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Hesitation in the business climate. — Fluctuations in industrial
confidence have been noticeable since the beginning of this year, in
contrast to the smoothly rising trend which characterized the 1978
recovery. In April, the business climate indicator (see Graph 1 and
Table 1) declined by 1 percentage point from the peak levei of the
preceding month but the index remains at a relatively high level. For
the Community as a whole, the production outlook, a component of
the business climate indicator, weakened marginally in April and has
now fallen by some 4 points from the peak reached in December,
1978. (See Graph 2 and Table 1.) This moderation of the production
outlook is probably related to the slight increase (1%) in the net
balance of chief executives who consider finished-product stocks to

be excessive. Order-books, on the other hand, are still improving

strongly; in April, the number of industrial chief executives
considering order-books to be below normal fell by 4% (from —17%
to —13%). Export order-books are considered even stronger than
those of domestic origin, a situation which has characterized the
survey results in recent years. Other indicators reported below
confirm the buoyancy of order-books, and stability in the adequacy of
production capacity available. ;

The outlook for industrial selling prices eased slightly in April by
comparison with March, the net balance of industrialists expecting
prices to increase declining marginally from +49% to +48%. The
outlook for industrial price increases remains, however, relatively
inflationary by comparison with the survey results for 1977 and 1978.

The industrial business climate in the Member States. — In April, the
industrial business climate improved slightly in the Federal Republic
of Germany and France, butfell back in the United Kingdom and Italy.
(See Graph 3 and Table 1.) In both the Federal Republic of Germany
and France, the improvement in the business climate was of minor
proportions (a favourable movement of 1% and 0.5%, respectively in
the net balances of replies), but continues to indicate a recovery in
confidence from the declines observed in January (France) and
February (Germany). In both cases, however, the climate indicator is
still short of the peak reached at the turn of the year. A decline in
excess stocks of finished products is responsiblie for the improvement

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, stocks and
selling prices are all counted as ‘positive’ (+ in tables), and vice versa for
‘negative’ responses (— in the tables). For the purpose of interpretation, an
increase in stocks is considered to be a negative development, and vice versa.
The differences between percentage ‘positive’ and ‘negative’ responses are
called in the text ‘majorities’ or ‘net balances’ (of *...%). The monthly and
quarterly data in Tables 1 and 2 are seasonally adjusted, except where
otherwise stated.

¢

in the business climate in both cases. Foreign orders improved
markedly in the Federal Republic of Germany, with a net balance of
9% German respondents now considering foreign orders to be above
normal (the figure was 1% in March and 0 for the first quarter as a
whole). In France, the backlog of domestic orders improved. There
remain high levels of expectation of industrial price increases in both
the Federal Republic of Germany and France.

The deterioration in the business climate was relatively minor in the
United Kingdom (the business climate indicator declined by some 3%
in April) but more important in Italy, where the climate indicator
weakened by some 8.5%. However, especially in Italy but also in the
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(a) Composite indicator based on the replies to the questions on

production expectations and stocks of finished products. The
indicator is an average of the 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.

Industrial production excluding building and construction and, in
the case of France, the foodstuffs and beverages industry. Three
month’s moving average.

Source : European Community business surveys and EUROSTAT.
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United Kingdom, the deterioration in the business climate indicator is
less serious when seen in the context of the high levels of business
optimism reached in those countries in recent months. The prospect
for increases in industrial selling prices eased back somewhat in
April in both the United Kingdom and ltaly.

In the Netherlands:and Belgium, the business climate indicator based
on the survey carried out in April, was at about the same level as that
observed in the final quarter of 1978. In the case of the Netherlands,
this represents a deterioration in relation to the first quarter of 1979
but in Belgium it reflects a recovery from the poor first-quarter
results.

Production expectations in the major industrial sectors. — The
improved production outlook for the Community’s investment-goods
industries, which emerged in the final months of 1978 and in the first
quarter of this year, was maintained in April. This overali stability,
however, is the result of two disparate trends, namely, an
improvement in the investment-goods production outlook in the
Federal Republic of Germany, the Benelux region and the United
Kingdom and a deterioration in France and ltaly (see Table 3). In the
Federal Republic of Germany, the production outlook for investment-
goods is particularly good: a net balance of 9% of heads of
enterprises in the investment-goods sector expect increased pro-
duction in the coming three or four months, a result which is
substantially better than the 1976 average (a year of strong economic
growth) and not far short of the earlier cyclical peak reached in 1972/
73. In the consumer-goods industries there is some evidence that
production prospects have weakened since the turn of the year, atthe
level of the Community as a whole.

Number of months’ production assured by orders in hand. — The
present backlog of orders, according to the results of the survey
carried out in April, represents 3,6 months’ production for the
Community’s manufacturing industry (see Table 3). This is a high
figure in relation to the experience of recent years, being close to the
cyclical peak of 3,7 months’ production observed in 1973. Significant
increases in the period of production assured by orders on hand have
been reported recently by industrialists in the Federal Republic of
Germany, France, Italy and the United Kingdom.

Adequacy of production capacity. — The movement towards a fuller
utilization of available industrial capacity in the Community, which
can be inferred from the evolution of industrialists’ opinion in the
course of 1978, appears to have stabilized (see Table 3). Thus, while
the net balance of respondents considering capacity to be more than
sufficient (by reference to orders on hand) declined from 33% in the
fourth quarter of 1978 to 23% in the first quarter of this year, the most
recent survey result (24%) was virtually unchanged. Nevertheless, at
the present level, the net balance of industrialists reporting excess
capacity is substantially less than that observed on average during
the past three years. Of the Member States for which data are
available, the Federal Republic of Germany and Italy reported, in the
April survey, a marked decline in the percentage of chief executives
reporting excess capacity. In France, on the other hand, the net
balance of industrialists considering capacity to be more than
sufficient went from 19% in January, 1979 to 27% in the most recent
survey.

8 May 1979.
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Source: European Community business surveys.
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TABLE 1: Monthly survey of manufacturing industry — Monthly questions and the composite business climate indicator
Net balances: i.e. differences between the percentages of respondents giving positive and negative replies (a)

Range (b) 1976 1977 1978 1978 1979 1978 1979
Peak Trough ] i v | Nov. Dec. Jan. Feb.March April
72/73 74/75
D production expectations S s 5 =8 S =5 (15 i EEALT an e ] 107 250 B T
order-books EoE =73 -34 —42 —-41 =l AN S =3T =27 98, =33 —30 ‘—-28° -23 -23
export order-books +23. -33 + 8 -6 -8 -1 -8 -2 0 - 4 0 +1 -1 +1 +9
stocks of finished products e, Tk +43 414 +18 AT A0 180 12 +10 1€ . 310 G G W B SO
selling-price expectations G e +28 +14 +19 +18 208 L33 +26 +21" 422 +21.++26 132" +32
business climate indicator Fube. =375 =33 -13 =188 SA3B =Y s =15 i e +£0,5 =31 =15 =205
F production expectations a3 =00 i v =5 +.5 R O + 8 +12  +13 + 9 +°7 48 +-8
(e) order-books +26 —69 -20 —38 =31 =318 =325 —23 —16 =23 —19 =450 5 =10 gl el =g
export order-books +24 —66 —36 —-34 ot il D0y DR =g e e il - Gt L B e ]
stocks of finished producis =440 £50 +.46 +28 +325 29 S8 AT +16 - et s 18- 14 _R15 k12
selling-price expectations B (R o [ +50 T +42 +52 +50. 83 +52 +49 +62 450 +47 +47 +54 +58
business climate indicator +23,5 —39,56 +.3 16,5 ==l Rl =53 = b w1 et | =45 ~"3.8 =1 3,513
IRL production expectations 2 =21 +19 +29 +26 S | SR o] +28 +42 +37 +26 2 p
order-books —68 =29 S o) =58 @i t=23 =18 = e e 2 f
export order-books =22 +24 +27 +19 +19 + 8 - +18 A3 07 +30 +29
stocks of finished products +35 +10 + 4 + 4 o b s S i e Y e K
selling-price expectations +64 +56 +44 +35 +29 +34 +44 +48 .+49 +41 +51
business climate indicator ARyl +-4.5 +=i12.5 +11 +10,5 +10,5 +13 4 hior =185 +21,5.+11,5
I production expectations +40 —43 23 =) 0 ) 0 +13 S +14 +14 +42 7 418 A 14n = h
order-books 3 1 =82 =25 —46 —40 47 =388 —21 =8 =16 =15 7S L8 k)
export order-books 43 =87 =27 =32 -29 SR e =1 =13 =8 =237 Tiga A SN g3
stocks of finished products — e +12 +31 £25 s R e + 4 +15 +12 I rE iy =2 e
selling-price expectations +76 - +10 +68 +38 +41 +34 +39 +55 +63 +53 +860 +58 . +65_  +67" +62
business climate indicator +32 -—48 - 45 -23 =128 9 =380 = NS ~ 5.5 0,5+ 4 40,5 -FE7, Sde 18 =BG
NL production expectations +26 —23 + 1 SEdNt S =] AR il e, il +20 416" A 18 AT
order-books b e ~31 —29 —24 s e =T S8R =S E B e i [ e
stocks of finished products = gl S ARG7 +31 +22 +16 sEA7E SEIG R S i Ay e + 805 13 14 414
business climate indicator +13,5 —40 -15 -10,5 Al SHQtC— R ol 155 =1(3;9i=-3.5 '8 b Ad = B =38
B production expectations +31 =00 —2f —24 i =edn —A9 =7 —10 SiSci=10 oo VRl I g el
order-books +13° . —14 —41 —54 —49 —52 —50: —44 -39 —43 —-42 =42 °'—37, —37 :.=36
export order-books 445 b =82 —46 —58 —8&1 =Ry =G0k —33 —43 —44 —38-1)=39 =00 =300
stocks of finished products A B +6 +18 +22 +25 '\ +24 +17 +20 g O -+14 '+-237 23" 19
selling-price expectations +64 —10 +28 +10 +14 +9 +16 +19 +20 +19 +18 +AT 205 235 21
business climate indicator k2P H- =485 1. =185 . =2 =20 —24,5: =215 —12 =15, Sid2> = 115 S I8 S TS
L production expectations +90 +98 =47 = 0 —22 el B g + 8 e — =44 " R4 = S =EE
order-books . : =72 —73 —68 =B85 76 ,":-65 =70 —60 —60 —73 =174 =568 " =60
export order-books 3 . =78 =78 —76 0 4 (=186r | =73 —73 =0l 67 =78 =75 —69 . —b4
stocks of finished products —23." +69 g +13 + 6 bl [0l MRl +24 S pe i R .3+ 16 64" 6
selling-price expectations 1. =46 +39 +5b +59 +53 © =76 . +28 +19 b e 26 +12. 4261 47100 48
business climate indicator +H56/60 <1457 . —125 " (=105, *~14 =Bl 2R =10 =30 =S =7 — 85+18 —34,5-345
UK production expectations : ¢ s +25 +20 +14  +20" +25 +23 +24 +30 +18 +23 +28 +28
(c) order-books +34 -14 —20 e b R T 10 e e £ =18 =17 (14" 58
export order-books +32 =] —24 e G L S ST —~27 —24 -20 =80, =2f 23 =10
stocks of finished products £43 +10 e P 12,0518 1Y +10 +18 r 12 +14 +14 + 2 + 8
selling-price expectations +74 +61 +50. +48 =80 +52 +64 +42 +65 +60 +63 +70 +68
business climate indicator : 2 +14,5 Tl +.4 Ll 1 (T S S =+ 5,519 + 2 +'45+13  +10
EC production expectations +H2p.7 c=30 +10 =18 + 4 U T +11 iy g7 oV o5 R O R T
(d) order-books +15 —64 =17 —40 =07 —36 —34 | —25 -20 =271 v=23 =23 — 2 LTSRS
export order-books #2007, —42 e | - =28 =21 e | s R Q) e R il L oo | BN o E R
stocks of finished products =40 L i+43 +11 +22 +20 B s o -2 +137 12 L o A - T
selling-price expectations +61 +12 +48 +33 +33 +30 +36 +39 +44 +38 +42 +39 +43 +49 +48
business climate indicator +15,5 —36,5 =405 -12,5 o S0 A5 =66 0 | P R | e 0.5 05 RN SRS

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)

: Range (b) 1976 1977 1978 1978 1979 1978 1979
Industrial sector
Peak Trough L} 1] v | Nov. Dec. Jan. Feb.March April
72/73 74/75
D consumer goods 38 . =80 +10 0 =3 b R L M S 0 R e S et s B e S
investment goods i | e b =8 =] g Qs k05 8 s = ol R R R
intermediate goods +26 —41 +10 =12 o =0 0 AT 1 ol i 145 A4 Her B 48
F consumer goods +42 —-22 +26 R +14 b P L i +18 +22 +25 +22 +13"+a9i (K15
(e) investment goods 38 ¢ r<31 +11 =g +42 MERB e A O | =G g Pt 2 e o L S
intermediate goods 438 .0 ~39 +14 =Ae +43 g AT R R R + 2 +80 8 g s o B o T
IRL consumer goods —28 +10 +22 +24 121 +25: 126 +33 +50 +35 +39 ¢
investment goods —65 +15 +30 +32 +35 s+ et 27 +5 +4 +46 +30 3
intermediate goods =20 A7 +32 +25 s e 3 +37. +35 34D 3 3
I consumer goods +38. | <55 +10 -10 0 <o [ T +14 G 22 #1427 415 =5 A SHHE
investment goods +41 —-34 24 =8 ~(.8 o N s A +10 A U6 12 S T
intermediate goods +49°  —39 +-3 —19 +1'2 A e e +19 +15:15 +16- 25 A5 a8
NL consumer goods +33 -—-26 S + 4 ap T e 0 A O +12 +10 + 9 180 LD
investment goods +42 —53 = =2 0 B e s e 7| AT SN o Dol iR 45 e
intermediate goods +43 —22 + 6 4052 + 2 ot e A e D +22 +£10" Set-06 22 -7 ARG R
B consumer goods +34 —43 i —14 —-16 = (R M ) —10 = 95715 =08 B ol D
investment goods +27. <. —58 = =25 —25 =R =30 =T =42 19" =10 =48 A0 71D
intermediate goods £25 =63 =15 —35 —-15 e e < A =B =l S =A 2 SE s A=
L consumer goods +43 -73 —35 —41 -23 =14 =31 =189 —14 =920 sl e YA
investment goods 38 T4 4 =18 =T e S P B =8 a2 8 i e B T
intermediate goods 7 : —14 =4 —-23 = =62 O +10 + 15ii#=10 =152=£50 . SHeeTS
UK consumer goods +33 +26 +15 +25  +35 +26 +30 +47 +18 +22 +39 +25
(c) investment goods +26 +11 e i o s S 7 13 +12 +21 +28. +19 - 45" 419
intermediate goods : 2 5 +20 +25 F20 4260 125 +18 +23  +30 +10.- + 17 2620
EC consumer goods R =28 +16 + 4 %9 + 4 '+13. 416 Hi2 458" 21 R i - B 1 2
(d) - investment goods +28 -—29 + 6 -1 0 -2 +1 + 4 + 7 +5 +6 +7 +8 +7 +7
intermediate goods +32 =87 +10 8 + D 2 G ke e e i | H=11 +40. ~+13 S o i e 6 P [T

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. For a description of the climate indicator, please see the notes to Graph 1.
b

) These are the extreme recent (high and low) values of the net balances of the different questions, reached in the course of 1972/1973 and 1974/1975, respectively.

(c)
(d)

Because sufficiently long time-series are now available, all the UK data have been adjusted for seasonality. (In numbers 1 to 3 of this Supplement only the production and price
expectations questions were so adjusted.) This has required retrospective adjustment of the UK order-book and stocks series.
The most recent data are subject to revision.




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

Estimated number of months’ product|on assured by orders on hand

Expected capacity constraints: i.e. net balance of respondents expecting capacity to be insufficient in relation to productlon expectations

Range (b) 1976 1977 1978 1978 1979
Peak Trough ] 1] 1\ | ]
1973 1975

D 33 2,8 2,9 2,9 2,9 29 3,0 29 29 32
F 3,5 2,7 3,0 3,1 3,5 2,9 3,0 4,4 31 39

IRL 2,2 1,8 2,0 2,0 21 2,0 2,2 2,0 21 -
duration in months i 47 3,7 4,0 4,1 42 4.1 4,2 4,3 4,1 4,5
of assured production NL 4,7 2,6 4,5 43 39 4,3 2,7 4,3 4,2 4.2
B 4,5 2,8 33 3,0 3,0 3,0 3,0 3,0 3.1 3,2
L 3,5 1,4 1,5 1,5 1,5 14 1,7 1,6 1,6 1,9
UK 43 3,6 3,6 3,0 3,6 3,2 35
EC ((d) 37 3,0 3,2 34 34 32 3,1 -3,6 3,2 3,6
D =53 +56 +35 +37 +33 +29 2 +32 +32 +22
F —24 +45 +22 +26 +28 +31 5 +23 +19 +27
IRL : +34 +20 + 4 =1 = 5 = B! o P -
adequacy (+) or inadequacy (—) 1 S +63 +41 +40 +46 +42 4 +42 +37 +18
of existing production capacity (c) NL 4 +60 +43 +45 +40 +40 2 +34 s +29
B —12 +58 +51 +61 +57 +58 2 +53 +52 +51
L =2 +73 +72 +72 +69 +69 : +70 ; ?
EC (d) =i +54 +33 +36 +35 +33 : +33 +23 a2

* Peak, 1974.

(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) Answers to the questions whether, taking into account the level of order-books or production plans, existing production capacity is more than sufficient (+), sufficient (=) or less than
sufficient (—). Thus, negative net balances (capacity less than sufficient) indicate high levels of capacity utilization and positive net balances (capacity more than sufficient) are
associated with low levels of capacity utilization.

(d) Weighted total of available country data.

Source : European Community business surveys.

European Community business surveys Construction industry ;
> . y Monthly (except for France and the United Kingdom, where the survey is carried out
The Community's business surveys, of industry and the construction sector, have been quarterly):
progressively developed since 1962. They are undertaken by national institutions on the — current production compared with the preceding month: up, unchanged, down ?
basis of the Commission’s harmonized questionnaires. The results are communicated to — factors holding up production: bad weather, shortage of manpower, shortage of
the Commission which processes and publishes the data for Member States and the equipment, none?
Community as a whole. The numbgr of enterprises surveyed in manufacturing industry is - order-books or production schedules: above normal, normal, below normal?
about 20 000, and in the construction sector about 10 000. — employment expectations for the months ahead: up, unchanged, down?
The questions put in the business surveys have the content and periodicity set out beiow; — price expectations in the months ahead: up, unchanged, down?
in general, the questionnaires are sent out at end-month and are returned by the Quarterly (undertaken in March, June, September and December):
respondents in the course of the following two or three weeks. — duration of assured production: in months ?
QUESTIONS The surveys are undertaken by :
M. e o D — Federal Republic of Germany: IFO (Institut fir Wirtschaftsforschung)
Monthly: Ingimdusty, glaoe, Devaragesiandiobacco F— France: INSEE (Institut National de |a Statistique et des Etudes Economiques)
— production expectations for the months ahead: up, unchanged, down? IRL 7 gg:;ndE: all (anfeddersathnl?qf Irish Ir,‘_'dlL’S'{.'teT) il
— stocks of finished products: above normal, normal, below normal ? (Economic and Social Research Institute)

— order-books: above normal, normal, below normal? | — Italy: ISCO (Istituto Nazionale per lo Studio della Congiuntura)

~ export order-books: above-normal, normal, below normal? NL” =Netherlands: CBS {Gentraal Bureau veor. de Statistick)

— selling price expectations in the months ahead: up, unchanged, down? B — Belgium: Banque Nationale de Belgique ;

— production trends in recent past: up, unchanged, down ? L — Luxembourg: STATEC (Service Central de la Statistique et des Etudes
% Economiques)

Quarterly (undertaken in March, June, September and December): UK — United Kingdom: CBI (Confederation of British Industry), for the manufacturing

— capacity utilization: in % ? industry survey.

- prodqctlon capacity: more than‘s_ufficient, iufficient, not sufficient? DI (Department of Industry), for the investment survey.

% ::rat‘lfr’gec;fs?ﬁstl;]f‘:ez;"rgus:s"t”‘ '; m&'ﬁ:ﬁéed i - DE (Department of Environment), for the construction survey.

o w Iup, u % 7

— 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): Supplement B to ‘European Economy’, gives a monthly selection of the most recent
— limits to production: none, insufficient demand, shortage of labour, lack of equipment? results. Articles containing more detailed analyses and longer time-series of data will
Half-yearly (undertaken in May and October): appear pe(iodi.cally in the main editions of ‘Europeap Economy’. The surveys of
— Employment expectations for the months ahead: up, unchanged, down ? manufactqung mdus;ry are brokeq down by twenty-one industrial sez_:tors,_ and aIAso by
T e el 4 ‘ % consumer, intermediate and capital goods branches; the results in this detail are
All ies, ing, extractive and food published each month by the Office for Official Publications of the European Communities
Half-yearly (undertaken in February/March and October/November): in ‘Results of the business survey carried out among managements in the Community’
— investment trends and prospects: yearly percentage change of investment expenditure (ISSN 0378-4479). The results of consumer surveys appear three times a year in
in current money values. Supplement C to the ‘European Economy’.
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