. THE SITUATION IN EACH
OF THE COMMUNITY COUNTRIES






A. Germany

At the beginning of the summer, the main characteristics of the economic situation in
Germany remained marked excess demand pressure and a deteriorating price climate.
Since wages were continuing to increase at a rapid rate, cost pressures remained strong,
and enterprises made full use of whatever scope still existed for price increases. On the
labonr market, however, some reduction of pressure became apparent.

1. The economic situation

The slackening of activity, which had begun
in mid-1970, did not continue into the first
few months of 1971.

The order inflow for investment goods again
began to show a slight upward trend. This
reflected the fact that it was possible to pass
on cost increases in prices, and that enter-
prises were able to accumulate substantial
liquidity through the inflow of funds from
abroad. Moreover, improved tax incentives
for the procutement of investment goods
played a role. Exports have continued to
rise significantly in the last few months. The
main impulse to expansion has remained,
however, private consumption, reflecting con-
tinuing rapid growth of disposable incomes.

Industrial production has increased at an
accelerating pace. Year on year it rose by
3.8%, in the first quarter of 1971 and by as
much as 5.9%, in the month of April. The
labour market remained under pressure; the
unemployment rate amounted, at the end of
May 1971, to 0.79%, of the labour force.

The continuing disequilibrium between -in-
ternal supply and demand resulted in a marked
expansion of imports, mainly those of invest-
ment and consumption goods.

Wage and salary increases have continued very
high. In the first quarter, earnings per em-
ployed person showed an increase of some
149, on one year earlier. Cost pressure has

resulted in a substantial increase in the prices
of industrial products. In May, the year on
year price increase for these amounted to
5.2%, Consumer prices showed a 3.3%, in-
crease in May, compared with last December,
and a 4.99%, increase compared with one year
earlier.

Even though the trade balance still showed
a large surplus in the first four months of
1971 (DM4 700 million against DM4 100
million in the same period of 1970), the sur-
plus on current account was very modest
(DM81 million).

Growth of gold and currency reserves has
been exceptionally large. Until early spring,
this was due mainly to an unprecedented in-
flow of short-term capital resulting from a
substantial interest rate differential against
international markets. Subsequently, a strong
wave of speculation aggravated this develop-
ment.

2. Economic policy

‘The excessive inflow of curtency led the Ger-
man Government to decide on 9 May 1971,
for a limited period, on a widening of the
margins of fluctuation of the Deutsche Mark
in relation to its parity.

At the same time, the Federal authorities took
a series of fiscal measures intended to dampen

domestic demand, in particular by limiting
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Demand for and supply of goods and services

1968t 19691 ' 19701 l 19712
At ]
current % change on preceding year
prices
(in DM
000 n 4 5
million) Volume* Value [Volumet Value [Volume®! Valeu
Exports® 1238 | +126 41454+ 90 119 |+ 6% 4+ 9
Gross fixed asset formation 1248 | + 121 4172 | 4107 +231 |4+ 3 4+ 91,
Public consumption 844 |+ 42 +11.7 |4+ 29 4128 |+ 4Y% -+ 131,
Private consumption 3011 ;4 80 +108}+ 73 +114 /|4 5 + 91
Gross national product 5389 |+ 81 + 119 |+ 49 +126 |4+ 3% + 9
Imports? 1062 | +16.7 4+ 194 |+ 161 +159 |+ 7% + 10

! Federal Statistical Office, “Wirtschaft und Statistik”, No. 2/1971.

2 Forecasts.

3 Goods, services and factor incotnes.
4 At 1962 prices.

5 At preceding yeat’s prices.

Noze :

(@) The difference between the figutes for demand and those for supply is accounted for by movements in stocks.
(b) The forecasts ate approximations based on certain hypotheses, generally mentioned in the Quartetly Surveys.
They have been discussed with experts from the membet countries, but are established and published on the sole

responsibility of the Commission.

Federal expenditute—which had risen at a
very high yeat-on-year rate (189,) in the
first quarter of 1971—, by reducing recourse
to credit and by freezing tax income above
budgeted levels in a cyclical equalisation fund.
Analogous measures have been taken by the
Liander.

On the assumption that Germany will main-
tain the parity of the Deutsche Mark and will
return to a fixed parity and to the former
intervention points as soon as speculation has
died down and the authorities have instru-
ments for combating the speculative inflow
of currency, the mechanical effects of the

24

Exports

million v.a.

4000 TTTT]

LR

1969

1970

1971



1963 = 100

a0 Industrial production Semi-Log scale
TTfTITTTITTRJTT LN IR EBLE B! I||'|D
170 @)
160 P
AT
150 //
A
140 |/
130 gl by b el il RANN!
ITEMNY IV XXt IIIWIVVIVIIVIIIIXXXIXUIIIIIINVVIVHWIXXHII
1969 1970 1971
Imports million u.a.
4000

TTTTTITTI T i I T e I v v oIoI]ad

®

0 : ] NAENREE

1969 1970 1971

Balance of Trade million u.a.

+ 600 llIIIIIIIIlIlIIlIIIII((ID
I
+ 400 ’r 3 V Fl o
0:
— 20| @ Intra-EEC
B3 Non-ElﬂC countties
—Toial
P IR TR RN T IR AT N AN FER ENRERR AN

EEEARR LTSS ENEEARRELTESE NNENERERTESE

Labour market (thousands)
l‘X)Oll TT 171 lll{‘Lll TTT7T TTTTTIIVTTT
Job Lp lication DCZD
800 -
N
e I
600
400
200 T
I Sy tamany S
daenuci ed
oblLt it x1 SR AN SNE NN N AN NN
THHY YAV X X0 DI Y MV XXX Ny v X axm
1969 1970 1971

Wages and consumer prices 1963 = 100
)
22(ll'l“lllllllllllllllll i
5
200 D
-
180 ,4/
Wages //
160 //
//
Py
140
120 —

ool b boalio ] | Gonspoped prices |, | |,
TH MY MWMIX XX NN Y BV X W) RuNyYy vl x X
1969 1970 197
lli:nn:i DM *000 million
120 ng Semi-Log scale

AN RN NN RN NN SR AN RN
'
110 Vol D@
100 e
%
il 4
ol bo bbbt bpedaatetde
TN Y IV XXX DD VY VIV X XXX R Y VIV X XX
1969 1971

25



%

20

%
100

20

Germany

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to questions in the EEC business survey, carried out in the German Federal Republic by the IFO-Institut.

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

answers.

by 0.03 for the answer ‘‘above normal”, or ‘“‘up”’;
by 0.02 for the answer ‘‘normal’, or ‘‘no change”;

by 0.01 for the answer ‘‘below normal”, or ‘‘down”.
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The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :



fluctuations of the Deutsche Mark on foreign
trade and on overall demand should be hardly
significant.

In any case, since the surcharge on personal
and corporate incomes has been abolished,
overall demand and, in particular, private
consumption will benefit from further fiscal
impulses. Even if one takes account of the
recent measures taken to limit expenditure,
the increase in public expenditure for the
year 1971 will remain superior to the value
increase of gross national product. More-
over, private household demand will remain
an important factor for expansion. Pros-
pects for investment are, on the other hand,
now more uncertain. Given the strong in-
crease in costs, which has continued during
recent months, one cannot expect a rapid
stabilisation of prices.

In these circumstances, it would be approp-
riate to re-inforce fiscal policy measures by
other actions. It would be necessary, in par-
ticular, for monetary policy to adopt a more
restrictive course, notably by operating on the
liquidity of the banking sector and of enter-
prises. The decision taken by the Bundes-
bank with effect from 2 June 1971 to increase
by 159, the rate of minimum reserve require-
ments on Deutsche Mark liabilities, and to in-
crease the rate applicable to foreign liabilities
to double that fixed for domestic liabilities,
constitutes a step in that direction. Should
the recent trend towards higher interest rates
on international markets continue, the level
of interest rates might also be raised in Ger-
many.

For the year 1972 the aim of greater stability
in conditions of growth retains its priority
character, given the prospect of a price in-
crease markedly higher than that assumed in
medium-term guidelines.

In order to moderate this increase, a policy
of a balanced budget is required. Budget
plans of the Federal authorities and the Lin-
der for 1972 should, in any case, not include
an increase in expenditure exceeding the rate
of growth of gross national product in value,
unless this increase be compensated by new
fevenue.

Moteover, re-imbursement of the “cyclical
supplement” on personal and corporate in-
come tax, as well as the freeing of amounts
frozen in the fund for cyclical equalisation,
should be envisaged only if there is a marked
slowing down in the rate of price and cost
increases.

3. The economic situation in West Berlin

The long observed parallel development of
the fully integrated economies of Berlin and
the Federal territory showed itself again clearly
during the first quarter of 1971. The Berlin
economy was, above all, characterised by a
rapid expansion of consumption. As for
production, its growth was substantial, as in
the Federal territories.

As far as merchandise trade with the Federal
territory is concerned, the increase in deliv-
eries by Betlin enterprises, which reached 149,
was rather stronger than that of purchases.
The trade balance with the Federal tetritory,
therefore, showed a marked improvement.
Foreign trade also stimulated economic
growth. Exports developed more rapidly
than did imports.

According to available indicators, the increase
in investment expenditure by enterprises may
have slowed down somewhat in the course
of the first few months of 1971. However,
the adoption mid-year of the new law relating
to the promotion of the Berlin economy put
an end to the uncertainty which had prevailed
and enterprises’ propensity to invest has
strengthened since that time. The develop-
ment of credits granted by the ERP fund,
which is very significant in this respect, does
not suggest, for the moment, a weakening in
investment activity.

At the present moment, economic expansion
is underpinned in large measure by the devel-
opment of private consumption. Retail sales
grew by mote than 109, in the first quarter,
compated with the same period one year ear-
Lier.

Faced with these impulses from demand, to
which have been added strong construction
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demand and a marked increase in consumption
expenditure by public authorities, supply in
Betlin has shown remarkable elasticity. On
the year to year basis, industrial production
showed a 3.59, increase in the first quarter.
Pressures on the labour market have eased
considerably. = The unemployment rate
amounted to 0.99%, in the month of April,
against 0.59, in the month of April 1970.
Although a trend towards recession is not to
be feared for the moment, the trend of in-
dustrial employment which, in the first quar-
ter, showed a reduction of 29, year on year,
as well as the slowing down in the order in-
flow in certain industrial sectors, suggest the
need for increased vigilance on the part of the
economic policy authorities.

Major economic policy measures

April

With effect from 1 April, the Bundesbank reduces
the discount rate from 6 to 5%, and the rate for
advances against securities from 7.5 to 6.5%,.
Re-discount quotas for credit institutions are re-
duced by 10%, from the same date. The Bundes-
bank is to become more active in open-market oper-
ations with the non-bank sector.

May

(1) Becanse of high Dollar inflows, the Bundes-
bank ceases to purchase currency from 5 May. The
exchange markets are closed up to and including
7 May.

(2) The Federal Government approves on 9 May
the result of negotiations of the special session of
8 and 9 May of the Council of the Communities,
and requests that the Bundesbank interrupt pro-
visionally its intervention on the exchange market
(initiating a floating Deutsche Mark exchange rate).
The compensatory frontier levy, instituted by the
Council of Ministers in favour of German agri-
culture, is to be maintained for the whole period
of the floating of the exchange rate.

(3) The Federal Government adopts, at the same
time, the following domestic and external measures
to which the Linder and commanes, where manage-
ment of their finances is concerned, have in the
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interim given their approval within the Public
Sector Economic Council and within the Financial
Planning Council:

(a) In conformity with para. 23 of the Law
on External Economic Relations, a Federal
Government order is issued, resiricting severe-
by and with immediate effect movement of long
and short term capital of non-residents to and
from the Federal Republic; obligation to
notify payment of interest on non-residents’
assets as well as for the purchase of certain
types of security (treasury bills, nom-interest
bearing treasury certificates, bills of exchange
issued by offices for import and stocking, bank
bills and certain types of domestic fixed
interest securities).

(b) The restrictive fiscal policy of the Federal
authorities is tightened thus: Ceilings for
utilisation of budget appropriations are pro-
visionally fixed at 60%, for current expendi-
ture (including military supplies and in-
stallations) and transfers to third parties,
with the exception of legal and international
obligations. For investment expenditure the
ceiling is set at 70%, (including investment
incentive measures). In this way, the already
existing blocked budget funds are increased by
10%. Expenditure in excess of these levels
must have the approval of the Federal Minister
Sfor Economy and Finances. He is also empower-
ed to subordinate to his anthorisation payments
and engagements referring to future financial
years. The Linder will adopt a correspond-
ing budget policy. The possible resulting
reductions in expenditures are estimated at
DMT1 000 million for the Federal anthorities
and DM800 million for the Linder. The
reductions resulting from restriction of expen-
diture authorisations are estimated at DM
2000 - DM3 000 million for the Federal
authorities and at DMT 500 - DM2 000
million for the Linder.

(¢c) Of tax receipts in excess of budget, the
Federal anthorities are to place up to DM
1 000 million and the Linder up to DM700
million in cyclical equalisation reserves.

(d) Net borrowing is limited by decree to
DMT1 000 million in the case of the Federal
authorities, and to DMB8E00 million in the
case of the Lander (excluding Berlin). Cur-
rent borrowing must be restricted to the
greatest extent possible. Borrowing by the



communes showld not exceed 90%, of the
amounts budgeted for 1971. In this way,
Pplanned borrowing by the communes could be
reduced by DM500 million.

June

The Bundeshank increases, on 2 [June, minimam
reserve requirements on domestic liabilities by 15%,.
Reserve requirements on foreign liabilities are set

at double the new domestic rates. The incremental
reserve for foreign liabilities remains unchanged.
Throngh these measures, the liquidity of the banking
system is reduwced by abowt DM5 000 million.
Moreover, open-market operations of the Bundes-
bank are widened: with immediate effect private
individuals may also buy Bundesbank money market
paper.  Issue rates for treasury bills are reduced
by Y%, and for non-interest bearing treasury

certificates by Y4%,.
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Germany

TABLE 1 : Key indicators
1966 1967 1968 1969 1970 1970
9, change by volume
on preceding year 1963 =100
Gross national product + 29 — 03 + 7.2 + 8.1 + 49 141
Industrial production + 25 — 24 4+ 9.5 + 10.4 + 57 149
Total impotts + 2.6 — 1.3 4 14.6 + 16.7 + 16.1 200
Private consumers’ expenditure + 37 + 0.6 + 4.0 + 8.0 + 7.3 141
Public current expenditure on goods
and services 4 21 + 33 — 04 + 42 + 29 118
Gross fixed asset formation + 09 — 84 4 8.0 + 121 + 10.7 145
Total exports + 10.7 + 8.5 + 13.0 + 12.6 + 9.0 198
Gross national product per head of
population + 1.8 — 0.7 + 6.6 + 6.9 + 37 134
Gross national product per petson in
employment + 32 + 2.7 + 7.0 + 6.2 + 35 139
% change by value
on preceding year
Gross income per employee + 7.5 l + 3.4 l + 6.7 | + 9.6 l + 15.0 178
TABLE 2 : Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance exports less imports
in million units of account 4+ 1613 |[+4063 |+ 4488 | 43906 |4 3156
as percentage of GNP + 13 |+ 33 {4+ 33 |+ 25 |+ 1.7
Unemployment rate 0.6 1.7 1.2 0.7 0.5
Prices to private consumers
(% change on preceding year) 4+ 35 {4+ 17 (+ 18 |4+ 25 [ 4 38
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Germany
TABLE 3 : Foreign trade (at current prices)

Million % of
% change on preceding year 1963=100 t;tals
1966 1967 1968 1969 1970 1970 1970 1970
[
Visible exports |
Total + 12,6 [+ 8.0 [+ 14.3 |4+ 16.9 |+ 17.7 234 34 195 100.0
Intra-EEC + 16,0 |+ 9.4 |+ 16,7 |+ 23.9 |+ 18.7 252 13 738 40.2
To non-EEC countries + 106 [+ 7.2 |+ 129 {4 12,8 {4 17.0 223 20 456 59.8
Exports of food, beverages and tobacco
Total — 2.0 [+ 26.9 [+ 21.8 [+ 27.0 [+ 27.6 370 1066 3.1
Intra-EEC + 6.6 |+ 61.2 |+ 32.8 |+ 31.0 |4 16.6 522 579 1.7
To non-EEC countries — 7314+ 26+ 9.4 |+ 21.6 |+ 43.7 275 487 14
Exports of raw materials, fuel and power
Total + 7.1 (+ 13|+ 10.7 |4+ 4.2+ 19.0 156 1 946 5.7
Intra-EEC + 85|+ 1.5+ 106+ 5.4+ 203 159 1213 8.5
To non-EEC countries + 50|+ 04|+ 115+ 2.4 (+ 16.9 150 732 2.2
Exports of semi-finished and finished industrial goods
Total + 138 |+ 6.6 1+ 159 |+ 175 1+ 17.7 239 31 183 91.2
Intra-EEC 4 18.9 [+ 4.7 |+ 21.6 |4 25.8 |+ 18.7 261 11 946 84.9
To non-EEC countries + 113 [+ 7.6 [+ 13.0 [+ 13.0 [+ 16.5 226 19 237 56.3
Visible imports
Total + 8.2|— 8.7|+ 16.1 |+ 23.7 |+ 19.6 229 29 816 100.0
Intra-EEC + 42— 1.0 |+ 21.7 [+ 30.0 !+ 21.8 305 13 233 44.4
From non-EEC countries + 25— 5.4 |+ 12,5 |+ 19.3 |+ 17.9 191 16 583 55.6
Imports of food, beverages and tobacco
Total + 24— 42|+ 87|+ 167+ 143 179 4 954 16.6
Intra-EEC + 681+ 0.1+ 11.9 [+ 26.8 [+ 12.6 239 2 303 7.7
From non-EEC countries — 01}— 69|— 19!+ 9.0+ 159 147 2 651 8.9
Imports of raw materials, fuel and power
'otal 4+ 28!~ 0.8 |+ 158 [+ 12.2 [+ 13.6 184 6 617 22.2
Intra-EEC + 8.1]+ 9.4 |+ 18.1 [+ 23.3 [+ 18.5 258 1417 4.8
From non-EEC countries + 18— 25|+ 153 [+ 9.7 [+ 123 171 5 200 17.4
Imports of semi-finished and finished industrial goods
Total + 36 (|— 5.0+ 21.1 |+ 81.4 |+ 23.5 274 18 246 61.2
Intra-EEC + 2.8(|— 3.0|+ 25.4 (+ 32.0 [+ 248 238 9 514 31.9
From non-EEC countries + 43 (- 6.9 ]|+ 168 |4 30.7 [+ 22.1 229 8 732 29.3
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May | June | July | Aug. | Sept. Oct. Nov. Dec.
Industrial production 1969 138.9 | 141.8| 1441 1427 145.9| 1464 1446 150.6 | 146.1| 148.7} 157.6| 153.6
(1963 = 100) 1970 1664 145.8| 159.9| 153.1) 164.7| 151.7| 156.8| 158.0 | 151.9| 155.1| 1556 153.3
1971 165.4| 163.0| 156.8| 159.5
New orders received 1969 163.0 | 161.6| 166.2| 169.3| 168.0| 166.1| 176.6 | 174.8| 177.6| 179.6 171.9| 170.9
(1963 = 100) 1970 176.6 | 1853 | 179.5| 184.3| 169.0| 182.4| 178.56 | 176.1| 1803 | 173.6| 177.6| 185.2
1971 178.6 181.2| 196.9| 189.8
Unemployed 1969 197.0| 203.3) 186.8 156.0| 161.6| 1707 | 1776 | 176.2| 166.4) 160.7| 148.0| 149.4
(1 000) 1970 156.1 | 1325 1526 1212 134.6| 142.8| 156.2 ) 161.0| 163.1) 165.0f 1599 131.1

Construction : permits for | 1969 43.4 47.2 44.8 45.6 47.2 48.1 48.4 45.6 47.0 49.5 48.7 44.1
residential construction 1970 48.8 50.7 46.0 52.4 47.3 51.5 554 54.4 54.5 49.4 50.6 46.7
(1 000) 1971 49.8 55.9 54.6

Private consumers’ expen- | 1969 | 164.1| 155.7 | 162.3| 159.4| 170.5| 167.0| 170.1| 173.2| 176.7| 180.56| 177.9| 176.9
diture : department store | 1970 | 184.7 | 174.9| 185.3| 180.6| 185.5) 198.3) 202.8| 190.6| 200.4} 208.2} 197.7| 201.0
turnover (1963 = 100) 1971 | 212.6| 200.6 | 211.5| 209.5

Consumer prices 1969 | 1151 | 115.4| 115.5| 115.7} 1159} 116.2| 116.1| 1158} 116.1} 116.5| 117.0| 117.8

(1963 = 100) 1970 | 119.1| 119.3| 119.8| 120.1| 120.3| 120.7 ( 120.7| 120.6{ 120.6 | 121.2| 121.8| 122.3
1971 123.5] 124.3| 125.8| 125.9| 126.3

Visible imports 1069 | 1933 | 1880 1974 2071 2021 2038 | 2144 2045 2122 2391 2125 2127

(million u.a.) 1970 | 2338 2463 2375 2631 2349 2606 2536 2345| 2507 2530 2674 2579
1971 | 2372 2883 2926 2799

Visible exports 1060 | 2073 2155 2219 2403 2380 2445) 2658 | 2478 24561 2786| 2616 2 480

(million u.a.) 1970 | 2498) 2767 2639 2935 2650 3016 3083 2787 2883 2965 2844| 3104
1971 | 2720 3125) 3293 | 3088

Balance of trade 1069 | + 140 4+ 276 | + 246 4+ 332 | + 360 4+ 407 | + 414 | + 434 | + 335 | 4 395 | + 492 | + 354

(million u.a.) 1970 | + 159 | + 3041 4 264 + 304 | + 301 | + 410} 4 647 | + 442 | + 376 | + 435 | + 270 | + 525

Official gold and foreign | 1969 | 7722| 7560| 72801 780710601 | 9108| 9129] 9697[11128) 9640 7741 | 5981
reserves

exchange 1970 | 6455 | 6616 6765 | 6803 | 7219 8215| 9378 964310700 |11 283 | 12 961 | 18 009
(million u.a.) 1971 | 18 411 | 14 253 | 15 202 | 16 137 | 18 398

Money supply 1969 89.2 89.2 %0.7 90.3 91.5 92.2 93.2 94.3 94.3 93.7 95.0 93.2
(DM ’000 million) 1970 96.1 95.9 97.6 96.6 97.1 97.8 99.7 99.5 99.2 98.4| 100.6| 101.9
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Germany

NOTES TO GRAPHS AND TABLES
Soutce: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into units of account (1 uw.a. = 0.888671 g of fine gold = US$ 1) at official exchange rates.

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

Graph 2

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

Graph 3

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

Graph 4
Impotts (cif) : seties adjusted for seasonal variations; three-month moving averages.

Graph 5

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

Graph 6
Balance of trade : difference between values of exports and imports seasonally adjusted.

Graph 7

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

Table 1

Gross national product at market prices.
Industtial production: value added by industry (including small wotkshops).
Total exports and impotts: goods, services and factor income.

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

Table 2

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

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

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

Table 3

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

Table 4

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

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

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

Construction: seasonally adjusted number of dwellings authorized.

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

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

Official gold and foreign exchange reserves: gross resetves of gold and convertible currency with Bundesbank

at end of month.

Money supply: notes and coin in citculation (excluding cash holdings of credit institutions) and si(%ht deposits
of domestic non-banks (excluding public authorities’ deposits with the Bundesbank): seasonally adjusted end-
of-month figures.
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B. France

At the beginning of the summer, the French economy was characterised by a rapid expansion
of domestic demand, notably private consumption, and by rapid development of production
and employment.  Since cost and price increases continued at a rapid rate, external equili-
brium remained fragile, in spite of a sustained growth of exports.

1. The economic situation

The acceleration in the growth of domestic
demand, which had got under way in the
summer of 1970, was confirmed in recent
months. Substantial growth of disposable
incomes of households and the drop in the
savings ratio, as well as a markedly expansive
fiscal policy, had been the principal factors.

Industrial production has regained an annual
rate of growth of about 9%, The labour
market has shown a clear response; unemploy-
ment has again begun to fall, while situations
vacant have risen.

The increase in costs and prices has continued
at a rapid rate. During the first four months
of 1971, the consumer price index (new index
of 295 items) rose by 2.19%. During the
same period, rates of hourly earnings in in-
dustry and commerce increased at an annual
rate of almost 129,

The detetioration in the trade balance, which
occurred in the second half of 1970, gave way,
in the first quarter of 1971, to an improvement
allowing a slight surplus (fob-fob). Imports
were unusually weak during the first few
months of the year, while exports continued
to expand. However, taking account of the
negative result on the combined services’ and
transfers’ balance, the current balance was in
deficit. The overall balance of payments
showed only a slight surplus; gross external

reserves of the monetary authorities increased
in the first quarter, while the net currency
position of commercial banks deteriorated.

As far as monetary developments are concer-
ned, an exceptionally strong expansion of
bank credit followed the relaxation of credit
restrictions. Furthermore, treasury opera-
tions contributed to the growth of liquidity.
At the end of March 1971, the volume of
money exceeded the year eatlier level by 17.29,.

During the second half of 1971, production
and employment should develop at a fairly
rapid rate, mainly under the impact of a
strong expansion of consumption by house-
holds, stimulated by an increase in disposable
income and pethaps even by a fall in the
savings ratio. Private business investment
projects suggest, in spite of the increase in
costs, an upward trend in equipment invest-
ment, while investment expenditure by public
administrations and industries will grow at a
more rapid rate.

The problem of the rate of price and cost
increase will not lose its gravity. It is to be
feared that salary increases will continue
substantially to exceed productivity increases,
taking account of the relative monetary ease
which facilitates the financing of increasing
costs and passing on in their prices. The
continued development of internal demand at
a fairly rapid rate, or even an accelerated one,
could have repercussions on the current ba-
lance of payments.
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Demand for and supply of goods and services

1968t 19691 I 1970t l 19712
At
current % change on preceding year
prices
(in FF
’000
million) Volume! Value |Volume* Value |Volume® Value
Exports® 89.8 | +179 +229 |+ 17.0 +259 |+ 8% 10
Gross fixed asset formation 1572 1 +101 +171 |4 66 -+ 145+ 6 + 113,
Public services 7951+ 44 +125 |4+ 38 + 1111+ 31, +11
Private consumption 3855+ 67 +140i+ 43 + 97|+ 5% + 104
Gross national product 6298 [+ 7.7 +162 |4+ 6.0 + 120 |4+ 5% 4+ 101,
Imports® 8903|4225 +281(+ 85 +188 1|4+ 9 + 11

1 Comptes de la Nation 1970. Ministére de ’économie et des finances.
2 Estimates.

3 Goods, services and factor incomes.

4 At 1963 prices.

5 At preceding year’s prices.

Note :

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(#) The estimates ate approximations based on certain hypotheses, generally mentioned in the Quartetly Surveys.
They have been discussed with experts from the membet countries, but ate established and published on the sole
responsibility of the Commission.

2. Economic policy

Action intended to avoid too rapid an expan- Exports million u.a.
sion of internal demand appears, then, to be 210 T T T T T T T T T T T T T 7]
necessary. Management of public finances, D
which was characterised in the first quarter
by a cash deficit of more than FF6 000 million
must be such as even now to produce the
balance on budget operations originally fore-
seen for the year 1971 taken as a whole. 'This
implies, in coming months, an effort to re-
strain expenditure. Furthermore, surpluses

) . 30

in tax revenues above budgeted levels, which

may result from inflationary pressures, should 0 L)1)
. . POMNYMMVER X0 I NN Y MW XM UMY Vi X 0

be neutralised to the greatest extent possible. 1969 1970 1971

34



(1963 = 100)

Industrial production Semi-Log scale Labour market (thousands)
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France

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

o, | Order-books A Stocks of finished products B |%
W T T T T T T T T T T T T T T 77 (3 . N O O It A e
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Answers to questions in the EEC business survey, carried out in France by INSEE.

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

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

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

36



The restrictive direction of monetary policy
must be maintained and even re-inforced.
The increase in the discount rate, decided on
13 May 1971, and the increase in the minimum
reserve ratio, constitute important steps in
this direction. Furthermote, should the ex-
pansion of expenditure by households con-
tinue at its cutrrent rate, a mote cautious
policy in the field of consumer credit might
become necessary.

The efforts by the authorities responsible for
economic policy to stabilize costs and prices
would be doomed to failure if growth of
wages and salaries continued at the rate of
recent months. In this case, application of
certain provisions contained in wage agree-
ments would threaten to weigh on the devel-
opment of prices in 1972.

An active policy of savings incentives would
constitute an important moderating element
on private consumption by limiting as much
as possible the reduction in the overall sav-
ings ratio of households, which threatens to
continue into 1972. One might, in this
trespect, envisage the creation of new incen-
tives for medium and long term saving.

Prospects for expansion in 1972 appear sat-
isfactory. According to first estimates, the
rate of growth of gross national product in
volume and the unemployment rate will be
close to the guidelines adopted in the third
medium-term economic policy programme.
On the other hand, the indicators of economic
equilibrium will still diverge markedly trom
these guidelines, This is the case in particular
for price developments. A slowing down in
the rate of price increase remains, then, a
priority objective for 1972.

Restraint in credit and public finance policy
remains, therefore, indispensable, not only
because of its economic effects, but also
because of the impact which it would have
on inflationary expectations.

It would be appropriate, notably during pre-
paration of the draft Finance Law for 1972, to
safeguard a balanced budget. It would be
appropriate, also, to attempt to hold the rate
of growth of public expenditure below the
expected increase in nominal gross national
product.

Relaxation of fiscal policy should be envisaged
only in the case of a marked reduction in the
rate of cost and price increases.

Major economic policy measures

March

Exchange control is further relaxed in mid-March.
The currency allowance for foreign tourism is in-
creased to the equivalent of FF2 000 (against
FF1 500 previously) per person and journey, for
a maximum of two journeys annually. The al-
lowance for the export of French bank-notes remains
at FF500 per journey. Obligatory domiciliation
with an approved banking institute is abolished for
Settlement operations om imports or exports when
their amount is less than FF10 000. Faurther-
more, the banks are allowed a greater liberty of
action in the technical methods of their operations
relating to foreign trade.

April

(1) The Bank of France modifies, with effect from
1 April, the system of compulsory reserves by the
commercial banks: it reduces the rate of these
reserves from 7.5 to 7.25%, for sight liabilities,
and from 2.5 to 2.25Y%, for time deposits. At the
Same time, however, it imposes on banks and other
financial institutions the obligation to set up a re-
serve against credit equal to 0.25%, of credit ex-
ceeding 80%, of the amount outstanding on 5 Jan-
uary 1971. These measnres are not intended to
modify the total amount of compulsory reserves held
with the Bank of France, but only, through a first
application of the new system of minimam reserves
(see Quarterly Survey No. 1-1971, page 51), #o
carry out a redistribution towards a more equitable
sharing of the burden between banks and financial
institutions.

(2) On 1 April, varions social secarity benefits
are improved, notably old age pensions and pensions
granted to accident victims, as well as supplementary
payments for unemployment. At the same time,
the guaranteed minimam wage (SMIC) is in-
creased by 1.38%,.

(3) Daring April, exchange control is again
relaxed. _Arbitrage operations on foreign commo-
dity markets, which until then had to a large
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extent been forbidden, are again anthorised generally
for all commodities traded in France on forward
markets, on condition that each arbitrage operation
be the counterpart to an operation carried out on
a French market. Residents travelling abroad
may again wtilize credit cards for the purchase of
goods and services up to half the amount of the
normal currency allocation (up to FF1 000 for
tourist journeys and FF2 000 for business jour-

neys).

May

(1) Given the very rapid monetary expansion,
the Bank of France increases, with effect from 6 May,
the rate of compuisory reserves of commercial
banks from 7.25 to 8.25%, for sight deposits, and
Jrom 2.25 to 3.25%, for time deposits and deposits
by foreign banking institutions. Compulsory re-
serves applicable to credits are not changed. The
liquidity margin of the banks, which had risen
sharply during previous months, mainly as a result
of the continued inflow of currency, should, therefore,
be reduced by about FF1 900 million.

(2) Following the monetary crisis, which cul-
minated in the decision to allow the exchange rates
of the Deutschemark and the Florin to float tem-
porarily, the monetary authorities adopt in May
various measures designed to protect the French
currency against speculative capital movements and
to brake more effectively the expansion of domestic
liguidity. Thus, from 13 May, the discount rate
is increased from 6.5 to 6.75%, and the rate for

adyances against securities from 8%, to 8.25%,; the
preferential disconnt rate applicable to medium-term
liabilities resulting from transactions with non-mem-
ber countries is allowed to remain at 4.5%,. From
21 May, the rate for compulsory reserves is in-
creased from 8.25%, to 9.25%, for sight deposits,
and from 3.25%, to 4.25%, for time deposits, from
0.25%, to 0.50%, for credits and from 3.25%, to
9.25%, for deposits from foreign banking institu-
tions; these measures represent a reduction of
about FF2 000 million in bank liguidity. The
Bank of France is authorised to increase compulsory
reserves applicable to deposits by non-residents to
100%,, should the need arise, and to limit or even
Sorbid the remmneration of such deposits.

(3) The National Assembly votes, in mid-May,
a draft law instituting a system of monthly pay-
ment of income tax. The new system, which is
not compulsory as far as the taxpayer is concerned,
consists of payments of ten equal monthly instal-
ments, the balance being paid in one or two monthly
payments ; it is due to come into force on 1 January
1972 in a limited namber of departments.

June

The Government submits to the National Assembly,
at the beginning of Junme, several draft laws con-
cerning the reform of vocational training. They
are intended, notably, to place on an equal footing
scientific and technical education, to modernise
apprenticeship and to improve facilities for perma-
nent vocational training.




TABLE 1 : Key indicatots

France

1966 1967 1968 1969 1970 1970
% change by volume Indices
on preceding year 1963 =100
Gross national product + 5.6 + 50 + 4.6 + 7.7 + 6.0 148
Industrial production + 74 + 4.6 + 4.7 + 9.8 + 7.1 157
Total imports + 13.9 + 8.0 + 12.8 + 225 + 8.5 215
Private consumers’ expenditure + 4.8 + 54 + 55 + 6.7 + 4.3 143
Public current expenditure on goods
and services + 23 + 441 + 5.1 + 4.4 + 3.8 129
Gross fixed asset formation + 8.4 + 6.1 + 6.6 + 10.1 + 6.6 176
Total exports + 84 + 7.5 + 10.0 + 17.0 + 17.0 213
Gross national product pet head of
population + 4.7 + 4.2 + 3.8 + 6.8 + 5.1 139
Gross national product per person in
employment + 48 + 4.6 + 4.6 + 58 + 44 140
% change by value
on preceding year
Gross income per employee 4+ 6.1 ' + 6.7 ‘ 4+ 11.6 ’ + 12.0 I + 94 181
TABLE 2 : Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance exports less imports
in million u.a. + 344 |+ 446 [+ 101 |~ 792 |+ 558
as percentage of GNP 0.3 0.4 0.08 0.6 0.4
Unemployment rate 1.4 1.8 21 1.7 1.7
f%'c‘im;:;f f)i;e;teceding year) + 30 [+ 28 [+ 49 [+ 68 [+ 5.2
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France

TABLE 3 : Foteign trade (at current prices)

_ Million 9, of
% change on preceding year 1963 =100 wa. t;tals
1966 | 1967 | 1968 | 1969 [ 1970 1970 1970 1970
Visible exports
Total 4+ 83|+ 451+ 11,4 [+ 17,414 18,8 219 17 676 100,0
Intra-EEC + 12,0 {+ 2,0 [+ 16,0 [+ 30,6 |4+ 20,9 278 8 606 48,7
To non-EEC countries + 58!+ 63([+ 82!+ 75|+ 16,8 182 9 070 51,3
Exports of food, beverages and tobacco
Total + 7,56+ 2,9+ 19,8 |+ 20,8+ 6,0 216 2711 15,3
Intra-EEC + 194 (+ 6,0 [+ 26,6 |+ 41,9 |+ 1,7 341 1626 9,2
To non-EEC countries - 20— 0,1+ 12,8|— 3,3+ 13,2 140 1085 6,1
Exports of raw materials, fuel and power
Total + 73 |— 3,7(+ 1,6+ 10,6 |4 11,7 149 1 390 7.9
Intra-EEC + 7,4 |— 8,71+ 09|+ 19,9 |+ 13,7 184 926 5,2
To non-EEC countries + 72— 36|+ 26|— 35!+ 7,9 107 464 2,7
Exports of semi-finished and finished industrial goods
Total + 87{+ 6,1+ 11,1+ 17,5 [+ 22,6 230 138 575 76,8
Intra-EEC + 11,2 [+ 2,3 |4+ 16,2 [+ 29,0 |+ 28,7 287 6 054 34,3
To non-EEC countries + 72+ 85|+ 8,1[+ 10,2+ 18,0 199 7 521 42,5
Visible imports
Total 4 14,6 [+ 4,56 |+ 12,56 |+ 27,714+ 9,8 217 18 913 100,0
Intra-EEC + 20,8 |+ 10,7 |+ 23,1 |+ 31,3 |+ 6,5 205 9 252 48,9
From non-EEC countries + 10,5 |+ 0,2 [+ 4,4 [+ 16,7 |+ 13,2 173 9 661 51,1
Imports of food, beverages and tobacco
Total + 84— 26|+ 2,7{+196|+ 6,8 158 2 453 13,0
Intra-EEC + 1,3{+ 16,6 |+ 31,8 [+ 334 |+ 3,9 296 814 4.3
From non-EEC countries + 10,3 |- 74}— 6,4+ 135+ 8,4 128 1 639 8,7
Imports of raw materials, fuel and power
Total + 59+ 03+ 38,6+ 10,6 + 4,5 136 4 202 22,2
Intra-EEC + 95— 2,3|+ 14,2 |+ 11,4 |+ 8,7 146 730 3,9
From non-EEC countries + 53|+ 08¢+ 1,7+ 10,56+ 3,7 134 3472 18,3
Imports of semi-finished and finished industrial goods
Total + 22,0 i+ 9,014+ 19,6 |+ 30,3 |+ 12,4 300 12 258 64,8
Intra-EEC N + 25,0 1+ 12,0 |+ 23,3 |+ 83,3 |+ 6,5 328 7 708 40,7
From non-EEC countries + 17,7 |+ 4.4 [+ 13,3 |+ 24,6 [+ 23,9 261 4 550 24,1
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial production 1969 144.1| 140.5| 139.4| 142.2| 142.0| 132.5| 1454 139.4| 1439} 1455 143.4} 150.0
(1963 = 100) 1970 154.81 152.9| 152.3| 1507 | 1454 137.7 ) 1517 | 144.9)| 154.7| 152.3| 150.9' 1544
1971 158.6 | 157.1 (160)
Number of persons seeking | 1969 242.7 | 237.9| 231.0| 224.1| 221.4| 2155 2175 2181 2174 2184 216.6  218.7
employment 1970 2207 2273 233.0| 241.5| 246.0| 251.3| 261.3| 271.3| 285.1| 297.4| 307.3| 306.8
(1 000) 1971 315.7 | 313.5| 312.8 | (312.5)
Construction : building 1969 51.0 46.9 44,1 46.6 50.5 51.9 56.2 50.0 58.1 53.6 39.1 50.2
permits issued for housing | 1970 41.9 50.6 48.3 49.3 45.7 56.9 44.7 46.4 51.3
(1 000) 1971
Private consumers’ expen- | 1969 146.3 | 139.2| 143.0 | 139.0| 1509 138.6| 146.1| 153.4| 1375 143.0 | 144.1 147.9
diture: turnover of depart- | 1970 153.2 | 141.1| 139.7 | 138.3( 142.0| 141.0) 144.0| 143.6| 142.5| 156.2 | 144.0
ment stores (1963 = 100) | 1971
Consumer prices 1969 121.1) 12151 1221 | 122.7| 123.2| 123.6| 1242 | 1245 | 1251 | 1259 | 126.5| 126.9
(1963 = 100) 1970 127.9| 128.5| 129.0| 129.6 | 130.3( 131.0| 131.5| 131.7| 132.3| 132.8| 133.3| 133.6
1971 | 134.6 | 135.3 | (185.8)| (136.6)
Visible imports 1069 |1 362.4(1316.9 |1272.811469.6 |1460.5(1472.91573.9|1379.4|1462.7|1539.1(1374.1]1404.4
(million u.a.) 1070 |1 431.9 |1 485.5 |1 404.9 |1 666.4 |1 341.7 (1 691.2 |1661.1 (1 624.8 |1673.6 |1629.111655.4|1674.2
1971 |1 485.0 11 611.2|11721.6 | (1707)
Visible exports 1969 |1 229.1 |1 179.0 |1 107.7 11 237.811231.6 |1249.711282.311203.4|1240.21266.9 1237.71298.9
(million u.a.) 1970 (1 421.0 |1 385.0 (1 369.4 11 610.7 |1 319.4 {1 576.2 |1 426.0 {1 518.0 |1 571.3 |1 486.6 |1570.3 |1 547.4
1971 |1 570.1 (1 590.9 |1 633.6 | (1 649)
Balance of trade 1969 |- 133.3 |- 137.9 |- 165.1 |- 231.8 |— 228.9 |~ 223.2 |- 291.6 |- 176.0 |- 222.5 |- 272.2 |- 136 .4 \— 105.5
(million u.a.) 1970 |- 10.9 |- 100.5 |- 35.5 |~ 156.7 |- 22.3 |~ 115.0\-235.1 |-106.8 |-102.3 |- 142.5 |- 85.1!—126.8
1971 |+ 85.1 |~ 20.3 |- 88.0 (- 568)
Official gold and foreign | 1969 { 4215 4125 3986 | 3774 3636 3610( 3594| 37811 4006 3913 3939 3833
exchange reserves 1970 | 3885) 839057 | 3961 | 4032 4142 | 4282 4492 | 4546 | 4576] 4617 4789 | 4789
(million u.a.) 1971 5007| 5057 | 5140 5211 | 5277
Money supply 1969 2079 2106 2126 2145 2114 212.4| 212.4| 213.3| 213.6| 211.8| 213.2) 209.2
(FF *000 million) 1970 204.6 205.8| 207.5| 209.1| 208.1| 208.4| 209.1 | 211.2| 212.8( 219.7 | 223.8| 2284
1971 | (227.7)) (232.1)
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France

NOTES TO GRAPHS AND TABLES
Source : Statistical Office of the European Communities (except as otherwise indicated). Conversion into units
of account (1 u.a. = 0,888671 g of fine gold = US $ 1) at the official exchange rate.

Graph 1

Exports fob. Seties adjusted for seasonal variations; three-month moving averages.

Graph 2

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

Graph 3

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

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

Graph 5

Wages and consumer prices; index of hourly wage rates, all activities, all regions; national index of consumer
prices (259 items).

Graph 6
Balance of trade : difference between seasonally adjusted imports and exports.

Graph 7

Bank lending; Soutce : Conseil National du Crédit; short-term loans (up to 2 yeats) from monetary institutions
to business and private customers; end of petiod figures.

Table 1

GNP at market prices (new seties on 1962 basis).
Industrial production: value added by industry.
Total expotts and imports: goods, services and factor income.

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

Table 2

Source : * Rapport sur les comptes de la Nation 1969. ** Ministére de I’Economie et des Finances — Paris.
Balance exports less imports: as defined for the national accounts.

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

Consumer prices: implicit price index of ptivate consumption computed from the national accounts,

Table 3

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

Table 4

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

Construction: seasonally adjusted number of dwellings authorized.

Private consumers’ expenditure: seasonally adjusted indices of department store turnovers, constant samples.
Consumer prices: national index of 259 items.

Imports cif, exports fob, adjusted for seasonal variations.

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

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 the end of month.

Money supply: fiduciary circulation (total notes and coin in circulation, excluding notes and coin held by the
Banque de France) plus sight deposits (deposits made with the Banque de France by private persons or enter-
prises, deposits with the Post Office giro or with public accountants, plus sight deposits relating to the activities
of the banks within metropolitan France. Seasonally adjusted prices, at end of month,
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C. ltaly

were marked differences between sectors.

struction sector.

During the first few months of the year, overall economic activity was weak, althongh there
Continuation of the labonr disputes of the last
18 months has resulted in not only new production losses but also an increasingly marked
slowing down in the expansion of demand. The economic climate reflected moreover, the
effects of the continuing trend towards recession which has occurred in the residential con-

1. The economic situation

Economic activity and domestic demand re-
mained weak duting the first few months of
1971. Numerous sporadic intetruptions of
work have had widespread effects, not only on
production, but also on the development of
domestic and foreign demand. Households
are showing a certain restraint in their expen-
ditures; heads of firms see little incentive
to carry out their investment programs, given
the low level of capacity utilisation and the
risks which threaten the profitability of their
activities; disruptions in the chains of produc-
tion and distribution are often resulting in an
involuntary accumulation of stocks of finished
products and a market reduction in raw
material stocks. Exports have made some
progress, but losses suffered on foreign mar-
kets since the autumn of 1969 have not been
made good. As far as residential construction
is concerned, there has been no sign of recov-
ery from the recession which began in mid-
1970.

In these conditions industrial production has
remained more or less stationary in the first
quarter: during this period it was about 2.6,
below the level reached in the same period of
1970. Employment has remained stable,
while unemployment has continued to increase
gradually.

Mainly as a result of cost pressure, the rate
of price increase remains rapid, in spite of
some slowing down at the consumer level;
it reached 1.59%, between December 1970 and
March 1971.

The virtual stagnation in economic activity
has resulted in a reduction in imports as well
as a slight trend towards improvement in the
trade balance and an inctrease in the surplus
on current account. Given the large inflow
of capital, official gold and cutrency reserves
increased by Lit.560 000 million in the first
quarter of 1971.

Although reflecting the development of de-
mand, the growth of bank credit has been very
moderate, an inflow of foreign capital and the
deficit on treasury operations have led to a
strong increase in the volume of money. In
Mazrch 1971, this exceeded the level reached
one year earlier by 20.6%,.

Economic prospects remain largely dominated
by the development of labour relations. It
is clear that the restoration of normal relations
between employers and workers would be
conducive to a rapid improvement in the
situation and to a recovery in activity, except
in the case of construction, given the weak-
ness expected in the market for residential
construction. Private consumption could res-
pond quickly, the more so since the intro-
duction of value added tax, on 1 January 1972,
is likely to induce anticipatory purchases and
that, otherwise, disposable income of house-
holds is likely to inctease substantially as a
result of the considerable increase in public
sector wages and salaries.

On the other hand, the development of prices
is unlikely to be satisfactory since increases
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Demand for and supply of goods and services

1968t 19691 ‘ 19701 \ 19712
At
current % change on preceding year
ptices
(in Lit
’000
million) | Volume* Value |Volume* Value |Volume® Value
Exports® 9119 | + 138 + 1594+ 6.0 +11.6 |+ 7% -+ 104
Gross fixed asset formation 9322+ 80 + 147+ 38 +153 |4+ 1% + 4%
Public consumption 6382 |+ 33 4+ 834+ 32 4+ 71 )+ 4% +15
Private consumption 30066 |+ 63 4+ 94|+ 8.0 +132 |+ 5% + 101,
Gross national product 47280 | + 59 4103+ 51 +11.7 |4+ 4 4+ 8%
Imports® 768 | +206 4215+ 172 4220 |+ 51 411

1 Relazione generale sulla situazione economica del Paese (1970).
? Forecasts.

3 Goods, services and factor incomes.

4 At 1963 prices.

5 At preceding year’s prices.

Note :

(¢) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(4) The forecasts are approximations based on certain hypotheses, generally mentioned in the Quarterly Surveys.
They have been discussed with experts from the member countties, but ate established and published on the sole
responsibility of the Commission.

%n wage costs and 1n the prices of certa..in Exports " millionu.a.
imported raw materials (notably crude oil) L RRTEZSREARRE SRR EEE AR
will, no doubt, be reflected in selling prices. 1O)
A recovery in economic activity would be
accompanied by an increase in the level of
imports. '

On the other hand, were the political situation
to temain disturbed and labour relations
difficult, one would have to fear that not only
would economic activity and employment be o dnad
affected, but that conditions of equilibrium 0 il S REANRES

PO IR VIV X XX WUV W VIEVREIX X XEXE BRIV Y MR X X

would be setiously compromised. 1969 1970 1971
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Italy

BUSINESSMEN'S VIEWS ON THE INDUSTRIAL SITUATION

v

; o ,
o, | Order-books A Stocks, of finished products. B |o
T T T T T T T F T T T 77 B Q S X I 2 B 0 IR W A0 S e
' below normal el Vorinal
80 20
60 1 40
/—(
2 _/
40 \ 60
v\g____ normal
20 8
l
O ‘
1969 1970 1971 1969 1970 1971

o Trend in production C Trend in selling prices D |9

. 3 » 0
LI0.C [ A A A N CHNE A M N B A U M [ P77~ T 1T Vim0 1T

i down pon
80
60
\‘r/\
40 no change
20
-
1969 1970 1971

1969 1970

Answers to the questions in the EEC business survey, carried out in Italy by ISCO-Mondo Economico.

1971

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

The black curves, the scale for which is given between the graphs, show the figures obtained by adding together
the percentages weighted as follows :
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by 0.03 for the answer ‘‘above normal”, or ‘“up”;
by 0.02 for the answer ‘“‘normal”, or ‘“no change”;
by 0.01 for the answer ‘‘below normal”, or ‘‘down”’.




2. Economic policy

Return to growth in conditions of stability
depends, therefore, essentially on a lasting
normalisation of management/worker rela-
tions. As soon as that condition is fulfilled,
public authorities will be able to take measures
to stimulate and underpin economic activity,
taking care at the same time, to limit the
extent and duration of the measures, in order
to preserve the basic equilibria in the longer
term.

This implies, notably, that fiscal operations
should exert a less expansive impact on the
economy as soon as utilization of productive
capacity has reached satisfactory level. The
authorities should give high priority to ex-
penditure related to investment, notably in
construction, given the particularly low level
of activity in this sector.

Furthermore, it would be appropriate to finan-
ce the budget deficit by greater recourse to
real savings rather than by creation of money.
Given the abundance of liquidity, which
characterises the Italian economy at the
moment, and the risk resulting from this for
balanced growth, it would be appropriate to
place a strict limit on the growth of the volume
of money. Maintenance of a relatively low
rate of interest seems, however, to be desirable
as long as demand for credit in the private
sector remains moderate.

In order to mitigate the effect on prices of the
introduction of value added tax, planned for
1 January 1972, it would be appropriate for the
Italian authorities to pursue an active price
policy based notably on experience gained in
the matter by other member countries. A
temporary reduction of the rates for staple
products, an effort to inform public opinion
and monitoring of price developments can
all be envisaged. It would seem opportune,
moreover, to refrain from increases in public
sector tariffs and in regulated prices towards
the end of 1971 and at the beginning of 1972.

It would be helpful, moreover, to provide
incentives for private saving and to favorize
its use for the balanced development of the
economy. To this end, provision of con-
struction premia—notably for purchases of
houses—and fiscal incentives for certain other

forms of long-term saving, as well as the
creation of Italian investment funds, are
worthy of consideration.

Given that the expansion of the Italian econo-
my will, without doubt, be relatively weak
in 1971, it is desirable that the rate of growth
of gross national product in 1972 should be
close to the upper end of the range adopted in
the third medium-term economic policy pro-
gramme, i.e. 6%,.

In order to favour price stability, it would be
appropriate, in the draft budget for 1972, to
reduce the cash deficit which has been es-
pecially high in recent years.

Major economic policy measures

March

(1) Following offcial ministerial authorisation,
the price of newspapers was increased on 1 March.

(2) Towards the middle of the month, the Govern-
ment put forward a draft law which wonld institute
new regulations for residential construction. This
was inspired by considerations of social welfare
policy.  The project is intended, through the cre-
ation of appropriate financing mechanisms and by
accelerating administrative procedures, to produce
a revival in residential constraction, financed by
Dpublic anthorities (which, in spite of many efforts
by the Government, did not represent, in the last
Sew years, more than 5%, of total investments in
residential construction), as well as the construction
of social housing (“edilizia  comven3ionata ).
Apart from that objective—which naturally conld
not be attained except in the rather long term—
residential constraction in the private sector must be
stimulated by a further extension of tax advantages.

(3) Towards mid-March, the ministerial com-
mittee for economic programming (CIPE) decides
to suspend restrictions on the granting of certain tax
advantages designed to encourage investment—re-
Strictions which had been introduced in January
Jor projects to be carried out in regions with a high
concentration of industry—and it extends the benefit
of these advantages to the tourist sector.

(4) Towards the end of the month, the Government
institutes a draft law according to the terms of
which the capital of the industrial growp IRI, con-
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trolled by the State, will be increased by Lit.900 000
million, to be phased over the years 1971 to 1975.

April

(1) By decision of the Government, the maximam
prices of cement are increased by between 5.5 and
6.7%, on 1 April.

(2) The discount rate of the Bank of Italy, which
bad been increased in August 1969 and then in
March 1970, is reduced from 5.5%, to 5.0%, with
effect from 5 April. The supplement of 1.5
points applicable since 1 July 1969 to most secu-
rities, is retained. The cost of re-financed credit
with the Bank of Italy had already been reduced in
January by a similar amount in the rate for ad-
vances against secarities.

(3) Towards the middle of the month, the Govern-
ment decides to supply a dotation Funds at disposal
of ENEL, the national enterprise producing
electricity.

(3bis) Also towards mid-April, the Government
proposes an increase of Lit. 50 000 million in
Sfunds available for export credit. Moreover, funds
destined for the granting of corresponding interest
subsidies were to be increased by Lit.4 500 million
annually until 1985.

(4) During the second half of the month, 14 banks
agree to carry o#t a slight reduction (0.5 points)
in the rate of interest.

May

(1) With effect from 13 May taxes on import,
manufacture and certain types of ase of petrol and

beating oil are reduced slightly, but in certain cases
only for the remainder of 1971. This measure
which, according to official estimates, could result
in a drop in tax revenue of Lit.84 000 million
is intended to reduce the effect on the level of domes-
tic prices of the increase in crude oil prices which
occurred in previous months.

(2) In the middle of the month, the ministerial
Committee for credit and savings decides to convert,
by the issue of long-term paper and for an amonnt
of Lit.550 000 million, the short-term assets held
by credit institutions with respect to the Provinces
and Communes. The long-term paper represents
liabilities of the Deposit and Loan Bank wunder the
control of the Minister of the Treasury.

(3) In mid-May also, the authorities recognise a
crisis situation in the textile industry, and that
legal conditions, therefore, exist for the application
of special State support measures, notably those in
Savonr of workers in this sector.

June

At the beginning of the month there entered into
Jorce a law including certain provisions intended to
support the business situation in the construction
sector and which, because of its urgency, had been
Dartly removed from the draft law mentioned above
Jor the month of March: an acceleration of public
works ; a placing at the disposition of communes
of the mnecessary credits Lit.100 000 million)
covered, in most cases, by State guarantee; pro-
motion of construction of social housing, notably
by the granting of allocations and by further ex-
tensions in the periods for certain tax concessions.




TABLE 1 : Key indicators

italy

1966 1967 1968 1969 1970 1970
% change by volume
on preceding year 1963 =100
Gross national product + 5.9 + 6.8 4 6.0 + 5.9 + 5.1 142
Industrial production + 74 + 8.7 + 8.9 + 7.0 + 64 151
Total imports +13.7 + 12,6 + 7.5 + 20.6 + 17.2 189
Private consumers’ expenditure + 6.8 + 741 + 4.7 + 6.3 + 8.0 145
Public current expenditutre on goods
and services + 3.2 + 4.3 + 4.1 + 33 + 3.2 129
Gross fixed asset formation + 4.0 + 11.8 + 7.9 + 8.0 4 3.8 122
Total exports +13.2 + 6.7 + 15.4 + 13.8 + 6.0 225
Gross national product per head of
population + 5.1 + 6.0 + 5.4 + 541 4+ 4.8 132
Gross national product per person in
employment 7.4 + 5.7 + 6.0 + 7.0 + 4.6 144
% change by value
on preceding year
Gross income per employee + 79 l + 85 I + 741 I + 8.8 + 13.7 188
TABLE 2: Indicators for internal and external equilibrium
1966 1967 1968 1969 1970
Balance exports less imports
in million u.a. +1723 (41235 (4+2274 {+1963 |+ 637
as percentage of GNP + 27 |4+ 18 |+ 30 [+ 24 {4+ 07
Unemployment rate 39 3.5 3.5 3.4 31
price index of private consumers’ expenditure
(% change on preceding year) + 29 [+ 30 [+ 16 |+ 29 [4 438
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TABLE 3 : Foreign trade (at current prices)

0,
% change on preceding year 1&3&?00 Mtjxl.ltl?n u/;tﬁg
1966 1967 1968 1969 1970 1970 1970 1970
Visible exports
Total + 11.7 1+ 8.3+ 17.0 [+ 15.2 |+ 12.6 262 13 207 100.0
Intra-EEC + 12.8 [+ 3.3 |4 20.9 [+ 22.2 {4+ 13.6 316 5 660 42.9
To non-EEC countries + 11.0 {+ 11.6 (+ 14.5 [+ 10.5 |+ 11.9 232 7 547 57.1
Exports of food, beverages and tobacco
Total + 16|+ 47— 8.7|+ 156+ 9.2 160 1098 8.8
Intra-EEC + 04!— 1.7|— 1.3+ 214 |+ 5.7 179 582 4.4
To non-EEC countries + 2.8+ 124 |— 6.1+ 9.3 {+ 134 142 516 3.9
Exports of raw materials, fuel and power
Total + 106 |4+ 9.1 [+ 14.1 |4+ 1.4 |+ 103 209 990 7.6
Intra-EEC + 215 |+ 159 |+ 14.7 [— 2.0 (+ 9.8 287 366 2.8
To non-EEC countries + 52|+ 53|+ 13.7|+ 3.6 |+ 10.6 181 624 4.7
Exports of semi-finished and finished industrial goods
Total + 13.4 |+ 8.8 [+ 20.0 [+ 16.7 |4+ 13.2 286 11119 84.2
Intra-EEC + 14.6 |+ 3.2 |4 25.4 {4 24.9 |+ 15.0 352 4712 85.7
To non-EEC countries + 12.6 |+ 12.4 |+ 16.7 [+ 11.5 |+ 11.9 252 6 407 48.5
Vigible imports
Total + 16.7 |+ 129 [+ 43 |4 21.4 4+ 194 197 14 865 100.0
Intra-EEC + 21.6 {+ 21.5 [+ 9.1 [+ 290.9 |+ 27.4 248 6 140 41.3
From non-EEC countries + 14.4 |+ 8.8 |+ 1.8 |+ 16.6 |+ 14.3 172 8 725 58.7
Imports of food, beverages and tobacco
Total + 9.7+ 0.7+ 8.5+ 14.9 [+ 18.0 189 2 499 16.8
Intra-EEC 4+ 13.5 |+ 26.6 [+ 29.0 {+ 26.8 [+ 20.9 397 954 6.4
From non-EEC countries + 87— 64+ 09+ 92|+ 8.1 143 1 545 10.4
Imports of raw materials, fuel and power
Total + 15.1 {+ 138.7 |+ 1.0 |+ 13.0 |+ 11.8 180 4 663 31.4
Intra-EEC + 182 |+ 142 |— 3.0 |4+ 20.6 |+ 16.6 219 697 4.7
From non-EEC countries + 14.6 |+ 13.6 {+ 1.7 1+ 11.8 |+ 11.0 174 3 966 26.7
Imports of semi-finished and finished industrial goods
Total + 22.0 [+ 18.8 |+ 8.6 |+ 31.0 |+ 27.1 213 7704 51.8
Intra-EEC + 24.2 |+ 223 |+ 8.1+ 32.4 |+ 30.8 284 4 489 30.2
From non-EEC countries + 19.4 |+ 145 [+ 9.2 '+ 29.0 |+ 22.2 188 3215 21.8
TABLE 4 : Selected monthly indicatots
Year | Jan. Feb. Mar. | Apr. May | June | July | Aug. | Sept. | Oct. | Nov. Dec.
Industrial production 1969 146.1 | 143.9 1473 1477 | 1450 151.5| 1500 136.6 | 137.6 | 127.5| 126.5 133.3
(1963 = 100) 1970 152.7 | 154.1| 153.1| 150.0 | 146.6 | 149.8| 153.0 144.1) 152.7 | 147.6| 151.2) 151.3
1971 1527 | 1515} 151.4
Unemployed 1969 933.8| 938.71 9153 895.8| 883.0| 896.6| 883.3| 875.3| 879.5| 868.4| 8447 | 828.6
(1 000) 1970 847.4 | 844.0 | 847.7 | 845.6 | 850.2 | 863.1] 878.0| 890.6 | 930.0) 939.0 | 962.0| 953.6
1971 |1 007.3 |1 027.1
Construction : permits for | 1969 19.4 21.4 23.3 21.4 25.3 22.8 25.1 22.6 25.8 25.3 24.5 24.4
residential construction 1970 17.0 22.3 24.6 25.3 27.5 24.8 27.0 21.5 23.2 24.5 241 33.4
(1 000) 1971 13.9
Private consumers’ expen- | 1969 137.9 | 1503 | 146.8 | 154.1 | 149.7 | 149.6 | 159.5| 159.9 ) 152.2| 155.0| 161.1| 156.7
diture : department store | 1970 1556.1| 150.6 | 164.4| 159.7 | 182.0 | 162.7 | 174.6| 182.2| 183.2 | 174.3| 169.2| 185.5
turnover (1963 = 100) 1971 182.1| 1771, 1984 | 170.8| 170.2 | 195.1| 198.9| 197.6 | 202.0} 212.9| 189.2| 206.6
Consumer prices 1969 119.9 | 120.1 ! 120.6 | 121.1| 121.4| 121.8 | 123.1| 122.9| 123.1 | 123.4| 124.1 ! 124.6
(1963 = 100) 1970 125,11 126.1| 126.6 | 127.2 | 127.7| 128.0( 128.2| 128.4 | 129.2; 129.8} 130.8| 131.3
1971 131.8 | 132.3( 132.8| 133.2
Visible imports 1969 972.8 | 940.1| 934.1| 995.7 |1046.7 |1 078.2 |1093.41076.2 11 108.8 |1 007.4|1 110.8 11 114.2
(million u.a.) 1970 |1 175.0 |1 058.6 |1 143.0 |1 250.9 {1 252.9 |1 320.4 {1 311.21287.1|1336.8 |1218.9(1333.31253.4
1971 {1 165.5 |1 267.0 |1 495.2
Visible exports 1969 936.9 | 935.4 912.41025.0 |{1075.81008.6 (10858 921.4} 995.7| 913.6 |1007.5| 860.4
(million u.a.) 1070 [1079.2 | 943.4(1012.1 11 119.4 1 114.0 {1 156.2 |1 141.6 {1 104.6 |1 135.2 |1 198.9 |1 134.9 |1 088.5
1971 i1 095.8 |1 191.5 |1 178.7
Balance of trade 19069 (— 35.9|- 4.6~ 21.7 |+ 293 |+ 29.1|- 69.6 |- 7.6|-154.8|~113.1|- 93.8|-103.3 |-253.8
(million u.a.) 1970 (- 95.8 |- 115.2 |- 130.9 |~ 131.5 |~ 138.9 |~ 164.2 |- 169.6 |- 182.5 |- 201.6 |~ 20.0 |- 198.4 |- 164.9
1971 |- 69.7 - 75.5 |- 316.6
Official gold and foreign | 1969 4727 4636 | 4493 | 4571 4866 | 4514 | 4582 4686 | 4547 | 45666| 4668 4696
exchange reserves 1970 | 4457 | 39043 | 3947 | 39023 | 4368 | 4233 | 4130 | 4226 4411 4776 | 4903 | 5271
(net million u.a.) 1971 5652 | 5836 | 5994 | 6174
Money supply 1969 | 20 440 | 20 379 | 20 836 | 20 845 | 21 282 | 21 558 { 21 590 | 21 681 | 22 138 | 22 851 | 22 831 | 24 388
(Lit. 000 million) 1970 | 23 839 | 24 122 | 24 689 | 24 896 | 25 538 | 26 117 | 26 522 | 26 660 | 27 247 | 27 811 { 28 452 | 81 108
1971 | 30 416 | 80 120 | 29 781
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NOTES TO GRAPHS AND TABLES

Source : Statistical Office of the European Communities (except as otherwise indicated).
Conversion into units of account (1 u.a. = 0.888671 g of fine gold = US$ 1) at official exchange rates.

Graph 1

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

Graph 2

Industrial production (excluding construction, food, beverages and tobacco) : indices adjusted for seasonal
variations; three months moving averages.

Graph 3

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

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

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

Graph 6
Merchandise trade balance : difference between the figures for seasonally adjusted exports and seasonally adjusted
imports.
Graph 7

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

Table 1
Soutce for 1968 and 1969 : Relazione generale sulla situazione economica del Paese (1970).

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

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

Table 2
Net exports : goods, services and factor income.

Unemployment rate : number of unemployed as percentage of labour force (annual average);
Source ISTAT.

Price index : implicit price index for private consumption, computed from the national accounts.

Table 3

Exports fob, imports cif; 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 matetials, fuel and power
(Groups 2-4 CST), semi-finished and finished industtial goods (Groups 5-9 CST).

Table 4

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

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

Construction : dwellings authorized in the provincial capitals and in other communes with more than 20 000
inhabitants; figures not seasonally adjusted.

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

Impotts cif, exports fob; adjusted for seasonal variations.

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

Official gold and foreign exchange resetves (net); source Ufficio Italiano dei Cambi; position at end of month.

Money supply : notes and coin in circulation excluding cash holdings of the Treasury. Sight deposits of non-
banking sector with credit institutions, bank drafts in circulation (whether »agliz or assegni) issued by the Banca
d’Italia and other banks and credit institutions; position at end of month.

51






D. Netherlands

Demand pressure on resources has remained strong in recent months, while the push of
wage costs grew much stromger towards mid-year. The high rate of increase of domestic
prices has been aggravated by a continued fast rise in prices of imported goods. This
developmient has also contributed to a continued substantial deficit in the balance of payments.

1. The economic situation

During the first half of 1971, pressure on
resources has persisted in the Netherlands,
although demand pressure has not been quite
as strong as in 1970. The development of
ptivate consumption has certainly tended to
moderate somewhat, but as much by way
of reaction to speculative purchases carried
out at the end of 1970, as reflecting the tem-
porary slow-down in wage increases, following
stabilisation measures taken at the same time.
Moreover, it is possible that enterprises’ in-
vestment in plant and equipment, as well as
stockbuilding, has shown a less buoyant ex-
pansion. On the other hand, construction
investment has been strongly stimulated by
exceptionally favourable climatic conditions.
While exports have reflected, since the sum-
mer 1970, the reduced dynamism of the world
economy, they have continued to develop at a
fairly rapid rate.

Domestic production growth accelerated in
the first few months of 1971; mote recently,
a clearer differentiation between sectors seems
to have led to a certain moderation in the
rate of expansion. During the first quarter
industrial production exceeded the level reach-
ed one year earlier by 7.6%,. On the labour
market, the slight tendency to relaxation has
continued, as is shown notably by the drop
in the number of jobs vacant. In April the
unemployment rate amounted to 1.39, against
1.29, in April 1970.

The rise of consumer prices has become more
marked since the end of last year. In April,

the consumer price index exceeded the level
reached at the end of December 1970 by 4.59%,.

The detetioration in the current balance of
payments has continued. In the first quarter,
the deficit reached FL1.625 million, against
F1.230 million one year previously. The
petsistent influx of capital has, however, pro-
duced during the same period an increase in
official gold and currency reserves of F1.1 104
million.

The expansion of short-term bank credit to
enterprises and to ptivate individuals has
remained within the limits fixed by the mone-
tary authorities. Also, although operations
by public administrations have had an expan-
sionary effect, the degree of liquidity of the
economy (primary and secondary liquidity in
relation to national income) has diminished
slightly during the first quarter. At the end
of March 1971, the volume of money exceeded
the level registered one year eatlier by 15.8%,.

The measures adopted by the Dutch Govern-
ment on exchange rates on 9 May 1971 seem
unlikely to have a significant influence on the
development of the economy during the
second half of 1971, taking account of their
temporary character and the importance of
Dutch trade with Germany. In the absence
of new stabilisation measures, conditions of
equilibrium will remain fragile. While the
growth of fixed investment by enterprises will
again tend to weaken, the catch-up movement
in salary increases expected during the second
half of the year—following the expiration of
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Demand for and supply of goods and services

1968t 19691 ‘ 19702 l 19718
At
current , % change on preceding year
prices
(in F1.
’000
million) Volume® Value |Volume® Value |Volume® Value
Exports? 42,06 [ + 156 + 1751+ 121 -+ 18L% |4+ 9 + 11
Gross fixed asset formation 2418 [+ 06 + 79|+ 7 + 15% 4+ 6 + 121,
Public consumption 1433 |+ 17 4+ 1184+ 3% +12% |4+ 3 + 14
Private consumption 5167 |+ 40 +105(+ 7% 4+ 11% |+ 5 + 111,
Gross national product 9187 |4+ 51 + 114 |+ 6 + 11 + 4 + 11
Importst 4147 |+ 145 + 184 | + 14Y% 4 22 + 8% +11

1 Centraal Bureau voor de Statistiek.
2 CPB estimates.

3 Forecasts.

4 Goods, services and factor incomes.
5 At 1963 prices.

¢ At preceding yeat’s prices.

Note :

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

measures of restraint—should produce a si-
gnificantly more rapid growth of private con-

. . Exports million uv.a.
sumption expenditure. Furthermore, demand LS00 e T T T T T T T T T T T
abroad might again become more dynamic SD
after the summer. 1200

On these assumptions, production will con-
tinue to expand, and one must expect that the
propensity to import will remain high.

The continuing push of production costs will

entail continuing marked pressure on domes-

tic prices. The current balance of payments Liit]
. . . . LAWY VMV X Xxml Inmy IV X6 MY imvin X X

will probably remain in deficit. 1969 1970 wn
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Netherlands

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

%

o Order-books A Stocks of finished products B
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I
o normal normal "
22 /\/_\/
© _
20
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o, | Trend in business C Foreign orders received D
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1969 1970 1971

1969 .

1970 197

Source : Business survey of the Centraal Bureau voor de Statistiek.
Note : The survey includes construction but not paper, petroleum, non-metallic minerals.

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

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

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

It is a matter of the highest importance for the
domestic economy that the self re-inforcing
process of inflationary pressures should be
interrupted, since this threatens to compro-
mise external equilibrium for a long period
and, as a consequence, the Dutch economy’s
growth potential.

Given the continuing setious nature of press-
ure in the economy, more intensive use of
the classical tools of demand management
would be appropriate. In the first place, if
one wishes to avoid an increase in the tax
butrden, which is already higher than in other
countries of the Community, a detailed exam-
ination of the priority of various types of
public expenditure should make it possible
to decide on a reduction in credits. This
could influence significantly the growth of
expenditure in the second half year, in such
a way as to reduce their increase to the limits
foreseen in the revised budget (12.5%, com-
pared with the budget forecasts for 1970).
A parallel action should be undertaken at the
local authority level through a programme
of strict limitation of the funds to which
these administrations are allowed access.

At the same time, the monetary authorities
could benefit from the new conditions on
international markets to make their restrictive
policies more effective.

Pursuit of restrictive policies by the public
authorities appears to be the more important,
since it should encourage the two sides of
industry to maintain their collaboration in
efforts towards stabilisation at the end of the
petiod of wage and salary moderation, which
came into force at the beginning of 1971.

The persistance of disequilibria during such
a long period implies, for the re-establishment
of balanced growth, the necessity of tenacious
and prolonged action. Preliminary forecasts
for 1972 suggest, however, as much in the
field of prices as from the point of view of
the external balance, a continuing wide diver-
gence from medium-term quantitative guide-
lines.

The 1972 draft budget should be drawn up
with the emphasis on consolidation of fun-
damental equilibria and should include a
clear reduction in the impulse emanating
from public finances.

Major economic policy measures

March

Measures for the restriction of short-term credit to
the private sector by the commercial and agricul-
tural banks, as well as by the post office, are extended
Jor the months of March and April 1971. The
increase anthorised is 2%,, compared with the
average level reached during the final quarter of 1970.

April

(1) The Government approves the draft law con-
cerning the annual correction for the effects of
inflation on wage and income tax scales.

(2) Pensions are increased retro-actively to 1 March
1971 ; family allowances are increased.

(3) Following the reduction of interest rates in
international markets and inflows of capital from
abroad, the Nederlandsche Bank reduces the dis-
count rate from 6 to 5.5%, with effect from 5 April.

(4) In the memorandum to the Second Chamber
on the subject of execution of the State budget for
1971, the Minister of Finance estimates ihat,
thanks to stabilisation measures, the budget deficit
will amount this year to FI.1 710 million, against
the 2 062 million originally foreseen.

Mazy

(1) The measures for the restriction of short-term
bank credit to the private sector are extended for the
period May| Angust 1971.  As in 1970, the ex-
pansion anthorised is fixed at 1%, of the average
level reached during the final quarter of the preceding

year.

(2) 1t is decided to increase wages and salaries in
public administrations by 4.5%, from 1 July.

(3) In a note on the memorandum prepared by the
Central Planning Burean on the subject of “Econ-
omic Prospects for the years 1972 to 19757, the
Economic and Social Council recommends that all
efforts should be concentrated as a first priority in
1971 and 1972 on  policy measures directed
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against inflation and deficit financing of public
expenditure.

(4) Following the session of the Council of the
European Commaunities and an analogous decision
by the German Government, the Dutch authorities
maintain the parity of the Florin, but decide to
increase temporarily the band within which it can
Sfluctuate, with effect from 10 May.

(5) Certain banking institutions announce that
they will no longer pay interest on Florin deposits
by foreign banks and non-residents.

(6) Various measures are taken in the field of
price policy (a cut in the price of heating oil, an
increase in the price of petrol, cigarettes, news-
papers, hairdressers’ charges, building prices and
railway fares etc.).



Netherlands

TABLE 1 : Key indicators

1965 1966 1967 1968 1969 1969
% change by volume Indices
on preceding year 1963 =100
Gross national product + 5.4 + 2.6 + 5.8 + 6.7 + 5.1 140
Industrial production + 6.3 + 5.9 + 5.7 + 10.6 + 8.2 158
Total imports + 6.5 + 73 + 6.7 + 13.2 + 145 181
Private consumers’ expenditure + 7.4 + 3.4 + 5.2 + 5.9 + 4.0 136
Public current expenditure on goods
and services + 1.6 + 1.6 + 2.8 + 1.2 + 1.7 111
Gross fixed asset formation + 49 + 8.5 4 8.1 + 11.6 + 0.6 163
Total exports + 7.6 + 5.2 + 7.8 + 123 + 15.6 177
Gross national product per head of
population + 40 + 1.2 + 4.6 + 5.6 + 39 130
Gross national product per person in
employment + 45 |+ 1.8 + 6.1 + 5.8 + 3.6 132
9, change by value
on preceding year
Gross income per employee + 11.7 ’ + 111 ’ + 9.2 l + 8.7 ‘ + 11.2 191

TABLE 2 : Indicators for internal and external equilibtium

1965 1966 1967 1968 1969
Balance exports less imports
in million u.a. + 76 |— 135 [+ 23 [+ 163 |+ AN
as percentage of GNP + 04 |- 06 {+ 01 (4 06 [+ 03
Unemployment rate 0.8 1.0 2.0 1.9 1.5
l()‘f/‘i,cmggr?:t;r:g:jifge;:ar) + 42 [+ 54 |+ 34 [+ 26 |+ 63
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Netherlands

TABLE 3 : Foreign trade (at current prices)

f
R = e
1966 | 1967 | 1968 | 1969 1970 1970 1970 1970
Visible exports
Total + 5.6+ 7.9+ 14.5 1+ 19.6 {+ 18.3 238 11 789 100
Intra-EEC + 53|+ 6.7+ 19.7 |+ 26.1 |+ 22.0 276 7 312 62.0
To non-EEC countries + 6.0+ 94|+ 82+ 121 [+ 12.7 193 4478 38.0
Exports of food, beverages and tobacco
Total + 03|+ 99|+ 156914+ 164 |+ 18.5 216 2738 23.2
Intra-EEC — 02|+ 9.61]+ 221 |+ 19.6 |+ 22.8 264 1 902 16.1
To non-EEC countries 4+ 1.0+ 105 |+ 61|+ 7.8+ 9.8 153 836 7.1
Exports of raw materials, fuel and power
Total — 0.4 [+ 10.1 {+ 12.8 |+ 20.0 |+ 31.8 232 2 164 18.4
Intra-EEC — 0.7 |+ 10.7 |+ 22.5 |+ 26.0 |+ 34.8 265 1353 11.5
To non-EEC countries — 0.1 |+ 95|+ 1.7 |4 11.7 |+ 27.2 192 811 6.9
Exports of semi-finished and flnished industrial goods
Total + 9.7+ 66|+ 144 |+ 21114 145 254 6 887 58.4
Intra-EEC + 9.8+ 45|+ 17.8 |+ 27.5 |+ 17.9 291 4 057 34.4
To non-EEC countries + 9.6|+ 9.0]|+ 10.6 |+ 134 {+ 10.0 215 2 831 24.0
Visiblé imports
Total + 7.5 4.0 [+ 11.5 |+ 17.3 23.0 224 13 395 100
Intra-EEC + 8.7 |+ 5.0+ 13.2 (+ 19.2 |+ 22.1 243 7 484 55.9
From non-EEC countries + 6.0 2.9 ]+ 9.5 [+ 15.0 ]+ 24.1 205 5911 44.1
TImports of food, beverages and tobacco
Total + 39!+ 11.8|+ 9.7]4 19.0 |+ 135 205 1686 12.6
Intra-EEC + 8.8 |+ 22.7 [+ 28.1 {4+ 494 |+ 5.1 405 607 4.5
From non-EEC countries + 25+ 7.6+ 321+ 541+ 188 161 1079 8.1
Imports of raw materials, fuel and power
Total + 09|+ 52|+ 8.6}+ 13.8 [+ 24.3 194 2747 20.56
Intra-EEC + 77+ 99|+ 481+ 3.0+ 7.1 155 475 3.5
From non-EEC countries — 09+ 3.9(+ 9.7+ 169 [+ 28.7 205 2 272 17.0
Imports of semi-finished and finished industrial goods
Total + 1051+ 2.2 12.8 {+ 18.1 |+ 24.5 248 8 962 66.9
Intra-EEC + 8.8 |+ 334+ 129 |+ 18.1 |+ 253 252 6 402 47.8
From non-EEC countries + 147 |— 03|+ 12.6 |+ 18.1 [+ 225 239 2 560 19.1
TABLE 4 : Selected monthly indicators
Year | Jan. Feb. Mar, Apr. May | June July | Aug. | Sept. | Oct. Nov. Deec.
Industrial production 1969 156.2 159.7 | 161.4| 160.2 | 162.0 | 161.8| 165.1} 164.8) 163.2| 167.5| 176.8| 180.9
(1963 = 100) 1970 180.2 | 183.5 184,91 1827 | 177.6| 175.6| 183.9| 179.4| 177.2| 183.9| 187.1| 192.1
1971 198.2 | 199.8
| Unemployed 1969 70.2 69.68 70.9 67.5 64.9 63.9 64.6 65.8 64.0 63.4 62.2 63.7
(1 000) 1970 62.4 87.5 57.0 55.6 57.0 56.6 53.2 53.9 55.6 56.6 54.7 51.5
1971 59.0 53.5 58.4 57.6
Construction : permits for | 1969 9893 | 8959 (12663 | 11359 (10793 | 9869 | 6864 | 14422 (11 121 942410450 | 12821
residential construction 1970 | 10 988 | 7 49512373 |10 701 |10 541 | 11 451 | 12 557 | 14 398 | 13 342 | 12 261 | 9929 8 888
(1 000) 1971 | 14 664 | 6 985 | 10 576
Private consumers’ expen- | 1969 170 191 196 192 210 198 186 206 197 202 200 222
diture : department store | 1970 208 214 215 210 226 217 215 217 222 246 208 249
turnover (1963 = 100) 1971 218
Consumer prices 1969 132.3 | 133.4| 1344} 1835.6| 135.4 | 135.4 | 134.2| 1384.9| 185.8| 136.4 | 136.2 | 136.1
(1963 = 100) 1970 136.6 | 137.91 139.3{ 139.9| 1389.8| 140.5] 140.9] 142.3 ] 143.3 | 143.8 | 143.8 | 143.9
1971 145.3 | 147.4 | 1485 | 150.4
Visible imports 1969 816.8 | 845.9 | 821,41 883.5] 916.5| 907.5| 894.3| 912.5| 976.0 |1015.2 966.2 |1031.7
(million v.a.) 1970 {1 003.9 |1045.6 | 985.3 |1 081.1|1116.8 |1 167.7 |1 109.9 |1 117.2 |1119.0 |1 129.4|1264.1]1256.8
1971 {1 105.0 {1 222.5
Visible exports 1969 745.2 1 766.4| 797.6| 780.3| 8159 | 823.7 | 839.8| 864.2| 837.7 | 916.3| 851.9| 875.0
(million u.a.) 1970 900.3 | 952.1| 946.4| 994.3 | 928.7 | 953.7 | 988.8 |1010.0 |1013.9| 952.1 {1 062,41 065.1
1971 |1 044.5 |1 105.1
Balance of trade 1069 |- 716 |- 79.5 |- 23.8|-103.2 |-100.6 ;- 83.8 |- 545 483 |-1023 |- 98.9 -114.3 |- 156.7
{million u.a.) 1970 |- 103.6 |- 93.5 |- 38.9 |- 86.8 |- 188.11-214.0 |- 121.1 |- 107.2 |-105.1 |~ 177.3 |-201.7 |~ 191.7
1971 |- 60.5 |- 117.4
Official gold and foreign | 1069 | 1802 | 1037 | 1954 | 19081 | 2046 | 1965 2031 1999 2005 2502( 2235 2090
exchange reserves 1970 { 2126| 2096 | 2108 | 2046 2018 | 2038 | 2131 | 2267 2859 2622 | 2593 | 2552
(million v.a.) 1971 | 2859 | 2552 | 2685 2594
Money supply 1969 6066] 6065| 6076 | 6071} 6175) 6191 6163 6197 | 6234 6465 | 6 414 | 6 486
(million u.a.) 1970 | 6505, 6486 6645 | 6698 | 6842 6804 6915 6932 7057 7147 | 7198 7227
1971 7474 7 536
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Netherlands

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated).
Conversion into units of account (1 u.a. = 0.888671 g of fine gold = US$ 1) at the official exchange rates.

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

Graph 2

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

Graph 3

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

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

Graph 5

Wages and consumer prices: indices of gross houtly earnings in industry (excluding mining, quarrying and
construction); index of agreed wages. Cost-of-living index, source: CBS.

Graph 6
Balance of trade : difference between seasonally adjusted imports and expotts.

Graph 7
Bank lending : short-term bank loans; end-of-period figures.

Table 1

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

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

Table 2

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

Ulnemployment rate; source: CBS; number of unemployed as petcentage of the civilian labour force in em-
ployment.

Prices to private consumers: price index of private consumption adjusted by the GNP deflator, computed from
the national accounts,

Table 3

Expotrts 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, fuel and power (Groups 2-4 CST), semi-finished and finished industrial goods
(Groups 5-9 CST).

Table 4

Industrial production: adjusted for seasonal vatiations, excluding construction and foodstuffs.
Unemployed: end-of-month figures, adjusted for seasonal variations.

Construction: seasonally adjusted number of dwellings authorized.

Private consumers’ expenditure: seasonally adjusted indices of department store turnovers.

Consumer prices: not adjusted for seasonal variations.

Imports cif, exports fob; conversion at official exchange rates; figures adjusted for seasonal variations.
Balance of trade: difference between seasonally adjusted imports and exports.

Official gold and foreign exchange reserves: gross reserves of gold and foreign exchange at end of month.

Money supply: notes and coin in circulation excluding cash holdings of monetary institutions, plus sight de-
posits with credit institutions; seasonally adjusted end-of-month figures,
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E. Belgo-Luxembourg Economic Union

Jew montbhs.

After the disappearance of special factors which had temporarily stimulated economic
activity at the beginning of 1971, it seems that the trend towards a slowdown in the growth
of overall demand bas again become dominant during the spring. Pressure on costs has,
however, remained unabated ; it will seriously affect price developments during the nexct

1. The economic situation

The expansion of demand, which was rather
marked at the beginning of 1971, has slowed
down somewhat during recent months. The
development of exports is less strong than
it was. Domestic demand has remained
strong overall, but it appears to have suffered
a dampening impact as a result of normalis-
ation of stock levels. On the other hand,
ptivate consumption expenditute, which had
slowed down at the beginning of the year,
has begun again to expand rather rapidly.
Increases in salary rates in several sectors
and the bringing forward of increases related
to sliding scales resulted in an increase in
hourly earnings of the order of 13%, year on
year. Moreover, fixed investment has, with-
out doubt, continued to develop quite rapidly,
partly as a result of the effect on construction
activity of exceptionally favourable weather
conditions.

The growth of domestic demand accelerated
slightly at the beginning of 1971; in January/
February, industrial production was even
11.19, above its level one year eatlier. The
labour market has continued to ease very
slightly, as is shown by the persisting reduc-
tion in jobs vacant. In April/May 1971, the
unemployment rate was rather below its level
one year earlier (1.99,).

Mainly as a result of the introduction of
value added tax, the consumer price index

rose by 2.5%, from December 1970 to May
1971.

The overall balance of payments continued
to show a large surplus in the first quarter
of 1971, in spite of a slight drop in the positive
balance on current payments. Net foreign
assets of the monetary authorities increased
by Bfrs.6 000 million in January/March. The
continued inflow of capital from abroad was
not completely reflected in the level of liquid-
ity in the economy for the reason that the
public authorities took action to reduce the
monetary financing of public administration,
because of the less rapid growth of bank
credit granted to firms and individuals. At
the end of March, the volume of money
exceeded the level reached one year eatlier
by only 7%,

In the second half of 1971, the trend of the
development of overall demand is unlikely
to show any great change. Exports to non-
member countries are likely to develop with
hesitation. ‘The slowdown in the growth of
fixed investment will be another factor
moderating growth of domestic demand. On
the other hand, growth of private consump-
tion will return to quite a rapid rate, paralleling
the strong increase in disposable incomes of
households. On the whole, domestic supply
should show a moderate development.

The increase in consumer prices in the coutse
of the next few months will be probably quite
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Demand for and supply of goods and services

19681 19691 19702 ' 19713
At
current o .
prices % change on preceding year
(in Bfrs
’000
million) Volume® Value {Volume® Value |Volume® Valeu
Exportst 4220 | +15.6 +21.1 |+ 111, 4+ 16 + 8% 4 101,
Gross fixed asset formation 2182 |+ 74 4+ 114 |+ 5% + 1%+ 5 + 12
Public consumption 1440 |+ 75 4+ 122 {4+ 5 + 10 + 41 + 121,
Private consumption 6607 |+ 55 4+ 77|+ 5% + 9 + 4 + 101,
Gtoss national product 10369 |+ 65 +103 |+ 5% 410 |+ 4 + 101
Impotts? 4188 | + 158 4+ 19.8 | + 101, + 15 + 9% +12

1 Institut national de Statistique (I.N.S.).
2 Estimates.

3 Fotrecasts.

¢ Goods, services and factor incomes.

5 At 1963 prices.

8 At preceding year’s prices.

Note :

(@) 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 Quat-

terly Surveys.
on the sole responsibility of the Commission.

s

They have been discussed with experts from the member countries, but are established and published

fast, not only as a result of continued cost
ptressure, but also as a result of numerous
price adjustments which should be gradually
permitted by the authorities after the strict
control exercised over them until the spring.
A faster growth of imports would bring a
substantial reduction in the current balance
of payments surplus in the second half of the
year.
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Belgium

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to the questions in the EEC business survey, carried out in Belgium by the National Bank.

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

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

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

Moderation of the tate of cost and price rises
should constitute a primary objective in the
next few months.

Measures to this end might include notably
a reduction in the high public budget deficit.
Taking account of new expenditure, which is
automatic after 1 July, following agreements
on public sector wages and salaries, a corres-
ponding reduction implies a net cut in ex-
penditure of a lower priority, of recourse
to tax increases by means affecting the develop-
ment of consumer prices to the least possible
extent.

Likewise, it should be appropriate to adopt
a more restrictive direction for monetary
policy and to sharpen its impact by improving
the instruments by which the Central Bank
controls growth of liquidity of the banking
system and in the economy.

Given the firm determination of public author-
ities to curb inflationary trends, a correspond-
ing attitude on the part of employers and
trades unions is needed. They should show
greater moderation in their wage and price
demands.

Tentative forecasts for 1972 admittedly show
that growth of employment will remain
slightly below the guidelines adopted in the
third medium-term economic policy program-
me. Efforts intended on a short-term view
to compensate these slight deviations would
risk weakening the competitive position of
a very open economy. It would be appro-
ptiate, rathet, to pursue a policy intended to
stabilise costs and prices since they are likely
to rise much in excess of the medium-term
guidelines. For this reason, efforts to reduce
the budget deficit should be continued with
energy in 1972,

Major economic policy measures

March

(1) On 25 March 1971, the Ceniral Bank reduces
the discount rate from 6.5%, to 6.0%, while
other official interest rates are reduced by 1 point.
Restrictions on short-term bank credit to firms

and 1o private individuals are prolonged until the
end of September 1971.  The growth of consumer
credit is limited to 9%, in June, and to 12%, in
September, compared with September 1970. The
anthorised expansion of short-term credit granted
by non-bank organisations is fixed at 9%, of the
ceiling imposed for the month of September 1970.
Furthermore, the Central Bank reduces the dis-
count and visa ceiling of the banks and invites them
to limit their recourse to foreign borrowing.

(2) In order to take account of the exceptional
situation resulting from the introduction of the
VAT, the Belgian Government decides to advance
Jrom 1 May to 1 April the adjustment to the con-
sumer price index of social security benefits and of
pblic sector wages and salaries.  Likewise, the em-
Ployers® organisations recommend firms to adyance
by ome month salary increases linked to the con-
sumer price index.

(3) An agreement of principle is concluded
between the Government and representatives of
civil servants with a view to an increase in civil
service wages and salaries from 1 July and within
the framework of the social program foreseen for
this sector.

April

(1) The rate of export tax is reduced from
1.75%, to 0.50%, for a wide range of products.

(2) Various measures are taken in the field of
prices: the prolongation for an unlimited period of
the order imposing a reduction of 3%, on the price
of beef and pork ; postponement until 1 July of the
application of the increase in excise taxes (droits
d’accises) on mineral waters and lemonade ; prolon-
gation of the reduction in VAT rates for certain
products (coal, coke etc.) ; temporary freeging of
telephone charges and railfares ; fixcing of the con-
sumer price of milk ; conclusion of new programmed
contracts with the non-ferrous metal sector and that
of household electric goods.

(3) The Government announces to the National
Committee for Economic Growth various measures
intended to cover the social security deficit: an in-
crease of 0.5, in employers® contributions to un-
employment insurance and an increase in salary
ceilings for compulsory contributions; am increase
in employers’ contributions to disablement insurance ;
raising of the ceiling for contributions to sickness
insurance and imputation of the extra charges to the
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employers.  Most of these measures were to enter
into force on 1 July 1971. Other measures, in-
tended to redwce the burden of the ILN.A.M.L,
are also envisaged.

(4) An agreement of principle is reached between
employers and employees on a programme of phased
benefits (programmation sociale interprofessionelle)
for 1971 and 1972. 1t includes notably an in-
crease of 5%, in retirement pensions in the private
sector from 1 Jannary 1972, an achievement in
1975 of the forty hour week (42 hours in 1972)
and the four weeks of holidays (two days extra per
year from 1972), as well as a higher contribution
by employers to transport costs.

My

(1) Mainly in order to produce a further reduction
in the currency debt of the Treasury, an agreement is
reached with the banks and varioss financial in-
stitutions. According to the terms of this agree-
ment, which is valid until 30 November 1971, the
banks commit themselves to invest in public fands
and securities half the increase in their liquid funds
in Belgian franes.

(2) A draft law confers on the Minister of economic
affairs supplementary powers om price control.
According to the new regulations, the Minister will
be able to fix, for a period of six months, the
maxcimum price of a product or a service at the
level of the individual firm.

(3) The law to enconrage mergers and splits of
companies is published.

(4) The Belgian Government, following the session
of the Conncil of the European Communities,
decides not to allow the Belgian franc to float. In
agreement with the Luxembourg anthorities, how-
ever, it modifies the regulations of the Belgo-Luxem-
bourg Exchange Institution with respect to the
donble exchange market in a way as to confine the

regulated market to the transactions in goods and
services and the free market to capital transactions.
To this end, the minimum exchange rate on the free
market is abolished and the two markets are in-
sulated from each other. Moreover, the Belgo-
Luxembourg Exchange Institution forbids the
banks to pay interest on Belgian franc deposits
belonging to foreigners. The Government also an-
nounces a series of anti-inflationary measures in-
tended notably to mitigate the effect of increases in
the prices of German and Dutch products.

(5) The Government reduces from five to two
months the period during which application for a
decision on price increases can be delayed. As a
result of the large number of price increase applica-
tions pending, the authorities will submit to the
Price Commission only files on the most important
increases. In other cases the decision of the Minister
will be taken without previous consultation.

(6) The Conncil of ministers approves the draft
law wunifying the various schemes for indexation of
civil service pay, social security benefits and pen-
sions.

(7) A draft law is submitted which modifies the
system of personal taxation in order to reduce the
progressive effect of taxation resulting from nominal
increases in incomes. These measures wonld be
applied during 1972-1975. In total they would
result in a loss to the State of Bfrs.4 800 million
of income.

June

(1) It is decided to reduce the prices of certain
pharmacentical products.

(2) The Central Bank takes certain measures
intended, by setting ap non-interest bearing deposits
with the Central Bank, to prevent the banks from
increasing their net carrency position or their foreign
Dosition in Belgian francs.



TABLE 1 : Key indicators

1965 1966 1967 1968 1969 1969
% change by volume Indices
on preceding year 1963 = 100
Gross national product + 38 + 2.9 + 3.8 4+ 3.6 + 6.5 131
Industrial production + 27 + 49 + 2.1 + 441 + 8.1 137
Total imports + 6.6 + 8.1 + 3.4 + 13.2 + 15.8 173
Private consumers’ expenditure + 44 + 33 + 24 + 5.7 + 55 127
Public current expenditure on goods
and services 4+ 5.6 4 441 + 6.0 + 4.0 + 7.5 136
Gross fixed asset formation + 3.9 4+ 6.4 + 25 — 22 + 741 134
Total exports + 7.7 + 3.8 + 6.7 + 11.8 + 15.6 171
Gross national product per head of
population 4+ 2.9 + 22 + 32 + 34 + 6.2 126
Gross national product per person in
employment + 3.5 4+ 2.5 + 43 + 36 + 438 127
% change by value
on preceding year
Gross income per employee + 9.5 | + 8.9 I + 7.1 | + 6.4 ' + 8.4 162
TABLE 2 : Indicators for internal and external equilibrium
1965 1966 1967 1968 1969
Balance exports less imports
in million u.a. + 162 — 48 + 176 + 64 + 186
as percentage of GNP + 1.0 - 0.3 + 0.9 + 0.3 + 0.8
Unemployment rate 1.5 1.7 2.3 2.8 23
prices to ptivate consumers + 4.3 + 43 + 2.6 + 21 + 241
(% change on preceding year)
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TABLE 3 : Foreign trade (at current prices)

o7
9% change on preceding year 1&3;11__0%0 M:il;'?n ts'ttﬁg
1966 1987 1968 1969 1970 1970 1970 1970
Visible exports
Total + 52+ 3.0+ 16.0 (4 23.3 [+ 15.2 240 11 591 100
Intra-EEC + 6.1+ 32|+ 185 |+ 2056 |+ 16.9 270 7 946 68.6
To non-EEC countries + 39|+ 2,54 11.7 |+ 12.1 {+ 11.8 102 3 645 31.4
Exports of food, beverages and tobacco
Total + 84 (+ 188 (4 155 |+ 21.8 {+ 19.6 294 932 8.0
Intra-EEC + 5.4 |+ 25.7 |+ 24.6 |4 27.1 {+ 16.9 338 778 6.7
To non-EEC countries +171 |+ 13|— 134 |— 1.8+ 358 175 154 1.3
Exports of raw materials, fuel and power
Total + 05|— 24|+ 134 [+ 214 |+ 0.1 143 841 7.3
Intra-EEC + 15— 8.8 |+ 10.8 |4+ 21.3 |4 4.6 146 524 4.5
To non-EEC countries — 1.0|— 05|+ 174+ 21.7|— 6.4 137 317 2.7
Exports of semi-finished and finished industrial goods
Total + 7.7+ 28|+ 16.4 [+ 28.6 |+ 15.9 257 9 818 84.7
Intra-EEC + 98+ 19|+ 18.7 [+ 30.3 |+ 174 289 6 644 57.3
To non-EEC countries + 42(+ 29|+ 12.8 [+ 11.8 |+ 12.6 209 8174 27.4
Visible imports
Total + 12.6 0 + 16.1 {4+ 19.9 |+ 13.6 222 11 347 100
Intra-EEC + 154 |— 0.6 |+ 14.8 {4+ 25.3 [+ 16.4 249 6 677 58.8
From non-EEC countries + 91|+ 0.61(+ 17814+ 133 |+ 9.8 192 4 6870 41.2
Imports of food, beverages and tobacco
Total + 8.1 |+ 10.0 281+ 149 (+ 171 221 1357 12.0
Intra-EEC -+ 10.6 {+ 11.8 [+ 24.0 {4+ 23.3 [+ 20.4 324 772 8.8
From non-EEC countries + 64|+ 8.6 13.1 |4+ 5.8 [+ 13.1 156 585 5.2
Imports of raw materials, fuel and power
Total + 11 |— 2.1 |4+ 22.8 |+ 11.83 |+ 11.7 175 2 450 21.6
Intra-EEC + 52— 55|+ 17.6 |+ 15.3 |+ 12.0 176 876 7.7
From non-EEC countries — 13 (— 02+ 25.7 !+ 9.1+ 115 174 1574 13.9
Imports of semi-finished and finished industrial goods
Total + 183 |— 1.1 |+ 16.7 [+ 24.2 {4+ 13.6 245 7 540 66.4
Intra-EEC + 184 |- 1.1 |+ 13.0 [+ 28.0 |+ 16.8 260 5 029 44.3
From non-EEC countries +18.1 |~ 1.2+ 23.6 [+ 179 |4+ 7.9 219 2 511 22.1
TABLE 4: Selected monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec
Industrial production 1969 12765 12591 130.5) 126.2 ) 1343 1354 | 132.8| 136.1| 131.9] 132.4| 1408 1349
(1963 = 100) 1970 1294 132.6| 136.4| 134.6 | 147.0 | 1423 | 142.1 | 143.6 | 139.0| 141.7 | 1388 | 148.4
1971 146.6
Unemployed 1969 95.3 93.8 90.4 88.5 86.3 84.2 84.1 82.1 81.0 79.1 76.8 76.5
(1 000) 1970 71.6 71.9 72.2 72.2 71.3 69.4 71.9 704 70.3 70.6 69.8 71.6
1971 69.7 68.3 67.6
Construction : permits for | 1969 3229 3657 3100( 4264 4006 | 4361 4593 3947 3975 3198 3213 3460
restdential construction 1970 3043 | 2894 | 2403 3806 2713 2789 | 2960 | 3020 2908 2550 | 2534
(1 000) 1971
Private consumers’ expen- | 1969 144 137 145 142 159 145 144 154 145 149 148 156
diture : department store | 1970 157 15¢4 158 156 165 162 163 157 163 174 164 192
turnover (1963 = 100) 1971
Consumer prices 1969 | 121.44 | 121.96 | 122.62 | 122.95 | 123.32 | 123.65 | 124.10 | 124.28 | 124.64 | 125.14 [ 125.70 | 126.20
(1963 = 100) 1970 | 126.73 | 127.12 | 127.85 | 128.33 | 128.35 | 128.40 | 129.07 | 129.34 | 129.30 | 129.53 | 129.91 | 130.13
1971 | 130.81 | 131.83 | 132.39 | 133.07 | 133.40
Visible imports 1869 773.7 | 736.8| 765.4 | 811.8| 833.0| 861.1| 893.2| 809.6} 868.0| 915.4| 829.7| 860.6
(million v.a.) 1970 841.9 | 940.6 | 866.2(1022.0) 860.9| 935.0 (1030.8| 897.8| 979.8 | 971.9 | 984.7 |1 609.2
1971 909.7 | 989.5
Visible exports 1969 837.7 | 694.4 | 707.9| 797.5| 819.8 831.1| 917.8 ) 8257 9008 896.2| 901.5 875.7
(mfillion u.a.) 1970 871.3 | 873.7| 857.8|1060.6| 894.1| 998.1|1066.7 | 951.3| 973.7 | 967.7 | 970.1 |1 030.4
1971 874.6 | 866.5
Balance of trade 1069 |+ 64.0 |— 42.4 |— 67.5|— 143 |— 13.2 |— 30.0 |4+ 24.6 |+ 16.1 |+ 32.8 |— 19.2 |+ 71.8 |+ 15.1
(mil'ion u.a.) 1070 [+ 29.4|— 66.9 | — 8.4+ 38.6 |+ 33.2 |+ 63.1 |4+ 35.9 |+ 63.5|— 6.1|— 42— 146 |+ 21.2
1971 | — 35.1 {~ 123.0
Officlal gold and foreign | 1960 | 1898 | 1890 | 1880f 1950 | 2000| 2024 2032 | 2100 2106 | 2202 | 2200 | 2232
exchange reserves 19070 | 2240 2232 | 2250 2270 2178 2196 2280 2302 2360 | 2406 | 2458 2250
(million u.a.) 1971 2318 | 2326} 2310 2370
Money supply 1969 7390 7522 7532 7560 7651 7694| 7512 7532 7480 7524 V4861 7 527
(million u.a.) 1970 7710 7742 7885] 7964 | 7934 | 7966 8019 | 7910 V988 | 8022 ¥ 966 | 8 187
1971 8453 | 8415 | 8430
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Belgium

NOTES TO GRAPHS AND TABLES

Source: Statistical Office of the European Communities (except as otherwise indicated),
Conversion into units of account (1 u.a. = 0.888671 g of fine gold = US$ 1) at the official exchange rates.

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

Graph 2

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

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

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

Graph 5

Wages and consumer prices: agreed wages for manual workers, all branches, Source: Ministére du Travail et
de ’Emploi; consumer prices, source: Ministére des Affaires Economiques,

Graph 6
Balance of trade : difference between seasonally adjusted imports and exports.

Graph 7
Bank lending : loans made by monetary institutions; end-of-petiod figutes.

Table 1

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

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

Table 2

Balance exports less imports : as defined for the national accounts.
Unemployment rate : number of unemployed as percentages of the civilian labout force in employment.
Consumer prices: implicit price index of private consumption computed from the national accounts.

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, fuel and power (Groups 2-4 CST), semi-finished and finished industrial goods
(Groups 5-9 CST).

Table 4

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

Construction: seasonally adjusted number of residential buildings authorized.

Private consumers’ expenditure: seasonally adjusted indices of department store turnovers.

Consumer prices: not adjusted for seasonal variations.

Imports cif, exports fob; conversion at official exchange rates; figures adjusted for seasonal variations.
Balance of trade: difference between seasonally adjusted imports and expotts.

Official gold and foreign exchange reserves: gross reserves of gold and foreign exchange at end of month.

Money supply: notes and coin in circulation, excluding cash holdings of the Treasury, the Central Bank and other
banking institutions other than the Post Office giro; residents’ sight deposits (up to one month) with banking
institutions; sums held with the Post Office giro, the special Treasuty accountants and non-residents; adjusted
for seasonal variation; at end of month,
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Luxembourg

A more favourable development of external demand and some slowing down in the growth
of domestic demand have characterised the recent development of the Luxembourg economy.
The excessive price rise which reflects, above all, the impact of exogenous or autonomous
Jactors, will remain a priority problem for economic policy.

1. The economic situation

Since the beginning of 1971, economic acti-
vity in Luxembourg has tended to recover,
notably as a result of increased activity in the
steel industry. The development of exports
has been influenced by strong demand from
the United States. Export ptices have be-
come firmer. Since large projects linked
with new industries and with the steel enter-
ptises are near completion, the expansion of
enterprise investment has moderated. Simi-
latly, the trend in residential constraction
seems to have weakened. Following a slow-
down at the beginning of the year, growth of
ptivate consumption may have accelerated
somewhat, although its rate of growth has
remained less rapid than in 1970.

There has been a sharp acceleration in the
rate of consumer price increase since the
beginning of 1971, in spite of the policy of
price control applied by the authorities. The
index increased by 2.49, between 1 January
and 1 May.

Economic activity in Luxembourg in the
second half of 1971 will be determined largely
by the development of foreign demand for
steel products. On the assumption that steel
production in the United States will not be
interrupted by strikes, Luxembourg exports
are hardly likely to exceed their first half
year level.

Given that the growth of main components
of domestic demand will be slower, the in-

crease in production will be small. On these
conditions signs of easing on the labour mar-
ket are likely to become more definite.

Price inflation which will, without doubt, tend
to moderate slightly will nevertheless temain
strong.

2. Economic policy

As in other member countries, moderation
of the rate of cost and price inflation must
remain a priority objective. It would be
appropriate, then, to pursue in 1971 prudent
management of public finances and to phase
over time certain investment expenditures by
public administrations in order to avoid the
persistence of strong pressure on prices,
notably in the construction sector.

Expected growth of the world market for
steel products does not allow one to foreeast.
that gtowth of Luxcmbourg s gross national
product in 1972 will ‘quite ‘reach the guide-
lines adopted for the whole penod 1971-1975.
Independently of the fact that it would be
difficult to produce a significant influence on
the development of production by domestic
measures, the expected rise in prices and costs,
of which the rate will significantly exceed the
long-term objective, requires strict limitation
of expenditure in the draft Budget for 1972.
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Demand for and supply of goods and services

1968t 19691 l 19702 l 19718
At
current % change on preceding year
prices
(in Lfrs
’000
million) Volumes Value |Volume® Value |Volume®? Value
Exportst 30808 | +13.0 +22.0 |+ 1% +13% |4+ 1% + 2
Gross fixed asset formation 9528 | +16.0 +24.7 [ +17% + 30 + 2% 4+ 9
Public consumption 4546 | + 21 + 57 |+ 1% 4+ 12 + 2 + 1014,
Private consumption 23163 |+ 50 + 74|+ 8 + 13 + 4% + 9
Gross national product 37926 |+ 7.0 +15.0 |+ 3% + 12 + 1% 4 514
Imports4 29919 | + 145 + 1884 8% 4 21 + 4 4+ 6

1 Service central de la Statistique et des Etudes économiques (STATEC) Luxzembourg.
2 Estimates.

3 Forecasts.

¢ Goods, services and factor incomes.

5 At preceding year’s prices.

Note :

(4) The difference between the figures for demand and those fot 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 experts from the member countries, but are established and published
on the sole responsibility of the Commission.

Major economic policy measures (2) A wministerial decree fixes the prices of cer-
tain pharmacesutical products of Belgian origin or
provenance, as well as profit margins of wholesalers

and chemisis.

March

The minimum guaranteed remuneration (salaire
social minimum garanti) is increased from Lfrs.
7400 to Lfrs.7 547 per month.

May

April Following the session of the Council of the European

(1) A ministerial regulation is promulgated on
the granting of subsidies to private individuals other
than employers for the purpose of providing housing
Sor foreign workers.
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Communities, the Luxembourg Government modi-
fres, in agreement with the Belgian Government,
the regulations of the Belgo-Luxembonrg Exchange
Institution concerning the dowble excchange market.
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Luxembourg

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to the questions in the EEC business survey, carried out in Grand Duchy of Luxembourg by STATEC.

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

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

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

76




TABLE 1: Selected monthly indicators

Luxembourg

Year | Jan. Feb. Mar. Apr. May June | July | Aug. | Sept. Oct. Nov. Dec.
Industrial production 1969 | 122.1 (1234 |125.5 | 124.6 |122.6 |127.8 |(126.1 |127.4 |130.7 |129.8 |133.8 |132.4
(1968 = 100
1970 | 127.1 } 1324 [136.0 |132.4 |132.6 |130.9 |129.0 |127.7 |122.7 |116.2 |121.2 | 122.6
1971 | 114.3 | 1246 | 125.1
Unfllled vacancies 1969 | 890 744 829 823 855 656 879 743 744 739 778 835
1970 | 868 874 757 863 910 811 911 859 763 720 624 631
1971 | 574 649 470
Construction : permits for | 1969 | 16 23 11 20 11 58 26 27 15 35 27 20
residential construction
1970
1971
Consumer prices 1969 | 116.96 | 117.08 | 117.30 | 117.57 | 118.08 | 117.94 | 118.26 | 118.11 | 118.31 | 118.39 | 118.77 | 120.03
(1963 = 100)
1970 | 121.21 [ 121.98 { 122.21 | 122.74 | 123.38 | 123.72 | 124.20 | 123.84 1 124.35 | 124.74 | 124.96 | 125.23
1971 | 126.06 | 126,91 | 128.04 | 128.15 | 129.09
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Luxembourg

NOTES TO GRAPHS AND TABLES

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

Graph 1

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

Graph 2

Unfilled vacancies: seties adjusted for seasonal variation; three-month moving averages.

Graph 3

Consumer prices; source: STATEC.

Table

Industrial production: adjusted for seasonal variations, excluding construction and foodstuffs.
Unfilled vacancies: seasonally adjusted end-of-month figures.

Construction: seasonally adjusted number of residential buildings authorized.

Consumer prices: not adjusted for seasonal variations.



ANNEX

Brussels, 19 May 1971

Opinion of the Short-term Economic Policy Committee

At its meeting on 17 and 18 May 1971 the
Short-term Economic Policy Committee exam-
ined the economic situation in the Com-
munity at the beginning of 1971, the economic
outlook for the second half of 1971 and for
1972 and the short-term economic policy
problems which might arise in this period.
The examination was based on the preliminary
economic budgets of the Member States and
on data provided by the services of the Com-
mission.

The Committee’s view was that in their
short-term economic policies the Community
countries should pursue the objective of
establishing economic and monetary union as
laid down in the Council resolution of 9 Febru-
ary 1971 and should also aim at lifting as
quickly as possible the special measures con-
cerning exchange rates which were taken in
May to combat speculation.

The Committee was in broad agreement with
the forecasts contained in the preliminary
budgets, but did however stress that they
indicated that the sharp rise in costs and
prices would persist in all Member States.
In its Opinion of 3 March 1971 the Committee
had already drawn attention to the problems
arising from the inflationary trends. It there-
fore reiterated its position on this matter and
insisted on it even more as the foreseeable
development was out of line with the quan-
titative guidelines laid down for prices in the
third Medium-term Economic Policy Program-
me, to a degree that caused concern. Conse-
quently the joint action of the Member States
in the second half of 1971 should be directed
towards bringing about a development which
would be appreciably closer to these guide-
lines in 1972.

In order to bring to an end the excessive cost
and price rises and to lessen the dangers

which the present development presents for
full employment and continued satisfactory
growth, the Member States must take vigor-
ous and effective measures to stabilize their
economies. An essential element in this plan
must be the strict regulation of demand, in
order to reduce the existing disequilibria and
to support the efforts, which are at all events
indispensible, to moderate price and income
trends. The budget policy must be guided by
the principle of equilibrium and must at
least produce a reduction in the financing
deficit. This means that all Member States must,
if possible in 1971, but at all events in 1972,
slow down the increase in public expenditure,
put an end to tax revenue surpluses due to
inflationary pressures, or, should it prove
necessary, increase taxes. This policy should
be vigorously pursued; should some plans
for political and social reasons be considered
urgent and priority be given to particular
plans, then the effects must be offset by
amending other elements of the public author-
ities’ budget.

The policy being pursued in the United States
for reviving the American economy seems to
be achieving the desired results. This could
have effects on international markets wich,
in view of the measures which have been or
are to be taken to counter excessive capital
inflows, would make it easier to intensify the
restrictive monetary and credit policy which
the Member States must in any case pursue.

Thetre should also be a speeding up of the
process of implementing all measures likely
to increase the elasticity of production in the
long term and to improve the distribution
of productive resources. This involves voca-
tional training, increased molibity of labour,
intensification of competition and giving more
consideration to the less developed regions
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when situating investments, wherever this
is necessary on economic and social grounds.

The Committee laid special emphasis on the
fact that it would be too much to expect the
authorities responsible for short-term econo-
mic policy to succeed in their efforts to achieve
both growth and greater stability, if the two
sides of industry do not direct their action
towards these objectives and, for the sake of
immediate advantages, consciously or uncon-
ciously accept the longer term threats to
growth and employment which would arrive
from persistent cost and price rises. Should
the present inflationary trends continue the
result might be an excessive reduction in
productive investment.

In the light of the above considerations the
Committee felt that certain measures should
be taken in the Member States :

GERMANY

The exchange rate measures adopted by the
German Government on 9 May 1971 are
valid only for a limited period. Supposing
that Germany maintains the parity of the mark
and returns to the old bands on either side of
parity as soon as the speculation has calmed
down or the monetary authorities have built
up effective defences against speculative in-
flows of foreign currency, then the effects on
foreign trade of fluctuations in the exchange
rate of the mark would be limited. This
would also create more room for manoeuvre
for domestic economic policy. The most
recent budgetary measures are a step in this
direction. It must however be born in mind
that in the second half of the year the public
authorities will give an extra boost to overall
demand when the counter-cyclical surcharge
on income and cotporation tax is dropped.
At all events the rise in public expenditure
for the whole of 1971 will still exceed the
nominal growth rate for the gross national
product. In addition the demand of private
households will continue to exert heavy
upward pressure. On the other hand the
outlook for the investment climate in industry
appears more uncertain. In view of the
persistent sharp rises in costs in the past
months, there can be no prospect of prices
and unit costs being stabilized in the near
future.
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Consequently the Federal Government was
on the right track in introducing, with the
agreement of the Linder and local authorities,
measures to reduce public expenditure and
public demand. They will help in bringing
the excessive rate of growth of public expen-
diture in the current financial year down to a
respectable level.

The Government’s action must also serve as
a warning to the various social groups to
align their income demands more with
productivity advances in the economy. If
they do not bring themselves into line, then
it is to be feared that economic growth and
improvements in the standard of living in
1972 will fall below a satisfactory level.

Provided there have been no changes in tax
legislation, the increase in expenditure propos-
ed in the budget estimates for 1972 should be
somewhat smaller than the growth of the gross
national product in nominal terms.  The
repayment of the counter-cyclical surcharge
on income and corporation tax and the
release of funds held in the counter-cyclical
equalization reserve should be held over until
price and cost developments have clearly
settled down.

FRANCE

In view of the persistent rise in costs and
prices and the precarious equilibrium of the
current balance of payments, upset by a
shift in the emphasis of expansion to home
demand, it seems necessary in the coming
months to apply a restrictive policy to domes-
tic demand.

In this connection what would seem partic-
ularly necessary would be a more suitable
control over public finances. The budgetary
authorities must take care to see that they do
in fact manage to balance the budget for the
1971 calendar year. Because of the time-lag
between the flow of expenditure and the flow
of receipts in the first quarter as a result of
the unusually high level of transactions
during the additional period (* période com-
plémentaire ), expenditure will have to be
handled very carefully if this aim is to be
achieved.



The monetary and credit policy must also be
further used to consolidate the fundamental
equilibrium. The rise in the discount rate
announced on 13 May 1971 and the measures
taken later seem to be a useful step in this
direction. The new device for controlling
bank liquidity which the authorities possess
since 1 April will mean that this policy can be
intensified should it prove necessary.

The Government’s efforts would however
come to nothing, if all the groups concerned
did not at the same time moderate their price
and wage demands accordingly. If this
does not happen then the price index clauses
contained in some agreements might have a
spiralling effect which would jeopardize prices
in 1972. Moreover the continuation of a
policy to encourage private saving might con-
tribute both to a more balanced development
of the economy and a better distribution of
wealth.

When considering the options open for
drawing up the 1972 budget estimates, it
should be borne in mind that the budget must
follow the principle of strict balance and that
at the same time the increase in expenditure
should be somewhat lower than the increase
in the gross national product in nominal
terms. Only if cost price increases slow down
could any major tax reductions for house-
holds be considered.

ITALY

The unsettled political and social climate in
Italy led to a situation in which neither
supply nor demand could develop freely.
While the return to a normal social climate is
a sine gaa non for increasing economic activity,
the recovery should be accompanied by
measures which will make the growth lasting.
To this end an active budgetary policy could
be developed which would initially set growth
in motion and then later would help to main-
tain it.  This policy would, however, have
to be flexible enough to allow its effects to
be diminished as soon as the rate of growth
has caught up with production potential.
Priority in this policy should be given to
promoting investment, in particular in the
construction indastry. The public admini-

strations borrowing requirement, which is
likely to be very high, should as far as pos-
sible be met from non-monetary resources.
As part of this plan it would seem advisable
initially to keep rates of interest at a relatively
low level ; however care should be taken not
to allow the liquidity in the economy to rise
above the present level as the effects of this

in the long run would no doubt be unfavour-
able.

In view of the introduction of value added tax
on 1 January 1972 measures should be taken
to prevent the tax from having any effect on
prices other than mechanical ones (temporary
lowering of rates for mass consumption
goods, strict supervision of prices, and infor-
mation campaigns). In order to produce a
better balance between savings and consump-
tion, measures should be taken to encourage
saving and to improve the financing circuit ;
they could include the granting of premiums
on savings for building purposes and the
creation of Italian investment funds.

Should there be an economic recovery in the
coming months, the financing deficit which
has been particularly high in past years
should be reduced in the 1972 budget esti-
mates. Any surplus tax revenue which might
result from the tax reforms could be fed into
a contingency fund, the role of which would
be to support a harmonious economic devel-
opment by counter-cyclical action.

NETHERLANDS

The exchange rate measures adopted by the
Dutch Government on 9 May 1971 should
not have any condiderable influence on eco-
nomic development in the second half of 1971,
in view of their temporary nature and of the
large amount of trade between the Nether-
lands and Germany. Unless there are fresh
stabilization measures the conditions of equi-
librium will remain precarious. There will
probably again be a tendency for the growth
in fixed investment by enterprises to slow
down and the effects of probable wage in-
creases to make up lost ground in the second
half of the year when the restrictionary
measures have expired, should lead to a
considerably faster increase in private con-
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sumer expenditure. In addition demand from
abroad might develop a little more rapidly
after summer.

Production too will expand rapidly and the
strong propensity to import may well con-
tinue.

Because of the persistent upward movement
of production costs the distinct pressure on
domestic prices will continue. The current
balance of payments will remain in deficit.

The Government which is to be formed after
the April elections will face the priority task
of bringing the Dutch economy back on to
the path of more balanced growth. In the
light of this it seems necessary in 1971 and
even more so in 1972 not only to reduce the
financing deficit by means of a strict budget-
ary policy but also to take immediate steps to
slow down the rate of growth of public
expenditure in compatison to that of the
nationgl product, until the situation is more
balanced. One step should be to limit the
financing resoutces available to the local
authorities in order to slow down the rise in
their expenditure. In the present circum-
stances an effort must be made to make the
tight money policy more effective.

A policy of this kind would provide the
various social groups with the necessary guide
to make them moderate their wage and price
demands ; for without this moderation the
competitive position of the Dutch economy
will be seriously affected and there can be no
guarantee of satisfactory growth.

Furthermore an industrial policy aimed at
creating a better regional balance in invest-
ment and labour—and which would con-
sequently help in countering the overheating
which is still prevalent in the western part
of the country—would most likely improve
the general conditions for economic growth.

In view of the importance of stabilizing
prices and costs the deficit in the national
budget estimates for 1972 should, as has
already been stated, be reduced. The main
aim should be to slow down the growth of
expenditure, which requires amongst other
things a gearing down of the machinery
which links the rise in certain items of expen-
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diture to the development in the private
sector.

BELGIUM

The need to temper cost and price rises is still
a priority problem in Belgium, which requires
in its solution suitable domestic measures.
In this connection one of the first objectives
must be to reduce the high financing deficit in
the national budget. In view of the foresee-
able acceleration of certain current expendi-
ture in the second half of 1971, in particular
as a result of wage and salary payments to
public officials and social transfers, additional
tax increases and reductions in particular
items of expenditure should be considered.
It would also be unadvisable to mobilize in
1971 the conditional appropriations contained
in the extraordinary budget.

In the monetary field, the tight money and
credit policy must be continued and indeed

made more effective by a control of the
development of liquidity.

The efforts of the Government and Central
Bank to guarantee satisfactory growth and
greater stability will however prove fruitless
if the various social groups cannot adopt an
attitude compatible with these objectives.

In view of the fact that certain recent measures
seem likely to increase the budget deficit
considerably, a special effort should be made
when drawing up the 1972 budget to reduce
the pressure exerted on the economy by the
State by means of measures involving both
expenditure and revenue.

LUXEMBOURG

Just as in Belgium the need is to slow down
cost and price increases. In the coming
months the economy must be handled ex-
tremely cautiously ; expenditure from the
investment fund could be spread out over a
period of time.

In 1972 pressures exerted by the national
budget should be moderated. However to
avoid giving a further boost to the upward
price movement, any appreciable increase in
indirect taxation should be avoided.
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