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Recent economic trends

Features of the current recession. — Gross domestic product in the

b Community (as estimated by the Commission services on the basis of GRAPH 1: Industrial production and gross domestic product

national accounts data for the four major Member Statc? in the second 1975 = 100 (s.a.) - EC total

quarter of 1982 was down b{l 1,19 (seasonally adjusted, annual rate) = 7
e

over the previous quarter. The level of output in the Community has 120 -Lndulsmfa] %mducyn ,
thus shown approximate stagnation for as long as nine quarters, the Ti\;ze_?n;?ngx L
previous peak being situated in the first quarter of 1980 (see Graph 6). S v avem GDP (EC 4)!
The recent uhexpected weakness of economic activity seems to have 16 _(leﬁ_hagnd )
originated in the external balance: exports in volume terms fell in the j
first two quarters of the year while imports, after a strong rise in the first 14 - p——
- quarter, levelled off in the following three months. As a consequence the
real external balance — which had improved sharply in 1981 — showed 12 -
a new deterioration early in 1982. The fluctuations in imports to some
extent reflect the movements in inventory formation which went into a 110 +
rising phase already in the third quarter of 1981, presumably in response Industrial production
to the fall in world market prices of oil and raw materials and fears of a 108 | Monthly change 1 4
further rise in the dollar. (right-hand
. . . 2 5 . 106 - scale) 13
Domestic demand excluding inventory formation remained level in the
second quarter of 1982 and has thus been unchanged since the beginning 104 F F )
of 1980. These two years have, however, seen a large shift in the
composition of domestic demand with gross fixed asset formation 102 f |
+ falling by a total of almost 10%, while consumption — notably public [ H—‘ 0n ”_l
consumption — has expanded somewhat further. The level of real gross 100 = Ll 0
fixed asset formation in the Community in the first half of 1982 thus was LJ U LU U L U
no higher than at the beginning of 1973. 98 - =
Among the four major Member States only France recorded a positive Y3 SR e A o e 0§ T o Bl P
rate of growth of gross domestic product in the second quarter of 1982, 7’ 9 80 81 82 U
stimulated by a strong rise in domestic demand but accomFanied by a | Desos, Goemusy, Ty s L quitiedty Biures

very sharp deterioration of the foreign balance in real terms. In
Germany gross national product fell at an annual rate of 1,6% due in
particular to a sharp decline of private consumption while gross fixed GRAPH 2: Unemployment (s.a.), EC 9
asset formation recovered somewhat after two quarters of rapid fall and
while the external balance improved. In the United Kingdom GDP fell
at an annual rate of 3,19, reflecting both weak domestic demand and 11
falling net exports and similar developments were seen in Italy where
GDP fell at an annual rate of 5,9%.

Developments in the third quarter of the year are as of yet only very 10
imperfectly known. The Community’s business tendency survey (see the
t forthcoming number of Supplement B), however, shows a rather L
pronounced deterioration in the business climate with a marked fall in
Woduction expectations and in export orders since the month of May. 91

eak trends are also revealed by a fall in industrial production in June
(see Table 1) and the more hesitant development oFthe Community’s -
trade balance since the beginning of the current year. The new strong
rise in unemployment in August (reaching 9,89 of the active 8-
population) may, however, be due to the arrival of a large number of
young people on the labour market rather than to the cyclical weakening
of activity (Table 2).
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" Number unemployed as 9,
| _of civilian labour force /

71 - .
Slowdown of inflation and decline in interest rates. — In sympathy with __-Weffien

the pronounced slowdown in consumer price increases (with the trend =" 1
rate of inflation down from more than 129 at the beginning of the year

to below 109, in July-August, (see Table 3 and Graph 3)) the level of 6 I 1
interest rates in the Community has come down somewhat in the course - Tot

of 1982. The decline in short term rates however, has been much less i T —— 1
pronounced than in the United States. Consequently, in September, the s/l Men |

interest rate differential between the Community on average and the i

United States had widened to almost 5 percentage points. With respect g ,|“],, TR P T T I L eI T I A
to long-term rates the spread was much smaller, due in particular to the 78 79 30 31 32
fact that long term rates in the US have fallen only moderately since the




resent prudent relaxation of monetary policy started. The fact that

ong-term rates have remained high in the US may be one of the reasons

for the persistent strength of the dollar. On a trade weighted basis the
dollar rose by 0,60, in September (estimated by the Commission
services) while the international value of the ECU fell by 0,3% and that
of the yen by 1,2% over the previous month. Compared with a year
earlier the dollar in September was up by 10,87, on a trade weidg ted
basis while the ECU had lost 4,3% on a trade weighted basis and 117
against the dollar (Tables 9 and 10).
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Major supply and demand components at constant prices
(Percentage change on preceding period, annual rates; seasonally

adjusted)
GDP Imports Exports Foreign Dom- Change Gross Govern- Private
1 2 2 balance  estic in fixed ment con-
23 demand stocks3 invest-  con- sump-
ment  sump- tion
tion
EC total .
1979 QI L7 o —07 -9 3l 10 -60 L6 Sl
Q2 6,5 19.4 14,2 -1,1 7,7 -0,8 15,3 3.4 8,1
Q3 1,3 11,3 4,7 -1,6 3,0 39 7,7 0.5 -4,0
Q4 55 6,8 43 -0,7 6,2 0,0 1,1 2,3 6,0
1980 QI 39 103 12,7 0,5 34 -07 2,5 3.2 50
Q2 -52 -62 —110 -13 -39 0.3 -7,0 1,7 -50
Q3 -2,6 -59 -354 0,2 -238 -46 -8 2,6 3,0
Q4 1,4 =21 0,4 0,7 07 -0l 0,9 0.2 1,0
1981 QI 1,0 -07 89 25 -14 -06 -—10,0 5,6 0.5
Q -23 -14 114 33 -55 —41 -03 -43 ~-LI
Q3  -04 117 143 08 -11 -24 -—12 42 L4
Q4 43 3,0 9.4 1.8 2,5 35 —46 -14 04
1982 Ql 1,2 83 —-40 -33 4.8 4.4 -72 50 L5
Q2 -1,1 -1,0 -53 -1.3 0.2 02 39 -0,2 -1,2
FR of Germany
1981 QI 19 147 233 23 -04 04 -—119 171 =22
Q2 -32 -124 104 70 -99 -61 16 —124 -49
Q3 28 11,3 228 36 -08 —3,6 49 5.9 1,4
Q4 0,6 —6.4 129 6,1 ~-54 08 -—-223 -3,1 -0,5
1982Q1 -08 269 -07 -70 70 96 -—160 72 ~14
Q2 -16 —147 -55 28 -45 -25 17 =12 —67
France
1981 Q1 -20 -73 20 23 -42 -29 -81 09 06
Q2 43 36 220 41 02 -28 0l 2.5 43
Q3 0,8 2,5 35 0,3 0,5 -14 -6,1 1,7 4,7
Q4 3,7 20,6 1,3 —4,1 8,2 6,7 1,8 0,9 1,3
1982 QI -04 -64 -103 -1,0 0,7 -23 -52 1,6 6,1
Q2 38 16,3 —149 -73 11,7 1.5 9,2 2,6 2,7
Italy
1981 QI 33 -13 142 34 -0l 17 05 14 20
Q2 41 -—149 20 39 =79 -54 -—I51 14 0,2
QB —66 -166 158 T4 —136 ~100 —64 14 =39
Q4 10,6 27,5 17,0 -1,0 12,4 81 19,4 1.6 0.0
1982 Q1 51 17,0 12,4 -0,3 57 4,7 -8, 2,6 29
Q2 =59 -—-123 -11,9 -0,5 =57 —51 -53 2,6 03
United Kingdom
1981 QI 18 —-179 -122 18 00 27 -195 -58 37
Q -88 333 85 -57 -33 -07 -19 09 -38
Q  -26 567 100 —109 90 69 -03 59 12
Q4 72 —14.2 6,3 7.1 0,1 -1,2 " 8,0 -2 0,9
1982 QI 44 -87 -157 -21 64 45 127 62 -22
Q2 -32 1713 168 -07 -24 -0l -—II8 -29 0§
I FR of Germany: GNP.
2 Goods and services; including intra-Cc ity trade; FR of Germany: including factor

incomes. .
3 Change on previous period as percentage of previous period’s GDP.
Source : Estimates by the Commission services based on national accounts data for the Federal
Republic of Germany, France. Italy and the United Kingdom.
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From March 1981, the series is constructed on the basis of an estimate
for the United Kingdom.
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Economic forecasts, 1982-19831

The outlook for the world economy in 1982 and 1983 has deteriorated severely since early summer. The forecasts made in spring 1982 by the Commission,
which were partly based on a perceived upturn in cyclical and business indicators, proved to be too optimistic. The results for the first half of 1982 point to a
strong decline in imports by OPEC, the LDCs and the USA, severely reducing the expected growth rate of Community exports. The estimated growth of
world trade in 1982 has therefore been revised strongly downwards, and only a very slight recovery in trade is expected in 1983. The resulting slowing in
growth of Commumty exports (1982.1 +0,3%,) together with the stagnation of domestic demand and the sharp decline of business confidence in the
Community? will lead to only very low growth of output with unemployment rising strongly, and budget deficits increasing again in several Member States.

The main results of the forecast for the Community as a whole are as follows :

— GDP is expected to rise in volume terms by only 0,3%, in 1982 and by 1,1%, in 1983.

— Private consumption growth in real terms will lag behind that of GDP (1982 0,1%,, 1983: 0,8%, )

— Fixed investment, after a fall of 5,6%,, in volume in 1981 will decline again in 1982 (—3%) and rise by only 0,69, in 1983.

— Unemployment is expected to reach 9,4%, of the labour force (10%a million) in 1982 and 10,3%, (12 million) in 1983.

— Imports in volume terms rise slightly faster than exports (1982 2,3%, against 2,0%,, 1983 : 2,8%, against 2,7%,) but with a terms of trade gain in both
years, the Community’s current account deficit falls (1981: 20,8 mrd, 1982: 15,6 mrd, 1983: 11 mrd).

— Inflation will fall in both years by a significant amount (rise in private consumption deflator 1981: 11,8%,, 1982: 10,5%,, 1983: 8,8%,).

Output and the components of demand. — GDP in the Community is GRAPH 1: Nominal GDP, deflator of GDP, real GDP (percentage
expected to grow by 0,3% in 1982 and by 1,1% in 1983 (Table 1.). Whilst change on preceding year, EC, 1960-19831)

output grew strongly in the last quarter of 1981 (+ 3,5%) at annual rates o '

it weakened considerably throughout the first half of 1982 (1982 Q1: nominal GDP

0,6%, Q2: —1,0%) and is expected to remain flat in the second half {

(Table 2). A relatively weak recovery is expected in the first half of 1983, 14r GDP deflator

gaining some strength in the second half. Nevertheless the picture for the

whole period is one of stagnating output with little sign of a convincingly 12 } real GDP
sustained upswing.

Private consumption in the EC as a whole which, in volume terms,
stagnated in 1981 is expected to rise only slightly in 1982 (0,19,) and 1983 10
(0,8%) (Table 2). This1s due to the limited increases in the compensation

of employees in both years (Table4), the very small rise in real sk
disposable income (1982: +0,4%, 1983: +0,6%) and uncertainty in the
labour market which has probably been keeping the level of household
savings high. The slight strengthening of private consumption in 1983 at 6 I
the EC level is expected to result partly from the reduction of inflation,

this effect being especially marked in those countries where a sharp 4
downward adjustment in the rate of price increases is expected (UK,

France). On the other hand a series of Member States have taken
restrictive budgetary measures or have adopted income policy 2+
guidelines which will tend to reduce private consumption in 1983
(Belgium, Netherlands, Ireland and Denmark, Table 10).

Little stimulus to GDP growth can be expected in either year from real 0
government consumption (1981: 1,4%, 1982: 1,09, 1983: 0,9%), the ‘ L
growth rate of which has now fallen each year since 1978. -2 60-73 73-80 81 82 83

1 1982 and 1983: forecast
Source: Commission forecast

TABLE 1: Gross domestic product (percentage change at constant prices Fixed investment and stockbuilding were the major demand components
on preceding year, EC countries, EC, USA, Japan, 1970-1983) initiating the recession of 1980-81 in the Community. Neither is
: expected to recover very strongly in the forecast period, though both

%g;g 1978 1979 1980 1981 19821 19831 should provide positive contributions to GDP growth in 1983. Fixed

investment, which declined by over 5% in the Community in 1981, is
expected to decline by a further 3%/ in 1982 and will only stabilize in 1983

g}w g’é ? ’% %’8 _%’; :(1)% _gg ?g (+0,6%). In half-yearly profile, it is expected that investment will be
D4 79 33 43 20 01 —05 ) growing more strongly in the second half of 1983 as the beneficial effects
GR? 4.3 6.7 38 17 —07 0.7 1.9 of lower interest rates and certain announced investment support
F2 3,6 3,5 3,0 1,3 0,3 1,1 1,0 schemes work their way through. Wage moderation and improved
IRL3 4.4 6,7 2,4 1,9 1,1 2,0 24 profitability are also expected to lead to an improvement in business
12 32 2,7 49 40  -02 0,8 1,0 confidence with beneficial effects on investment. Nevertheless invest-
L, 31 4.6 41 07 -24 —03 1,0 ment in 1983 is still expected to be over 6% below the level attained in
Ek 3 ;g %Z }3 _ ?2 - %é B 82 4(1)% 1979. In most Member States it is expected that the fall in construction,
’ i ’ ’ i ’ ’ and especially in residential construction, will continue into 1983, whilst

EC 31 32 33 14 —06 03 11 investment in equipment will recover more strongly.
USA 2,9 44 24 -0,2 2,0 -1,6 2,0 Stockbulding is forecast to be the component contributing most to
JAP 6,9 5,0 5,5 44 3,0 2,5 33 growth in 1982. This positive contribution however combines strong,
and probably involuntary, stockbuilding in the first half of 1982 as the
! Forecast. 2 1970 prices. 3 1975 prices. 4 1976 prices. renewed drop in demand caught enterprises by surprise, and a
Source : Commission services. ‘ ) considerable destocking in the second half. This destocking is expected

! The following summarizes the results of the Commission’s autumn forecasting round for 1982 and ]983 The cut-off date for information used in the forecasts was 6 October
2 As reported in the business surveys in the Community, European Economy, Supplement B, No. 9, 198




to be reversed towards the end of 1982, to give way to renewed
stockbuilding in 1983, encouraged, apart from the very low levels of
stocks, by the decline in interest rates and the slight improvement in the
business outlook. At the national level stockbuilding is expected to be
especially important as a growth factor in 1982 in the UK, Greece and
the Netherlands.

The net foreign balance, which in 1981 contributed strongly to the rise in
output (+1,5%), is not expected to be a source of GDP growth in either
1982 or 1983.” Whereas in spring the Community’s growth rate of
exports of goods and services in volume was forecast to be 4,9%, in 1982,

this has been revised downwards in the present forecast to 2,0%. Imports
have also been revised downwards, though by somewhat less, leaving a
small negative effect from the foreign balance on GDP. It is conceivable
that, with the weakness in oil imports, the forecast for imports of goods
in 1982 for the Community (+2,3%) Might prove to be slightly on the
high side. In 1983, with a small recovery in world trade, Community
exports and imports are both expected to grow at similar rates (+ 2,77,
and +2,8%) with a small negative net contribution to GDP growth
(—0,1%). Whilst exports and imports for 1982 have been revised
downwards for all Member States, Germany has been among the most
severely affected by the weakness of world markets, especially those of
OPEC and the LDCs, which accounted for a large proportion of the
exceptional increase in German exports in 1981 (German exports of
goods in 1982.I1 —12% in volume at annual rates).

TABLE 2: Rates of change of demand components and contributions to
GDP growth (EC, 1970-1983)

Percentage change on preceding
period! at constant prices

1970

Since the total labour force will probably keep on nsmg at a relatively
high rate (0,6 and 0,7% respectively) unemployment will increase in
1982 by 1,8 million people to an annual average of 10,8 million (9,4% of
civilian labour force), and next year by a further 1,1 million to almost
12 million (10,3%). Although the rate of increase of unemployment is
expected to slow down in 1983 there is no stabilization of the rising trend
foreseen before the end of the forecasting period (Table 3).

The upsurge of unemployment between 1981 and 1983 is common to all
member countries, though there are considerable differences in the
structure of unemployment between them.

Wages. — The forecast suggests that the rise of wages per head in the EC
will slow down in both forecasting years (Table 4). The rate of increase
would thus have fallen between 1980 and 1983 from 12,8% to 9,8%. Real
wages per head, while stagnant in the current year (+0,3%) will rise
again moderately (+1,0%) in 1983, for the EC as a whole. Real wages
are expected to decline this year in Germany, Luxembourg, Belgium, the
Netherlands, and Ireland, and next year again in the latter three
countries, as well as in France.

TABLE 4: Compensation of employees per head (percentage change on
preceding year, EC countries, EC, 1970-1983)

1970

2 2

1979 1980 1981 19822 1983
Private consumption 34 1,5 —02 0,1 0,8
Govt. consumption 2,9 24 1.4 1,0 0,9
Fixed capital formation 1,4 2,1 =56 -—-30 0,6
GDP : 3,1 14 —06 0,3 1,1
8102 8201 8202 8301 8302
Private consumption -04 0,2 0,5 0,8 1,0
Govt. consumption 0,3 1,5 0,7 1,0 1,1
Fixed capital formation -29 =38 =20 0,8 2,6
GDP -0,1 0,7 0,0 1,0 2,3

-

Contributions to changes in GDP3

1970

2 2
1979 1980 1981 19822 1983
Final domestic demand 2,7 8 -1,3 -07 0,9
Stockbuilding 0,1 02 -09 1,2 0,4
Foreign balance 0,1 01 15 -02 -03
8102 8201 8202 8301 8302
Final domestic demand -0,7 0,2 0,3 1,0 1,6
Stockbuilding -0,4 1,5 —-03 0,5 04
Foreign balance 1,0 1,1 02 -0,5 0,2

! Half-yearly figures at annual rates, seasonally adjusted (8102 = second half of

1981 etc).
2 Forecast.

3 Change as percentage of GDP of preceding period.
Source: Commission services.

1979 1978 1979 1980 1981 19821 19831
B 12,6 7,5 5,6 8.9 7,5 7,1 7,0
DK 11,9 8,1 8,6 6,4 10,5 10,6 6,9
D 10,0 5,4 5,7 6,5 53 4,6 4,6
GR 199 23,2 20,7 16,2 27,1 274 21,0
F 14,1 12,6 12,8 14,6 14,8 12,2 9,5
IRL 18,7 14,8 16,6 19,3 20,5 14,1 11,8
1 18,5 16,1 17,9 22,0 22,0 18,2 17,7
L 12,0 5.8 5.9 8,2 7,7 6,2 9,0
NL 12,1 7.2 6,1 5,6 3,3 5,6 3,3
UK 154 13,8 16,3 20,9 13,6 94 8.4
EC 13,3 10,7 11,1 12,8 12,8 10,8 9,8
I Forecast.

Source: Commision services.

Inflation. — Several years of anti-inflation policy are beginning to have .
an impact on price rises. According to the forecast, the average rise of

the private consumption deflator in the EC will have fallen in 1983 by

3,0 points (from 11,8%; to 8,8%) from the high level of 1981 (Table 5).

However, this is still a modest performance compared to the US and

Japan. This year and next year the EC rate is expected to decline by

similar amounts (1,3 and 1,7 points). The deceleration of inflation in the

t\;/g 2f' orecasting years is common to all countries (except Luxembourg in

1982).

The traditional grouping into ‘high and low inflation countries’ seems to
have been reshaped: next year Germany and the Netherlands will
constitute the low inflation group, the UK, Belgium, Luxembourg,
Denmark and France having a moderate position, Ireland and Italy will
form a group with rather high inflation and Greece will be alone with a
rate of more than 20%,. The forecast suggests that some progress is being
made as far as convergence of price trends is concerned. The standard
deviation of consumer price increases in the EC declines from 1980
onwards, as does the difference between the highest and the lowest rates,
although the progress measured in both terms is slow.

Labour markets. — The forecast suggests that total employment in the
* Community will decline for the third and fourth consecutive years in
1982 and 1983 (—1,1% and —0,3% respectively). This means that
employment would be 39/ lower in 1983 (annual average) than 1979,
which corresponds to a loss of 3,4 million jobs during the recession.
Labour productivity per head in the whole economy would increase by
1,5% in both forecasting years.

TABLE 3: Number of unemployed as percentage of working population
(EC countries, EC, USA, Japan, 1970-1983)

TABLE 5: Deflator of private consumption (percentage change on
preceding year, EC countries, EC, USA, Japan, 1970-1983)

1970 1

1979 1978 1979 1980 1981 19821 1983
B 5,0 8.4 8,7 9.4 11,7 13,9 14,8
DK 33 6,5 53 6,1 8,4 9,1 9,2
D 2,5 3,9 3.4 34 438 6,9 8.3
GR : 2,2 2,2) 2,8 3.H (3.8) (4,0
F 33 5,2 6,0 6,4 73 8,3 9,3
IRL 7,1 8,4 7.4 83 10,3 12,1 14,0
1 5,6 7,1 7,5 8,0 8,5 9,9 10,5
L 0,2 0,7 0,7 0,7 1,0 1,2 1,3
NL 30 41 41 47 7.5 10,4 13,1
UK 4,0 57 53 6,9 10,6 12,2 12,5
EC 38 5.4 5,4 6,0 7.8 9,4 10,3
USA 6,2 6,0 5.8 7.1 7.6 9,4 9,6
JAP 1,7 2,2 2,1 2,0 2,2 23 2,1

I Forecast.

Source: Commission services.

1979 1978 1979 1980 1981 19821 19831
B 6,7 39 39 6,5 9.1 9,0 8,5
DK 9,8 9,8 9,6 11,5 10,7 9,9 7,0
D 51 24 40 53 6,0 5,0 3,6
GR 11,5 12,6 17,7 23,7 24,4 23,0 21,0
F 8,6 8,8 10,9 13,2 12,5 11,0 8,9
IRL 12,8 7,5 134 18,3 19,6 18,5 13,0
1 13,1 12,9 16,0 20,4 19,0 16,6 15,0
L 6,3 35 6,8 7.7 8,1 11,0 9,0
NL 75 4.3 43 6,6 6,5 6,3 4,5
UK 12,3 89 14,3 15,5 10,9 8,8 6,9
EC 9,1 7.1 9,1 11,1 11,8 10,5 8,8
USA 6,1 6,8 9,1 10,2 8,5 5,6 4.5
JAP 7,7 4,6 34 7,1 4.6 2,5 1,8
! Forecast.

Source: Commission services.

Much of the slowdown of inflation is due to import prices. Their rate of
increase for the EC on average is expected to fall from 14,9%; in 1981 to
7,5%, in 1983 (Table 6). In the same period the rise of the GDP deflator
will have slowed down according to the forecast from 10,6% to 8,8%.

This brings the mechanical contribution of the external factor to the rate
o}{ ir(licrealsg 8of the total demand deflator down to a fifth in 1983, after a
third in 1.



TABLE 6: Deflator of GDP, of imports and unit labour costs (percentage
change on preceding year, EC, 1970-1983)

1970

lo79 1978 1979 1980 1981 1982' 1983!
Deflator of GDP 9.4 8,3 9,3 10,8 10,6 10,6 8,8
Deflator of imports
(goods and services) 9,6 09 104 150 149 9,3 7.5
Unit labour costs
(whole economy) 10,0 6,9 g1 11,9 100 8,5 7.4
! Forecast.

Source: Commission services.

Looking more closely at the internal factors, a comparison of the GDP

deflator (whose main determinants apart from wages are non-labour

income and indirect taxes) with unit labour costs reveals a reversal of the

contribution of wages to the internal component of inflation. From 1981

?gvs{)a}rdg)the rise of unit labour costs is less than that of the GDP deflator
api¢c 0).

Foreign balance. — The Community’s trade balance (fob/fob), in heavy
deficit in 1980 due to the oil price rise (USD - 32 mrd) is likely to be in
balance this year (USD 2,6 mrd) and in surplus next year (USD 9 mrd).
With a positive balance of services and a strongly negative transfer
balance (this deficit being on an upward trend) the deficit in the current
balance has declined sharply since 1980, when it attained USD 28 mrd
(1,4%; of GDP, Table 7). The forecast suggests that it will fall to USD
11 mrd (0,6%, of GDP) next year. The improvement in 1982 and 1983
will be achieved mainly due to improvements in terms of trade (1,4%/ and
1,2%, respectively).

However, the expected improvement of the Community’s foreign
balance pertains mainly to four countries: Germany, the Netherlands,
Italy and Belgium are seen to be the most successful in adjusting their
current balances between 1980 and 1983. Several others remain in heavy
deficit. Ireland’s current balance deficit, although declining, is still
forecast to amount to 7,6% of GDP in 1983. In Belgium and Denmark
the current account deficit, very sizeable in recent years, is expected to
exceed 3% of GDP next year, whilst in France it is expected to reach
2,6% of GDP in 1982, falling back to around 2% in 1983. The UK’s
strong surplus position is expected to be further eroded and may turn
into a slight deficit in 1983. The improvement of the Community’s
current balance is part of a pattern of substantial shifts in the
distribution of balances of current account among major regions and
countries on a world-wide level (Graph 2). The second oil shock created
huge imbalances in 1980 between the industrialized countries and the
OPEC countries as well as aggravating the structural deficit problem of
the other developing countries. In Graph 2 though the group of ‘other
OECD countries’ is in balance in 1983 this covers up a substantial
Japanese surplus (USD 13 mrd) and a corresponding deficit for the
smaller OECD countries. The OPEC surplus, USD 100 mrd in 1980, is
forecast to turn into a slight deficit in 1982, wile the other LDCs remain
heavily in deficit throughout the forecasting period.

TABLE 7: Balance on current account (per cent of GDP, EC countries,
EC, US, Japan, 1970-1983)

1970 1978 1979 1980 1981  1982' 1983

1979

B 0.4 -16 -29 -53 —54 -4, -3.2
DK -29 -2,7 —4,5 -38 -32 —4,1 -4,0
D 0,9 1,5 -0,6 -1,8 -1,1 0,1 0,3
GR -2,8 -2,3 -29 —-24 -22 —-2,4 -23
F -0,3 0,6 0,1 -14 -2,0 -2,6 -19
IRL —4,2 -3,1 -98 -84 —132 -9,0 -7,6
I -0,2 2,4 1,7 -2,5 —-23 -13 -0,5
L 22,5 23,3 8,1 227 20,3 19,7 18,8
NL 1,3 -0,8 -1,3 -14 23 4,0 5.0
UK —-0,9 0,4 -0,0 14 2,4 0,8 —-0,2
EC -0,1 0,8 -04 -14 -0,8 -0,7 -0,6
USA 0,1 -0,6 -0,1 -0,2 0,1 0,3 -0,2
JAP 0,8 1,7 -0,9 -11 0,4 0,6 1,0
! Forecast.

Source : Commission services.

Competitiveness. — For the Community as a whole no further

substantial improvement of competitiveness against the US is to be
expected next year, and no major further deterioration against Japan,
With the realignment of last June in the EMS, inflation differentials
were offset to varying degrees by exchange rate adjustments. In 1982,
Belgium and Luxembourg improve their competitiveness thanks to the
devaluation of their currencies in the EMS, whilst the Netherlands and
Germany (due to revaluations) as well as Ireland, Italy and notably
Greece (due to not fully compensated internal cost rises) will have above
average cost rises if expressed in a common currency.

Government finance. — Net borrowing of general government as a
percentage of GDP is expected to rise from 4,8% in 1981 to 5,09 this

‘GRAPH 2: Current balances, (mrd USD, EC, USA, other OECD,
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year and to level off in 1983 (4,9%) (Table 8). These figures are higher®
than any historical rates except for 1975. Among the countries with the
largest deficits—Ireland, Belgium, Italy, Denmark, Greece—only the
Danish figures suggest a rise into 1983, despite the restrictive measures
announced by the Danish government on 4 October. The UK is seen to
have the lowest general government borrowing this year (together with
Luxembourg) and clearly so next year.

Capital expenditure (gross capital formation plus net capital transfers)
as a percentage of public expenditure has been falling steadily since 1980
to 7,4% in 1983 for the EC as a whole. The practice of cutting investment
rather than consumption expenditure when restrictions are required is
thus expected to continue.

TABLE 8: General government lending or borrowing (— ) as percentage
of GDP (EC countries, EC, 1970-1983)

1979 1978 1979 1980 1981 19821 19831

B —4,2 -5,5 —6,9 -94 —134 —-128 -—-121
DK 0,0 -2,2 -3, -59 -7, -9,5 -9,6
D -1,5 -2,8 -30 -3,5 -4,0 3,9 -4,1
GR -44 =51 —4.8 -54 -10,1 -92 —8,6
F -0,6 -23 -0,8 0,5 -1,5 -3,0 -3,0
IRL -85 -105 -—11,9 -128 —154 —14,7 -—144
I —8,6 -97 -95 -84 -—11,9 —11,6 —110
L 2,3 33 0,1 -1,8 -0,8 -0,9 - 1,0
NL -1,3 —-2,1 -2,0 -34 —4,5 -57 —5,5
UK -3,2 —-4,0 -33 -3,5 ~-2,1 -09 -0,5
EC -29 —-4,0 -3,6 -35 —438 -50 -49
! Forecast.

Source: Commission services.

Money supply. — The annual growth rate of the money supply (M2 or
M3) in the EC as a whole, which had come down progressively since
1978 (13,9%;) to settle at 10,85/ in 1981, is expected to remain stable this
year, and to fall back to 109 next year (Table9). This forecast for
money supply is consistent with the financial balances of sectors derived
from the forecasts of the ‘real’ aggregates. Given the deceleration of
inflation, these growth rates for the nominal money supply imply an
increase of real money balances.

TABLE 9: Money supply M2/M3! (percentage change at end of year on
twelve months earlier, EC countries, EC, USA, Japan, 1970-1983)

1970 1978 1979 1980 1981 19822 19832

1979
B 10,9 7.8 6,0 2,7 6,6 6,5 7,0
DK 11,0 6,7 9,9 10,9 9,6 12,0 11,0
D 10,1 11,0 6,0 6,2 5,0 7,0 50
GR 23,3 39,4 18,4 24,7 343 29,1 23,0
F 15,4 12,2 14,4 9,7 11,5 12,5 12,0
IRL 18,2 28,9 19,0 16,9 17,4 16,8 16,5
I 19,6 23,0 20,3 12,0 16,0 15,8 16,2
L — _ — — - — .
NL 11,6 4,2 7,6 36 5.2 7,6 7,0
UK 13,6 15,0 12,7 18,6 14,6 10,2 10,1
EC 13,9 13,9 11,9 10,5 10,8 10,8 10,0
USA : 9,5 83 8.8 10,1 9,5 — —
JAP 16,9 13,1 9,1 7.2 8,7 — —

I DK, F, NL, USA: M2; D, GR, IRL: M3; B: M2H; UK: UKL M3 (fiscal
year); I: M2 (68-75), M3 (76-83); JAP: M2 & CD.

2 Forecast.

Source: Commission services.




Forecasting techniques and procedures

Short-term forecasts are prepared by the Directorate-General for
Economic and Financial Affairs twice a year, in April-May and
September-October. The time horizon of these forecasts is to the end
of the following year. The forecasts are built up for each of the
10 member countries of the Community, but within a framework of
common assumptions about the external environment, exchange
rates and interest rates, and subject to controls and checks on the
consistency of foreign trade forecasts. The forecasts are made on the
basis of the assumptions of unchanged government policies.

The autumn forecasting round provides part of the quantitative
background for the Annual Economic Report of the Community
and the Annual Economic Review prepared by the Commission. The
spring forecasts provide the basis for budgetary guidelines prepared
in June-July for the following year.

Community totals are, unless otherwise indicated, a weighting of
macroeconomic aggregates derived using aggregations converted at
purchasing power parities (PPP). Current price totals are aggregated
at current prices and current PPP constant price totals are

aggregated at 1975 prices and 1975 PPP; Community price deflators
are obtained by dividing the current-price total by the corresponding
constant-price total.

The forecasting round starts with assumptions for exchange and
interest rates followed by forecasts for oil and other raw materials,
world trade and forecasts for the USA, Japan and Canada. These
assumptions are modified if necessary during the course of the
round. Model simulations are used as background material. When
the forecasting work is in its formative stage particular attention is
paid to ensuring that the changes in total intra-EC imports and
exports should be close in both volume and price terms. Checks are
also made at world level to make sure that world exports and imports
are in line with each other. In order to reach this desired convergence
and in response to the emerging forecasts for industrial countries
which are being developed at the same time, this procedure for
achieving trade consistency is reiterated several times.

In the above forecast the USD/ECU exchange rate was assumed to
be 1982: 1 USD = 1,02 ECU, 1983: 1 USD = 1,06 ECU. The
average oil price in USD is assumed to fall by 4'2% in 1982 and to
remain unchanged in 1983 at slightly below the 34 USD/barrel.

TABLE 10: Rates of change of demand components and contributions to GDP growth (EC countries, 1970-1983)

Percentage change on preceding
period at constant prices

Contributions to changes in GDP!

1970-79 1980 1981 19825 19835 1970-79 1980 1981 19825 19835
B3 Private consumption 3,9 1,8 -14 -25 -2,0 Final domestic demand 34 2,6 —4,1 -28 -1,6
Govt. consumption 43 1,6 0,6 -1,8 —2,2 Stockbuilding 0,0 -0,7 0,1 0,2 0,2
Fixed capital formation 2,2 56 —16,2 -5.2 0,5 Foreign balance -0,3 07 © 23 2,1 1,9
GDP 3,2 2,5 -7 -0,5 0,5
DK3  Private consumption 2,4 -~37 -1,1 1,4 -0,5 Final domestic demand 2,3 -36 -2,7 1,4 0,
Govt. consumption 4.0 52 30 3,0 0,8 Stockbuilding 0,0 -0,8 0,0 0,2 0,
Fixed capital formation 04 - —137 -163 -1,0 43 Foreign balance 0,2 4,2 2,5 0,4 0,
GDP 2,6 -0,2 -0,2 2,0 1,6 )
D4 Private consumption 32 1,8 -1,2 -1,5 0,4 Final domestic demand 2,5 2,2 -1,1 -2,0 0,5
- Govt. consumption 2,6 2,5 2,0 0,8 0,5 Stockbuilding 0,2 -0,6 -1,2 0,4 0,3
Fixed capital formation 1,3 3,7 —3,8 -6,3 0,9 Foreign balance 0,1 0,4 2,4 1,0 0,2
GDP 29 2,0 0,1 -0,5 1,0
GR?  Private consumption 5,0 0,2 0,7 09 1,3 Final domestic demand 48 -18  -05 0,3 1,8
Govt. consumption 7,1 -08 6,5 3,0 2,1 Stockbuilding 0,0 0,6 0,8 0,9 0,0
Fixed capital formation 2,5 -87 -—101 —48 34 Foreign balance -03 28 -1, -05 0,0
GDP _ 4,8 1,6 -0,7 0,7 1,9
F2 Private consumption 4,3 1,7 2,2 3,1 1,4 Final domestic demand 34 1,6 -0,6 1,9 0,8
Govt. consumption 3,1 2,8 1,4 2,0 1,5 Stockbuilding 0,1 0,1 -0,2 0,2 0,0
Fixed capital formation 2,0 0,8 -2,8 -14 -1,5 Foreign balance 0,0 -0,5 1,1 -1,0 0,2
GDP 3,6 1,3 0,3 1,1 1,0
IRL? Private consumption 32 -1,0 -0,5 —-2,8 -0,5 Final domestic demand 49 -2,5 1,1 -1,6 -0,2
Govt. consumption 6,1 3,8 -0,1 2,3 1,6 Stockbuilding 0,3 —-2,6 0,2 0,0 0,0
Fixed capital formation 6,6 -85 52 -2,1 1,2 Foreign balance -09 7,0 -0,2 3,6 2,2
GDP 44 1,9 1,1 2,0 24 )
12 Private consumption 3,0 4,3 0,2 0,5 1,1 Final domestic demand 24 4,6 0,3 0,2 0,8
Govt. consumption 2,8 2,1 1,8 2,0 2,1 Stockbuilding 0,2 2,2 -3,1 0,0 0,0
Fixed capital formation 0,7 94 -0,2 -24 -0,7 Foreign balance 0,5 —-2,8 2,6 0,6 0,2
GDP 3,2 39 -0,2 0,8 1,0
L3 Private consumption 4,0 32 0,7 -2,5 0,0 Final domestic demand 3,0 2,1 -0,2 -14 0,2
Gpvt. consumption 3,9 1,6 1,5 0,5 —-0,6 Stockbuilding -0,3 1,4 -0,3 0,0 0,1
Fixed capital formation 1,1 0,1 —-36 0,1 1,2 Foreign balance 0,3 -29 -1,8 1,1 0,7
GDP 3,1 0,7 —-24 -0,3 1,0
NL? Private consumption 4,4 -0,7 -2,6 -2,1 -3, Final domestic demand 3,2 -0,7 -34 -20 -1,7
Govt. consumption 2,8 1,4 1,7 ~0,2 1,1 Stockbuilding -0,1 0,2 -1,8 0,7 0,6
Fixed capital formation 1,0 -26 —10,8 —4,0 -0,5 Foreign balance 0,4 1,2 4,1 0,8 0,8
GDP 3,6 0,6 -1,1 -0,5 -03
UK?  Private consumption 2,2 0,0 0,0 0,7 2,6 Final domestic demand 2,0 0,4 =15 0,7 2,3
Gpvt. consumption 2,4 23 0,0 0,5 0,9 Stockbuilding 0,1 —-3,0 0,2 1,9 0,8
Fixed capital formation 0,7 -0,7 -79 1,1 2,5 Foreign balance -0,1 1,7 —-0,6 -2,0 - 1,4
GDP 2,2 -1,4 -19 0,6 1,7
| Change as percentage of GDP of preceding period. 21970 prices. 3 1975 prices. 41976 prices.’

5 Forecast.
Source: Commission services.



Graph 6: Major supply and demand components (1975 prices) and price developments, EC total
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TABLE 6: Money stock® - Percentage change on preceding period (s.a.)
1981 1982 1982 Change over

ths
BT 19 1R iR 1981 n m W T 1 Feor Mah Apal  May June  Juy Aug U3
B 2 9,9 9,6 6,2 2,7 6,0 3.2 0,4 1,3 0,8 : : : : ; : : : 5,9
DK 2 9,5 6,6 94 106 100 2,5 1,8 2,6 3,0 1,3 0,7 1,2 0,1 0,7 0,6 2,1 : 10,7
D M3 i,1 11,0 6,0 6,2 4.8 2,3 1,1 0,3 3,0 2,3 0,6 0,9 0,8 0,2 1,3 0,2 0,0 6,2
GR (M3 27 260 184 247 347 9.0 6,8 8.4 5.5 1,9 2,3 2,6 1,8 : : : 32,0
F M2 139 12,2 144 97 114 3.9 2,6 0,7 43 3,9 1,3 0,6 1,3 1,5 1,0 : : 12,2
IRL (M3 163 28,7 190 18,0 188 52 4,6 3,2 2,1 1,7 1,9 —-1,7 1,8 —-04 0,2 2,2 0,9 10,3
I 2 21,8 228 204 123 10,0 1,5 1,0 44 1,5 33 04 0,5 0,9 1,5 0,8 1,2 : 11,8
NL (M2 3,6 4,2 7,0 3,6 5,6 0,8 14 —-04 5.7 09 0,8 2,2 0,5 0,2 0,2 : : 7.6
UK (£EM3) 93 133 11,7 196 139 39 5,6 2,3 1,7 2,5 0,0 0,6 0,5 1,1 0,8 0,8 14 11,4
EC & 12,7 13,3 1,7 10,6 9,3 2,8 2,3 1,6 28 (2,3) 0,6 07 (08 09 09 : : 9,9
USA (M2 10,8 8,3 8,8 96 10,0 2,3 2,1 2,5 2,3 : 0,4 0,9 0,8 0,9 : 9,5
JAP §M2; 11,1 13,1 9,1 72 11,0 3,1 2,4 2,8 2,0 1,7 1,0 -1,0 —02 1,1 0,9 9,3
TABLE 7: Short-term interest rates!?
1981 1982 1982 C‘;;"SD:;';:
977 19781979 1980 1981 m W I 1§ I March Aprl May June July Aug  Sept. 2
7.3 73 109 142 156 16,0 16,0 145 158 130 14,5 150 148 158 148 139 13,0 3.0
DK 14,5 154 125 169 149 206 11,6 148 16,8 20,2 148 195 20,7 168 120 114 20,2 -04
D 43 37 6,9 5 12,3 123 10,8 9,6 9,5 8,0 9,6 9,3 9,2 9,5 g 8.4 8,0 —43
GR : : . 11,0 16,8 150 18,0 20,0 229 200 230 229 229 21,0 234 51
¥ 9,1 7,8 97 120 153 18,6 15,1 163 150 139 16,3 16,6 16, 150 149 143 139 —-4,7
IRL 8,4 99 160 162 16,6 18,9 18,8 21,1 199 152 21,1 199 20,1 199 174 160 152 -3,7
I 140 11,5 120 169 19,1 20,0 20,7 20,3 204 : 20,3 204 20,5 204 20,1 : : 0,7
NL 438 7,0 96 106 11,8 129 109 8,4 9,1 7,9 8,4 8,8 8,7 9,1 9,1 8,1 79 —-50
UK 8,0 94 139 168 14,2 169 158 136 13,1 106 136 13,8 134 13,1 119 109 106 -6,3
EC ® 8,1 7,7 103 133 148 164 14,7 14,1 139 (12,5) 141 143 141 139 13,3) (12,7 (125 (-3.9)
USA 5.3 74 108 11,6 140 147 11,7 134 12,6 1,6 134 125 11,7 133 X 8,3 7,6 -7,1
JAP 6,2 5.1 59 107 74 72 6,9 6,4 : 6,4 6,6 6,8 : : :
TABLE 8: Long-term interest rates!!
1981 1982 1982 - C‘;;ﬂ!i o
19771978 1979 1980 1981 n om 1 0 Febr. March Aprl May June July Aug 2
B 8,8 8,5 9,7 12,2 138 142 14,0 140 13,9 136 13,8 139 137 13,6 136 134 13,1 -1,0
DK 16,2 168 16,7 18,7 193 19,5 204 19,5 206 21,2 206 206 208 21,3 21,2 206 209 0,6
D 6,2 5,7 74 8,5 104 10,9 11,1 9,7 9,5 9,1 R ,5 9,0 8,38 9,1 9,3 9,0 -2,2
GR 95 100 11,2 171 17,7 184 16,6 169 164 158 16,7 164 154 156 158 16,0 155 -33
F 1,0 10,6 109 13,7 163 17,3 17,1 16,5 164 16,0 163 164 163 161 160 16,0 158 -1,2
IRL 129 128 151 154 172 17,2 18,2 182 188 18,6 192 188 183 183 186 173 159 -17
I 146 13,7 141 16,1 206 21,8 224 214 20,9 21,2 21,1 209 21,0 21,2 21,2 21,2 21,1 -1,1
L 7,0 6,6 6,8 7,4 8,6 8,7 9,2 9,3 10,0 10,7 99 10,0 102 10,7 10,7 108 : 1,8
NL 8,5 8,1 92 10,7 122 12,3 13,1 11,8 10,8 109 16 108 106 104 109 112 10,7 -1,3
UK 12,5 126 13,0 13,9 148 147 16,1 158 13,6 13,6 144 13,6 139 136 136 13,0 11,6 -36
EC9® 10,4 10,1 109 12,6 148 154 158 150 144 142 14,7 143 142 14,1 142 14,1 13,6 -21
USA 7,1 7,9 87 108 129 124 14,1 129 13,0 132 136 13,0 128 127 132 129 114 -22
JAP 7,3 6,1 7,7 9,2 8,7 8,8 9,0 7.9 7,6 8,5 7,9 7,6 7,6 8,0 8,5 : : 0,3
TABLE 9: Value of ECU — 1 ECU = units of national currency or SDRs
1981 1982 1982 Cl;;nf:) o
977 1978 197 1980 1981 1 v I I m March  April May  June July Aug.  Sept. %2
BFRR[LFR 40,88 40,06 40,17 40,60 41,29 41,07 41,10 4297 4511 45,19 4491 4516 4503 4514 4505 4516 4536 11,3
DK 686 7,02 721 783 192 7,88 7,88 8,06 §13 822 8,14 8,14 8,09 3816 8,18 822 828 5.9
DM 2,65 25 2,51 2,53 251 2,51 2,44 2,43 2,38 2,36 241 239 239 237 236 236 235 —-5,5
DR 42,04 46,80 50,78 59,24 61,62 61,47 61,74 62,72 64,82 66,70 62,47 63,38 64,97 6599 66,58 66,76 66,76 9,1
FF 561 574 583 587 6,04 5,99 N 6,21 630 6,60 622 623 621 642 6,57 659 6,65 11,5
IRL 0,654 0,664 0,669 0,676 0,691 0,688 0,688 0,691 0,690 0,687 0,687 0,691 0,689 0,688 0,686 0,686 0,688 0,7
LIT 1007 1080 1138 1182 1263 1254 1302 1308 1323 1325 1309 1318 1324 1327 1324 1324 1326 5,6
HFL 280 2,75 2,15 2,76 2,78 2,79 2,69 2,67 2,64 2,59 2,65 265 265 262 261 260 2,58 —6,7
UKL 0,654 0,664 0,646 0,598 0,553 0,562 0,578 0,561 0,563 0,551 0,560 0,564 0,570 0,556 0,552 0,552 0,549 -5
USD 1,141 1,274 1,371 1,391 1,116 1,033 1,090 1,038 1,002 0,951 1,013 0,998 1,033 0978 0,959 0952 0941 -—11,0
YEN 3058 267,1 300,5 3150 2454 239,1 2444 242,1 2444 2459 2439 2434 2443 2455 2 2464 2472 2,0
SDR 0977 1,018 1,061 1,068 0946 0,911 0,938 0912 0,885 0,875 0,901 0,858 0910 0,887 0,878 0876 0,872 —5,6
TABLE 10: Effective exchange rates: export aspect 2 - Percentage change on preceding period
1981 1982 1982 Change over
7 1978 1979 1980 1981 1 v 1 I I March  April May June July  Aug.  Sept. %2
B 61 35 15 —-04 —-06 ~-09 10 -5 —-55 —09 —63 -08 09 -07 0 —03 —17 —124
D -03 00 -07 -80 -75 -01 20 -35 -14 -24 -16 —-02 15 -20 -08 —06 —12 -8l
D 85 65 52 05 -62 -—11 51 —06 21 02 13 07 13 -03 02 01 -09 46
F -47 -13 07 04 -85 -1l 17 -21 -16 -41 —06 -04 11 -44 -29 -04 51 -74
IRL -31 12 04 -25 -99 05 21 -24 -02 -13 0,6 —06 15 —16 —-03 -01 -09 —48
I -77 -59 -32 -37 -122 -13 26 -16 -11 -11 —07 -10 04 -10 —-01 0 -13 —8I
NL 58 29 17 01 -48 -05 50 -02 06 Ll 07 -03 08 04 03 05 —03 50
UK -48 09 65 100 -09 -75 09 7 -10 10 -08 -1,0 01 12 02 02 —03 3,5
ECU 0,9 2,5 59 2,3 —15.2 —-44 3,0 =25 =09 -20 -0,9 -0,5 20 -22 -1 0 -0,3 —4,3
USA -3 -98 -26 00 121 58 36 39 +36 47 1,7 1,2 -23 52 4 05 06 -—108
JAP 10,7 1,6 —-71 —41 138 —1,6 0,9 -1,5 —-24 =32 -1,3 —-04 16 -32 -04 -11 -12 —7,0

8 National sources for Belgium, Denmark, the Federal Republic of Germany, France, Ireland and the United Kingdom; seasonally adjusted by Eurostat for Italy and The Netherlands.

Average weighted by 1975 GDP at 1975 prices and purchasing power parities. For the money supply, the monthly variation is calculated for Belgium using linear interpolation of quarterly da
National sources; EC excludes Luxembourg; 3-month interbank rate except: Belgium, yield at issue of 4-month certificates issued by the Fonds des Rentes; Denmark, call-money rates on the mon
market (monthly average); France, 1-month interbank rate on ‘private paper’; Italy, rate on interbank sight deposits. Annual average, end of quarter and end of month,
n Yield of public-sector bonds. Annual average and average of last month of the quarter, monthly average except for France: end of quarter and end of month.
12 %’enghtgng_ co)cfﬁctents calculated to take account not only of bilateral trade but also of competition in third markets and in the exporting country’s domestic market (+ = Appreciation, —
epreciation).
Note: (s.2.) = seasonally adjusted.
: not available.
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O estimate.
EC9 = Community total, excluding Greece.




TABLE 1 : Industrial production! - Percentage change on preceding period (s.a.)
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TABLE 2: Unemployment rate - Number of unemployed as percentage of civilian labour force (s.a.)
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TABLE 3: Consumer price index - Percentage change on preceding period
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TABLE 4: Volume of retail sales - Percentage change on preceding period (s.a.)
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TABLE 5: Visible trade balance - fob/cif, million ECU (s.a.)
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, the change in the EC index,

ith the total of the net balances of the Member States; this is because it is obtained by seasonally adjusting the total of the gross
ted on the basis of an estimate for the United Kingdom.

, Ireland, Belgium and Luxembourg. Because of differences in the methods of seasonal adjustment, )
hange in the EC index obtained by aggregation of the national indices. The figures are corrected for the number of working days.

in the case of France, the foodstuffs and beverages industry.

rk,

Source: For the Community countries: Eurostat, unless otherwise stated; for the United States and Japan: national sources.
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Major economic policy measures — October 1982

Community (EC)
None.

Belgium (B)

9.9 The Banque Nationale lowered the basic discount rate from 13%; to 12,50%;.
The rate for advances on current account was reduced from 149 to 13,50%.

17.9 The Banque Nationale reduced interest rates on very short-term treasury
certificates from 13,75% to 12,75% in four stages.

24.9 The Government adopted the principle of designating ‘employment areas’;
by granting certain tax advantages in these areas, it hopes to enhance the
attractiveness of investment for Belgian and foreign firms manufacturing new
products.

27.9 The Government introduced an early retirement pension for working men
aged 60 and over. This pension is granted only when the employing firm recruits
a replacement worker,

Denmark (DK)
None.

Federal Republic of Germany (D)

23.9 The Central Council of the Bundesbank (Zentralbankrat) reduced, with
effect from 1 October, the level of minimum reserves imposed on private banks
by 10%. By this measure the liquidity of the private banking system is increased
by about DM 5 500 million.

Greece (GR)
None.

France (F)

1.9 The Government adopted its draft budget for 1983. Expenditure and
revenue increase by 11,8% and 10Y%; respectively. The estimated deficit for the
central government budget is set at FF 117 000 million, or about 3% of estimated
gross domestic product (including FF 20 000 million as a reserve for purposes of
regulation). The macro-economic assumptions underlying the draft budget
include nominal GDP growth of 11,19 and real growth of 27;. The main feature
of the draft budget is the moderate increase in taxes, with a major effort to limit
current expenditure and more emphasis on measures in favour of research,
industrial development, employment and subsidized housing.

14.9 A new Government loan, amounting to FF 10 000 million for seven years
at 15,75%,, was issued on the financial market. This is the Government’s third
issule since the beginning of the year, bringing the total amount to FF 30 000
million.

15.9 A Government loan for USD 4 000 million (FF 28 000 million) was issued
on the international capital market. The loan, with a maturity of 10 years, will
enable the Banque de Frence to increase its reserves (at present FF 22 000
million) for intervention in support of the French franc.

16.9 As an incentive to industrial investment, all equipment necessary for work
will be exempt from the wealth tax until 1985. Subsequently, the tax will be
payable only if investment over the four years to 1985 amounts to less than the
amount due in tax; if investment for more than this amount is carried out, the
surplus will count as a tax for the following years.

20.9 Artisanal entrepreneurs were exempted from the solidarity contribution to
finance unemployment insurance.

29.9 The Minister of Social Affairs announced the arrangements adopted by the
Council of Ministers to balance the social security accounts in 1983. The main
measures were:

1. Harmonization of contributions:

— farmers’ contributions will be increased by 16%;;

— insured persons in receipt of a bridging pension will pay the same
contributions as employees in employment on 1 April 1983;

— the basis of assessment for the contributions of self-employed persons
outside the agricultural sector will be gradually adjusted to cover the
borrowing requirement of the social security funds of the self-employed.

The contribution of persons in receipt of a bridging pension:

at present, the recipients of bridging pensions contribute to sickness

(5]

insurance at a reduced rate of 2° . and make no contribution (o old-age
pension funds; from 1 April 1983. when the right to retire at 60 will be
mtroduced, they will pay the contributions due under their basic social
security scheme on the same conditions as employees, i.e. those insured
under the general scheme (sickness : 5,5%; of total bridging pension ; widow’s
pension rights: 0,19;; old-age pension rights: 4,7%,). Those whose bridging
pension is less than the minimum wage (SMIC) will be exempt from
contributions.
3. The reform of hospital charges:
from 1 January 1984, payment on the basis of a daily price will be
discontinued to be replaced by a system of budget endowments for each
establishment.
4. The adjustment of certain items of expenditure to the Government’s
economic objectives:
- the salaries of hospital staff and medical fees may not increase by more
than 8%;
- family allowances will be raised by 7,5%; on | January and by a further 47
on | July 1983;
— retirement pensions and minimum old-age pensions will be raised by 4%
on 1 January and again by the same amount on 1 July 1983.
5. Central government aid:
as the central government will take over the handicapped adult’s allowance
(AAH) while the national family allowances fund takes over family benefits
to lflqrmers, the net savings for the general scheme will amount to FF 7 500
million.

Moreover, the principle of a supplementary tax on tobacco and alcoholic
beverages was adopted.

Ireland (IRL)
None.

Ttaly (I)
None.

Luxembourg (L)

17.9 The Commissariat au Contrdle des Banques (bank supervisory commis-
sion), in agreement with the Government, decided that the deposit accounts of
non-residents and holding companies under Luxembourg law (not representing
the interests of residents) could no longer be denominated in Luxembourg
francs; this applies irrespective of the form taken by the deposit (account,
savings book, certificate). The Commissariat also decided that the time deposits
of residents of LFR 1000 000 or more placed for 12 months or less could no
longer be denominated in Luxembourg francs. Residents’ current accounts,
savings accounts and certificates of deposit are not subject to this rule. Sight and
time accounts of Luxembourg banks with each other may be denominated in
Luxembourg francs if this contributes to balancing the franc position of the
banks concerned.

Netherlands (NL)

21.9 The Government presented the draft central government budget for 1983.
Total expenditure from the budget and budget funds (excluding HFL 4 000
million on redemption of the debt) amounts to HFL 156 300 million, an increase
of 2,8% on the probable outturn for 1982; revenue increases by 0,89 (HFL
125 100 million). The net budget deficit for 1983 thus amounts to HFL 31 200
million, or 9,19/ of net national income (1982: 8,5%,). The aggregate general
government cash deficit is set at 10,89, (1982: 10,2%,). The growth of expenditure
has been limited by a series of economic rehabilitation measures amounting to
HFL 12 100 million, and affecting both the central government budget and
social security funds. The net increase in revenue is limited to HFL 850 million,
with increases, in an as yet unspecified form, amounting to HFL 1 600 million,
offset by tax reductions totalling HFL 750 million. The total burden of taxes and
social security contributions increases by 1,19 of net national income (52,5%, in
1983, compared with 51,49 in 1982). The underlying assumptions for the budget
include very slow real growth of gross domestic product, an extra 110000
unemployed and an average consumer price increase of between 4 and 5%,

United Kingdom (UK)
None.
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