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Economic prospects - business survey results

Pause in the improvement of the industrial production outlook. — The
synthetic index of business confidence (see Graph 1) fell, in January,
by 2 points from the level reached in December, 1978. It would be
premature, however, to conclude, on the basis of the January survey
results alone, that the cycle of business confidence has now moved
from an improving into a declining phase, especially since the
December level is still some 4 points short of the cyclical peak
reached in July, 1976. Such factors as strikes and the exceptionally
severe weather conditions may have induced a pessimistic bias into
the January results. Nevertheless, this leading indicator of industrial
production must be carefully watched in the coming months for
evidence as to whether the hitherto improving trend of industrial
confidence has, indeed, changed. ¢
- The composite business climate indicator summarizes the results,
for the Community as a whole, of two of the survey questions, those on
the production outlook and on stocks of finished products (see
Graphs 2 and 3, and Table 1). The deterioration in the production
outlook, reflected in a fall, from 14% in December to 11% in January,
in the net balance of optimistic replies, accounts for the deterioration
of the climate indicator and is consistent with the stabilization
reported in industrialists’ assessment of order-book levels. In three of
the four larger economies in the Community, in France, ltaly and the
United Kingdom, the opinions of industrialists on the outlook for
industrial production in the coming months have become less
optimistic (see Graph 3 and Table 1). In Italy and the United Kingdom
the deterioration in opinions on the short-term production outlook
may be attributable, respectively, to political uncertainties and
labour-relations problems. The results for the Federal Republic of
Germany, by contrast, indicate a maintenance of the high level of
optimism on the outlook for industrial production reached in
December, 1978.

Outlook for activity in the major industrial sectors. — The results of
the January survey indicate a decline in production expectations for
the next three or four months in the consumer goods industries, with
some weakening also of the production outlook for the investment
goods sector. Only in the intermediate goods industries have
production expectations clearly continued, in January, the steady
improvement of the preceding year, with the net balance of
respondents who expect production to rise, going from 6% in

Note. The main statistical measure used to summarize the results of the
European Community business surveys is the difference between the
percentages of respondents giving ‘positive’ and ‘negative’ replies to
questions. Increasing or upward trends in production, order-books and selling
prices are all counted as ‘positive’ (+ in the tables), and vice versa for
‘negative’ responses (— in the tables). An increase in stocks is counted as a
negative development, and vice versa. The differences between percentage
‘positive’ and ‘negative’ responses are called in the text ‘majorities’ or ‘net
balances’ (of £ ....... per cent). The monthly and quaterly data in tables 1 and 2
are seasonally adjusted, except where otherwise stated.

'

December (4% for the last quarter of 1978) to 7% in January. It should
be noted, however, that all three of the major sectors of manufactur-
ing industry in the Community, the consumer, investment and
intermediate goods industries, indicated steadily improving pro-
duction expectations in the course of 1978 (see Table 2). Thus, the net
balance of chief executives reporting a more optimistic (or less
pessimistic) short-term production outlook improved by 14% in the
consumer goods sector, by 12% in the investment goods sector and
by 7% in the intermediate goods industries between the first and final
quarters of 1978. In all these three sectors, industrialists’ production

GRAPH 1: Business climate of manufacturing industry - EC
total

Composite indicator based on the replies to the questions on
production expectations and stocks of finished products (a)
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(a) Net balances: i.e. differences between the percentages of
respondents giving positive and negative replies. Derived from
data as shown in Table 1, with the sign inverted for stocks.

Source : European Community business surveys.




expectations had regained, by the last quarter of 1978, their average
1976 level.!

A general weakening of short-term production expectations in the
consumer goods industries has become apparent in the major
economies. Thus, there has been a 4 percentage point decline
between December and January in the net balance of replies to the
production outlook question in the German consumer goods sector,
paralleled by a 3 point decline in France, 10% in Italy and an
unadjusted 29% fall in the United Kingdom. In the case of the UK, the
underlying trend in confidence among heads of enterprises in the
consumer goods’ sector is probably more positive than the January
data suggest, since the December data seem to have been
abnormally optimistic and the January returns are probably affected
by industrial relations difficulties and seasonal factors.

The results, at the national level, for the investment goods sector
indicate a strengthening of production expectations in the Federal
Republic of Germany and ltaly (the net balances improved by 4 and
3 percentage points, respectively, between December and January),
stability in France (a positive net balance of 9% in January as against
9% for the fourth quarter of 1978) and a sharp decline (of 16%) in the
United Kingdom, though here again the underlying trend may be
stronger than it seems. Of the other Member States, there has been a
great improvement in production expectations in all three major
industrial sectors in the Netherlands: the net-balance increased,
between the fourth quarter of 1978 and January of this year by 9% in
the consumer goods sector, by 17% in the investment and by 16% in
the intermediate goods sectors.

Production capacity and estimates of the number of months’
production assured by orders on hand. — In the course of 1978,
capacity constraints on industrial production have been loosening in
all the Member States covered by the survey, except Luxembourg,
reflecting some strengthening of investment combined with only a
moderate increase in output. Thus, the net balance of industrialists
who considered that production capacity was insufficient diminished
from 39% in February, 1978, to 23% in January, 1979.2 Considering
1978 as a whole, capacity constraints were at roughly the same level
as in 1977 and 1976, which suggests that the slower 1977 growth
performance did not result in increased industrial capacity margins.
The lack of substantial margins of unused capacity carried over from
the 1977 period indicates, of course, a relative weakening of short-
term industrial growth potential. Capacity utilization levels remain,
nevertheless, low relative to those reached during the 1973
expansion. The exceptions among the Member States for which data
are available are Belgium and Luxembourg where, no doubt because
of weak investment activity, the percentage of industrialists
considering capacity to be insufficient remains very high—in fact
relatively close to that reported during the 1972-73 expansion.

Assuming normal production conditions, orders on hand represented
3,5 months’ output for Community industry, according to the January
survey (see Table 3). Variations in the replies to this question are
relatively small, as can be seen from the fact that the number of
months’ activity so assured varied by only 0,7 as between the 1973
peak and the 1975 trough in the industrial business climate.? The
average of the 1978 data, indicating 3,4 months of production assured
by orders on hand, was the same as that of 1977. Given the slightly

better order-book position of Community industry (Table 1), the slight -

fall in the months of production assured was probably, as in the case
of the trend in replies to the capacity question, a reflection of
increased production capacity resulting from somewhat stronger
investment activity.

Improved outlook for industrial investment. — The full results of the
October/November, 1978, investment survey (published in ‘Results of
the business survey carried out among managements in the
Community’, 1/1979—ISSN 0378-4479) indicate that fixed industrial
investment will increase by 13% in value in 1979, by comparison with
1978.4 The corresponding figure for 1978 (increase in investment over
1977, in value terms) is now estimated as 9% by survey participants.
The industrial investment outlook for 1979 is particularly good in
Ireland, Italy and Luxembourg, with increases foreseen of 26%, 25%
and 27%, respectively. It should be borne in mind, however, that
these projections contain an implicit but unspecified element of
inflationary expectations and are, on past experience, subject to
substantial revision in succeeding surveys.
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Owing to lack of data, the UK is not included in the 1976 estimates.
Excluding Denmark and the United Kingdom, for which the relevant data are
not available, and (in January 1979) excluding also the Netherlands and
Luxembourg.

This figure is approximate, since the data used for two Member States,
namely Ireland and the United Kingdom, are either lacking or relate to
slightly different phases of the cycle

Partial results, and a longer time series, were published in the first (January
1979) issue of this supplement.

GRAPH 2: Production index (a) and business survey in-
dicators (b) for manufacturing industry - EC total
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TABLE 1: Monthly survey of manufacturing industry
Net balances: i.e. differences between the percentages of respondents giving positive and negative replies (a)

Range (b) 1976 1977 1978 1978 1978 1979
Peak Trough I’ 1l 1 \% Aug. Sept. Oct. Nov. Dec. Jan.
(1973) (1975)

D production expectations Filff =32 5 =S 2 B R s O bty iy e Bt B S St S ) +10
order-books FHED =73 —34 —42 -4 —44 —42 —40 —37 =41,:=389:' =39 '—38 =33 —30
export order-books +23°:. —33 e -6 g 3o I e o e A Rl R 0 et )
stocks of finished products —='of ) +43 +11 +18 +AT $:20; = 1951184742 oLt S - i s v ) Sasg
selling-price expectations +£580 0 14 28 +14 +19 w0 820 423 P8R+ 21526 +2V. 430 +i2d

F  production expectations 88720 +12 =5 ] e PR i) O o Ay A L e [ IR o R
order-books 268 —69 -20 —38 =31 =409 >=31.+=32"-=09 =32+=00""-23" =23 =19 =i
export order-books 324" —~66 —36 —34 =21 =820 597 =281 = ol R T T e =8
stocks of finished products —14 +50 S i +28 25 +28 +20-4R25 417 224 220 4160k 15 +18
selling-price expectations FRqB s 19 + 50 +42 52 D2 S50 83 a2 B3+ 82 54 52 +80 +47

IRL production expectations e | ] +29 +26 330D S 8 e S D I R R T E37
order-books A o =22 =18 ey =it 8 =53 B A P Tty i g
export order-books by =02 +24 E27 +19 82 ]9 SR8 -8 R e e e P 7 R S RN Sy =30
stocks of finished products R3S +10 i + 4 i F i e R o) e M L AT S =l ie
selling-price expectations st 64 + 56 +44 S35 +35 +29 +34 +44 +30 +38 +34 +48 +49 =frd

I production expectations +40 —43 Fd =15 0 HEBH =19 07413 2571 6 11 TR 4T +12
order-books " 301482 2D —46 —40 =83 =41.=38" =21 =86 =439 =33 6 =ilh i 14
export order-books Al oz BT, =27 —32 =29 —34:-=334~02" — 18 =382 —23 =04 =13/ -8 —23
stocks of finished products —2475+83 2 +38i ey +30 +29 +26. +16 eI 08 et 20 = i e +11
selling-price expectations 176 +10 +68 +38 +41 +37 +34 +39 +55 +41 +45 +52 +53 +60 +58

NL production expectations HE26RVIS23 Sl #5: SN2 RS e Ry ) i B R ST R T T 8 S +20
order-books a7 48 —31 —29 —24 29" =P s PA = T8 =25 =R = P 8y S —14
stocks of finished products sl b +31 +22 +i16 s e S e BAT = A2 T il S

B production expectations +31 —56 ST —24 —18 AR Y ST, L ST e T ol =12
order-books a4 —41 ~54 —49 = 5052 b0 dd A0S AT AT ISR D —42
export order-books FAlb =82 —46 —58 =91 7823 =67 =580, —45 =562 F=ABy—47 —43. +44 —38
stocks of finished products =147 F87 +6 +18 +22 th 21 06 1404 <7 e B s s o e A +14
selling-price expectations +64 —10 +28 +10 +14 e e e e HA8LR20 197 A9 18 +17

L production expectations +90 +98 =07, = =122 Eg =g R = hl— 40 =G B0 =4
order-books : ) =2 =73 —68 —= B4 605 B =65 ST O e 701 60560/ —73
export order-books ; ; Al =7 =16 S0 3= BE 78 —86- 84 ¥-84:,= 67 67 ilh.
stocks of finished products =23 +69 et =3 06 A A8 H A0 = AN 8 AL R e W TR e
selling-price expectations b6 +39 +55 +59 +79, 53 176 -+28 0 2835485 ok 25825 +12

UK production expectations : : 82 05 +20 P TR I T TS F200 718 22  F245 30, +18

(c) order-books g : | =14 =02 e e e e ) =20 = e O (AR 6 —=14
export order-books ! —24 =20 26 28 =00 Tar =1 28 =31 10 =23
stocks of finished products ! f A e 1 S b e e S g W e S U G +10
selling-price expectations : ; +74 +61 +50 +45 +48 ' +50 +52 +51 +46 +53 +42 +65 +60

EC production expectations i a0 +10 — 3 + 4 -4 OrSEESE S PR G O SE el

(d) order-books a7 =29 —40 =37 =45 =43 —34 =26 Eddye=810—805- =25 =20 =20
export order-books a0 —14 w23 =2 A e R e T T S E—=155%"18. I8l =il
stocks of finished products 2l A se ] +22 +20 +26 ;=5 238 +i18: -+ 13 AR 155E15 513 R 402 + 11
selling-price expectations e +48 ek 89 +27+80-+36 '+39 +36 136 +41: 138 K42 +39

TABLE 2: Monthly survey of manufacturing industry — Production expectations in the major sectors of manufacturing industry
Net balances: i.e. differences between the percentages of respondents giving positive and negative replies (a)

Industrial sector Range (b) 1976 1977 1978 1978 1978 1979
g Peak Trough I 1} 1 v Aug. Sept. Oct. Nov. Dec. Jan.
(1973) (1975)

D consumer goods +i18:7 —30 +10 0 =3 BT T2 i e [ O e S e B L 04
investment goods +17. 5 —28 Ay —i8 i 8 = 6} }=»9 Q. +.5 [0 1 e A R +10
intermediate goods +26° =41 +10 =12 =2 —HBav=nll) 07 + ¥ A b e R o S S S $+15

F  consumer goods AT =22 +26 + 3 +14 o T A R +19 PR T A 20 P8 +22
investment goods 99 1~ 31 1 S A1 2 ol B Bt B et = A L R S g ) + 9
intermediate goods =B ar—i80 +14 —2 ATaeg s T e R ETE Ao QRSB A b A S

IRL consumer goods i 2B 470 +22 +24 28 . 91 T05 L g6 +34 411 — 4" 3838 h5 +35
investment goods ) 5] +30 +82 + 53 =355l H2T + 18004 =83+ 5 hid4 +46
intermediate goods S a2 +27 + 3D +25 +28 AT 1T 437 +28 48438 " +87 35 +34

I consumer goods Bt =h0 +10 0 0 =S TE R b7 U i 1 0 o G Wy S [ o | 22 + 12
investment goods +41 —34 + 4 =8 =08 = e 1 W e i T LA bl + 6
intermediate goods +49.. -39 +i-3 =19 2 T b ey i (5] . o Lt i = ot LR +16

NL consumer goods e R ] = +0q ST T PSRRI EETg e R R e e s o e =18
investment goods +42 -—53 i D) 0 e S RS ~= B i S (P et +45
intermediate goods +43 —22 A6 EEr 2 Al s A Sridach 18 o 6eRe 6 B 00 R 16 +22

B consumer goods +34 —43 =32 -14 =ig R R e e T ) Tl e [ A Ll AT ~lg
investment goods 27 Y -8 pil. =25 ~28 S v AT e e 0 e T e e B B A e 1 1) =14
intermediate goods Hebi—63 GelD =l SalD el bl umal T e e T A e =il2

L consumer goods +43 —78 =385 —41 =23 b e [ R T R =07 =28 =g =020 =B
investment goods +33 - —41 — 4 =18 S s e ML ol EEl N | B8 (e N =12
intermediate goods : ; —14 ok 2 s I e B8 B = B =15

UK consumer goods ; { : +33 +26 =30+ 18 25 "E38 +23) 7260 =27 £ 30" -=47 +18

(c) investment goods : E : +26 il s S e e e H bR 2 R8T R e 2 4415
intermediate goods : g i +20 25 $OF 20 D6 {95 = 24NEE338 -2 129 130 +10

EC consumer goods I =20 +16 + 4 =00 P EREL I ERAE FA4EE 1288 6 2 +13
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Note: The annual and quarterly figures are averages of the corresponding monthly data.

Source : European Community business surveys.

(a) Details of the questions are given on page 4.

(b) These are the extreme recent (high and low) values of the net balances of the different questions, reached in the course of 1973 and 1975, respectively.

(c) Except for the production and price expectations questions in Table 1, the data for the UK have not been adjusted for seasonality, owing to lack of sufficiently long time-series.
(d) Owing to lack of data for certain Member States, Community totals are sometimes incomplete.




TABLE 3: Survey of manufacturing industry — Questions asked each quarter (a)

Expected capacity constraints: i.e. net balance of respondents expecting capacity to be insufficient in relation to production expectationg
Estimated number of months’ production assured by orders on hand

Range (b) 1976 1977 1978 1978 1979
Peak Trough | Il ] \" |

1973 1975
D expected capacity constraints 56 =2b +35 87, +33 FaTEE29 T3 32
duration in months of assured production 3,3 2,8 2,9 2,9 29 2,8 2,9 3,0 2,9 2,9
expected capacity constraints +45 —42 2 +26 +28 +28-  +3i S - +19
duration in months of assured production 3.5 2.7 3,0 3l 3.5 3,9 2,9 3,0 4.4 3,1
IRL expected capacity constraints +34 =18 +20 S =S $£5 S| : =Bl =K
duration in months of assured production PEER 1,8 ) 2,0 2.1 2,0 2,0 2.2 2,0 2]
I expected capacity constraints +63 =10 +41 +40 +46 +53 +42 Bl ) sl
duration in months of assured production 4,7 3.7 4,0 4.1 4,2 4.1 41 42 43 41
NL expected capacity constraints +60 =28 +43 445 +40 +45- . -=40 e +34 ¢
duration in months of assured production 47 2,6 4,5 4.3 3,9 43 4,3 27 4.3 4,2
B expected capacity constraints +64 —18 =5 Bl +61 57 +61 +58 RS +52
duration in months of assured production 4,5 2,8 3.3 3,0 3,0 2,9 3,0 3,0 3,0 3,1
E expected capacity constraints +75 T2 £72 +72 +69 +69 +69 < +70 3
duration in months of assured production 3.5 1,4 1[4 1,5 1.5 1,4 1,4 17 1,6 1,6
UK expected capacity constraints : : : 5 ; ! ; 2 ! ]
duration in months of assured production : s 3 4,3 3.6 4.1 3,6 3,0 3.6 3:2
EC expected capacity constraints +54 ST +33 + 36 +-38 89133 A + 23
(c) duration in months of assured production 3,7 3,0 3.2 3,4 34 356 3.2 3.1 3,6 3.5

* Peak, 1974.
Source : European Community business surveys.

(a) Details of the questions are given on page 4.
(b) These are the extreme recent (high and low) values of the net balances of the different questions, reached in the course of 1973 and 1975, respectively.
(c) Owing to lack of data for certain Member States, Community totals are sometimes incomplete.

European Community business surveys

The Community’s business surveys, of industry and the construction sector, have been
progressively developed since 1962. They are undertaken by national institutions on the
basis of the Commission’s harmonized questionnaires. The results are communicated to
the Commission which processes and publishes the data for Member States and the
Community as a whole. The number of enterprises surveyed in manufacturing industry is
about 20 000, and in the construction sector about 10 000.

The questions put in the business surveys have the content and periodicity set out below ;
in generai, the questionnaires are sent out at end-month and are returned by the
respondents in the course of the following two or three weeks.

Construction industry -

Monthly (except for France and the United Kingdom, where the survey is carried out

quarterly):

— current production compared with the preceding month: up, unchanged, down?

— factors holding up production: bad weather, shortage of manpower, shortage of
equipment, none?

— order-books or production schedules: above normal, normal, below normal?

— employment expectations for the months ahead: up, unchanged, down?

— price expectations in the months ahead: up, unchanged, down?

Quarterly (undertaken in March, June, September and December):

The surveys are undertaken by:
QUESTIONS D — Federal Republic of Germany: IFO (Institut fir Wirtschaftsforschung)
ding food, beverages and tobacco F — France: INSEE (Institut National de la Statistique et
des Etudes Economiques)
IRL — Ireland: Cll (Confederation of Irish Industries) and
— ESRI (Economic and Social Research Institute)
| — Italy: ISCO (Istituto Nazionale per lo Studio della
Congiuntura)

NL — Netherlands: CBS (Centraal Bureau voor de Statistiek)
B — Belgium: Banque Nationale de Belgique
L — Luxembourg: STATEC (Service Central de la Statistique et des Etudes

Economiques)

M facturing ind Vs
Monthly:

— production expectations for the months ahead: up, unchanged, down ?
— stocks of finished products: above normal, normal, below normal?

— order-books: above normal, normal, below normal?

— export order-books: above-normal, normal, below normal ?

— selling price expectations in the months ahead: up, unchanged, down?
— production trends in recent past: up, unchanged, down?

Quarterly (underta_ken _in March, June, September and December):

— capacity utilization: in %? e i UK — United Kingdom: CBI (Confederation of British Industry), for the manufacturing
— production capacity: not sufficient, sufficient, more than sufficient? industry survey.

— duration of assured production: in months ? — DI (Department of Industry), for the investment survey.

— new orders in the recent past: up, unchanged, down? — DE (Department of Environment), for the construction survey.
— export-orders expectations for the months ahead: up, unchanged, down?
— stocks of raw materials: high, normal, low?

Three times a year (undertaken in January, May and October):
— limits to production: none, insufficient demand, shortage of labour, lack of equipment?

Half-yearly (undertaken in May and October):
— Employment expectations for the months ahead: up, unchanged, down?

All ind! ies, including ing, extractive and food
Half-yearly (undertaken in February/March and October/November):

Supplement B to ‘European Economy’, gives a monthly selection of the most recent
results. Articles containing more detailed analyses and longer time-series of data will
appear periodically in the main editions of ‘European Economy’. The surveys of
manufacturing industry are broken down by twenty-one industrial sectors, and also by
consumer, intermediate and capital goods branches; the results in this detail are
published each month by the Office for Official Publications of the European Communities
in ‘Results of the business survey carried outamong managements in the Community’ (ISS

— investment trends and prospects: yearly percentage change of investment expenditure

No 378.4479). The results of consumer surveys appear three times a year in Supplement C
in current money values.

to the ‘European Economy’.
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