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T1.0 ‘During the last months of 1973} intérﬁgtionai economic relations

., were over-turned as a result of new policieé ﬁursued by the‘oii-producing

stetes. At first the states introduced restgiéﬁions on.the ouitput and distri-
bution cf cil., Then they increased the prices of their oil export by suncessive

stages. Prices now stand some 180 % above their level in early 1973 although

- the quantitative restrictions have been largeiy removed.,

gfz, » This has had its effect on the prospects for employment. At first,

employment appeared to be threatened by cuts in production resulting from
material shortages. Now the threat comes mainly from the impact of oil
price increases on the balance of payments of Member States and their world

trade partners, on domestic inflation, and on the pattern of internal demand.

3. It 1s the opinion of the Commission that the unemployment arising
from the recent develobments could normally be limited to an amount smaller
than that ohserved during recent cyclical fluctuations. Much will depend,
however, on the way that the eccnomies react within the next twelve months
to the initial shock, and on the manner in which the effects are spread,

both as between comntries and as between social groups within the Commmnity.

4. - If the adverse’ effects of the crisis are not distributed too uevenly,
there could be, after a limited and short-term impact, a rather rapid return
to previous levels of growth and employment, 'although with changes in thelr

structure. If not, Member States and the Community would be exposed to the risk

of a cumulative deterioration in their economic situation. This could lengthen
considerably the period of adgustment and result in a longer and more serious

period of h1gher nnemployment.




5. The Commission's report to the Council on the consequences of the

fuel crisis for the overall economic situation (Jemuary 1974) and its recent
communication to the Council on guidelines for economic policy in 1974 havo
already presented an assessment of the broad economic consequences of the
energy crisis. In view of:the major. concerns arising in the field of employment
an: . assessment u°f- f- the outlook in this area. was requested. This paver

presents such an assessment.and identifies actions which the Commission feels
should. be taken by the Community, National Governments,. Trade Uriions and °

Employers. It concentrates mainly on the issues that will arise-o#er the two

next years, =~ The Commicsion intends to prepare & phpér on‘the longer tenm.

outlook_aS-and when the trends in employment become more clearly discernible.

1. THE EFFECTS ON' EMPLOYMENT

6. The'new situation faciné the,Eunopean'economios is_characterized by
two factors. :'. | o -
. = a substential deterioratlon in the terme of trade, meaning thét more
| real resources will have to be eyported to pay for the same amount
of importe 3 o A
T = a marked change in the structure of in+erna1 nrices, which will result,
directly or 1nd1reotly, in changes in .the pzitern of activities and

emnloyment withln the Communlty.

T. o The major consequences of these changes will beffirst a substantial
check to the growth of real incomes in the short term; second, a marked change
in the’ pattern of world trade, and of act1V1ty and employment within the
Communlty. However, there are gooo vrounds 1o exoect that the nnderlyino
trends for- growth should not ‘be impalred énce the in*tlal shock has been
absorbed appropriately. This’ assessment of the emp10Jmeat outlook will thuo
ooncentrate on the 1mmed1ate impact, on some possible rlsk over the next two

years and on & prellmlnary outline of some struct ural changes to be expected.

' . . ’ ) oo



VéffThe 5n1tia1 impact ' , ‘ Sfﬁ
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The 1n1t1 1 mechanical effect of higher 0il prices is to reduce the

"purbhaszng power of thc Communlty (the totnl import bill will be

.1ncreased B" about a ouarter) The equrt of a higher proporticn of

3;?tota1 CommunlLy output in exchange for the same amount of imports means
that, in the: absence of borrowings from abroad the Community would have

to ‘accomodate a lower rate of aﬁt1v1ty than was. previouely forecast.

_ The first assessment of the Commission in January was made on this
ba51s; it foresaw a reduction of the growth rate.of the Commumity's GNP
e;by some l%‘p- On this basis, the volume of employment might fall by some
' 0,? % This effect may not be fﬂlly apparent in the statistics available
durihg 1574. Unemployment figures - which are the most up-to-date indicators
' ..of demend for labor ~ do not normally increase pro-rata with a decline in
Aemploymentﬁ Some of the reduction in employment takes‘the form of reduced
hoﬁrs of work. Morcover, fewer people seek work when.there are fewer opportu-
‘nltles for work, ‘and they may not be officially recorded as unemployed.
Consejuently, increases in overall unemployment rates mizht be contained
. to, say, 0,3 % or 0,4 %.
While the reduction in the purchasing power of the Commmnity has to be
faced in any case, the impact of this reduction on employmenf and activity -
:as outlined here - can . be altered by the interplay between trade and monetary

.. relations and internal economic peclicies.
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9. " "Itiisef serious‘ccncern that reductions in the:raté bf1gr¢WthVi
of real- incomes and. further"price‘increases have itd ‘be"hbsorbed at a
time when-inflation has. already resached serious proportions. i 5. ..

‘Individual cowntries have faced similar adverse movements in their terms

of trade without a long-term decline in employment levels. However, the
pattermn of income distribution is already being disrupted by inflation to

the ¢éost of the weaker_sectione Qf.society. If efforts are made - especially
by the stronger groups - to mainfain past rates of growth of real incemes

by demanding higher money incomes, :the consequent aggravation of infletionary
pressures could only be coped with by measures leading, directly or indirectly,

to higher unemployment. " ) : :- S gmw

10. The effects of‘the crisis do not imping:c evenly on llemher States.
This 18 a reeulf, not oniy of differences in oil requirements, dbut of
dlfferences in ths availability of foreign exchange reserves to meet the
balance of payments costs. The impact also depends on the general economic

- context existing within each country - both its cyclical and structural

aspects.

11. As regards the short-ierm employment ocutlook, it is possible to
distinguish two groups of countriee 3

- in Germany and the“Beﬁelux countries tﬁe_qverell‘effectlbf“therbil crisis
seems to be rather limited s %alance of ﬁaymenfs,prospects allow them %o - -
absorb the oil price increases withoﬁf subs%antial difficulties in the field
of employment.

- there is more concern in Italy, the U.X. and Ireland, where the
difficulties resulting from the " C 8% i tuation will be compennded - in different
ways for each country - by the initial rates of inflation and the balance of
payments situations. France and Denmark face similar preoccupations, dut to

a lesser extent.




Asgessment of further risks in the context of economic interdependsr-e

12. Additional factors will progressively influence econdmic trends and
modify the initial impact. The outlook for the two next years will be
esgentially determined by the responses of natlonal economies to this impact,

end ty the interplay of these responses.

13. The risk of a possible drop in public and business confidence (as

a result of higher oil prices and of the insecurity caused by the crisis)
now seems tc have diminished considerably -~ although it has not been com-
pletely eliminzted. The most recent data on employment (February in most
countr’cs), suggest no 51gn1flcant deterioration although there is a slackening
of new recruitments. Consumer demand for durable goods has returned to a
more normal pattern after the Fivst shocks attitudes to busziness invest-
ments have also beccme less uncertain. The high level of public expenditures
is a bullt-in protection against”cumulative drops in infernal dnmand and
governments seem adequately equlpped to master this tyne of pos51blc
development.

14. Under the present circumstahces and as a response to the initial
impact, Member States will try %o devote a larger share of their total
resources to exports in order to finance the higher cost of imoorts. Invest—

ments will have, at least, to be maintained at their previous levels



(and ehould in fact increase) in order ‘to- accommodate the new pattern of
activity required. A shift of resouvrces away from consumbtion and public
expenditures is thus required in the short term, “but '/wil'l‘ be difficnls to‘
achieve in practice. It is to bo fearéd that competing claims'on'total
resources will come to constituie addltional snimulli to the inflationary

process.,

15. Under these c¢ircumstances, two magor risks of cumulatlve
deterioration are to-be faced in 1974 - 1975, The first is an angrava+ion i
of inflation over and above that due to expected pr;cea increases . '
(some 2 - 3 %) resulting from highér oii prices. This would put the rates

of inflation in Member States well-into double figures; " it would

worsen the situation for the weaker sociéi'éategofies, would further ‘ ) Fu
undermine the role of prices as an instrument of resource allocation

and would iricrease economic and monetary divergences between Member

States. Employment would ultimately be hit much more than present

estimates allow for.

The secdnd'risk is under-bidding in trade. The‘simpiést ways to
expand exports ‘end to improve the trade balance may also be the mos st
dangerous ones. All oil-conswning countries are facing the same situation,
and 60 to 7C % of each Member State's exports (with the exception of the
United Kingdom vhere the proportion is only about a third) are sbsorbed
by. its Commurity partners. Incrgasing:expor%e is an adegunte response to
the crisis if such ekports meet demand from new marketsi it is not an

adequate response if they simply deflect demand from_existing narkets.
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Changes in the structure of employment

16. - The increase in fuel prices will cause substantial changes in the
péttern of output and'employment. The most obvious changes will take
the form of reallocations of production resulting directly from this
incréasé and from the changing trade relations with ocil-producing

countries.

17. The sectors most adversely affected are those using oil for power
and heating; those, such as the motor industry where oil is the fuel used
by the final product; or those where 0il is an essential raw material,
e,g.,synthetic fibers. Here higher costs push up prices and reduce demand

for the product. Reduced demand, in turn, reduces the demand for labonur.

18. On the positive side, new employment opportunities will develop.
Demand for products and processes using alternative fuels or raw materials
will expand. Higher oil prices make the exploitation of alternative energy
sources within the Community's boundaries more attractive. A4s a result,
increased demands fof investment goodé, such as nuclear plants and natural-

gas pipelines, are already emerging.

19. Annex 2 will give some tentative indications as to sectors most
likely to be directly affected by the changes in the pattern of acti-
vities. It should be stessed however that changes within sectors are

bound to be at least as marked as changes between sectors.

20. In the longer term, additional factors of change are likely

to emerge: such factors will be determined by the secondary responses
of households, industry and Governmenfs. If, for instance, the growth
in purchases of automobiles continues to slow down, households may
reorient the pattern of their expenditure towards alternative goods

or services. Much uncertainty prevails at the present stage as to

possible expenditure reallocations of this kirnd.



21 The trends resulting'from such secondary chsnges are difficult
to perceive in the first year. However, after a period of four to
five years these secondary changes may become at least as important

as the direct chanées in determining the pattern of demand for labour.

21 bis. A similar uncertainty currently exists regarding the
consequences of higher o0il prices for the reglonal structure of
employment. The bulk of the direct effects will doubtless be felt
in those sectors located primarily in the more prosperous regions.
Nevertheless, it is to be feared that the need to undertake massive
investment in favour of substltute products may sometimes operate

to the disadvantage of measures of industrial decentralisation.

'22. On the whole, studies currently available do not point to a
clear pattern of change in the structure of output and employment.
Much hope has been expressed that increases in the prices of oil and
other commodities might lead to a type of growth less oriented towards
material consumption and the waste of raw materials. All indications
to date suggest that this process will not be a sponfaneous one:

any reorientation of growth will depend on the types of p011c1es

and incentlves used to promote such a reorlentation.

’f

23 .. &o Coee : The problems of attalnlng full and
better employment will not- be changed 51gn1flcant1y in kind, but thelr
‘magnitude will be more serious. It is here that v1gorous adaustment'
policies stimulated by suppoiflfrom'tﬁe Social Fund canxhelp to

ensure that change proceeds effectively and with a minimum of indi-

vidual hardship.
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II.‘ POLICIES TO PROTECT.AND PRCMOTE EMPLOYMENT. ..

24, Mgthbds_fpr dealing with the employment situation and prospects -in
1974 shouléd be put in their proper context. The overrldlng ob;ectlves of
short-tera economvc pOllCleS w1th1n the Communlty this year Wlll be to control

1nflat10n anﬁ, in most conntrles to cope with a substantlal deterioration

of the balance of paJments. The Commission wishes to refer to its qommunlcatién

t¢ the Coun011 on guidelines for economic policy in 1974.

25 The outlook in the field of employment does.not, at present, warrant

actions geared to the stimulation of overall internal demand (except perhaps |
in Gernany aud the Benelux countries).

Policies toiprqtectvand promote employment should rely on alternative.
instruments, It is most important that these should be used ~ and, where

necessary, made available. They should serve three major targets:

te The avoidance of self-defeating policies on trade and competition

2. The spreading of the internal impact

3e The preparation for & new pattern of employment,

A final section will indicate the main areas in which Community action
can help national policies to cope with the effects of the crisis on employment,

Avoiding self-defeating policies on trade and competition

26. The overall acsessment of risks presented in part I shows that an
lmport;nt first line of defenre lies in the prevention of underblad ng actions
boitth wihhmnd‘behd mmumun.;ttsa and Hurwerlay *]Level._ & poeplieulon FedpohsiX{Ngsiy
rests upon Merber States and on the Community, sirnce their” cumulative trade
represents more than 30% of total world trade..

27, Resorting to unilateral protectlonistlc measures, to artlflclal supports

for exports, or to conpetltlve mnonetary and ekchﬂnge-rate pol¢01es woulc be

of doubtful usej it would result in both compensatory nand retallatory

actiort by partners, and in e worsened climate for investments. -

"‘/"'
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In this respect, the customs union and"the‘ruleé’of“competitioh'
ere najor safeguards ageinst the risk of cumulative deterioration,
particularly in the field of employment.A Coordination of monetary

policies is also of major 1mportance.

28.§ The Comnunlty can. also make easier the accelerated adjustment .
to the new pattern of prices. The ayallablllty of a large market may
by itself biing & substantial incentive to the search for new types
of product; it also facilitates the dissemination of expansionary

forces from one country to its neighbours.

2. Spreading,the internal impaot

29.. It has been shown that the real threat to employment did not
originate in the size of the‘initial impact, but in its uneven distribution
both as between countrles and as betwoen various sectlons of society

within each country. The forner will be discussed in the appropriate
international and Communlty instltutxons. The latter is of equal

importance.

a) Work-sharing and prevention of redundancies -

30.' Firms facing a slackening of their sales have in most cases

until now been able ‘to avoid premature redundanc1es.' Tt will'beuin the
interest of all’ ‘concerned- 1f this behav1our -~ normal at the outset of a period
of reduced economic actlvity -~ is maintained for as long as possible.
The'con equences of the c¢crisis will not be apparent 1mmed1ate1y and some

of these consequences may be of an erratic nature. .Employers who take an
unduly p0551m13t1c view and make workers redundant might be faced before

long wlth the need to re-expand their labour force., The costs of such "
hl“ings and firlngs could be con51derab1e, quite apart fronlthe adverse

¢

soclal effects. R . -

31. Close co-operation between employers and Unioos appears indiepen-
sable if developments.in cach sector are to be followed closely and:

the best method sought in each f1rm of distributing the burdens’ resultlng
from the refiction of activity. ) ’ :

o/

L oery.




31.;1 Where dlsmlssels are unavoidable, they should be subject
to substant1a1 advance warning and dlscussed w1th the trade unions

concerned, and with the employment and trainlng agencies. Such

iadvance warning will enable those ‘concerned to explore ‘the p0351b1e

alternative. In this respect the proposed Communlty directive

on Mass Dlsmlssals sets out m1n1mum standards.

32. - Counselling ie of particular‘importance within both firms

and employment agencies at times of change. \In‘the case of iarge- :
scale dismissals of persons with specific skills, it can make a substan-
tial contribution to .a reduction in the extent of retraining

necessary to adapt such skills to new requirements.

b) Public Employment Services

34.  In some countries, public employmenf services have undergone
a substantial strengfhening in recent years; In others, they need

to be updated and re-inforced. Governments should ensure that

the necessary resources are made'available; Steff treining should

be developed - in particular to provide a reserve capacity to meet

peak demands. Employers should assist by epsuring that the public

agencies are informed of all vacancies.

- ¢) Unemployment Insurance

35. - Unemployment insurance schemes will eﬁsure.that pepeons_made.
reduﬁdanf‘as_a result of the crisis will receive some protection.
National schemes do.not always cover the problems of paftia;_un-
employment that may arise as a result of the crisis. Consideration
should be given to ensuring that the degree of flexibility in the

schemes is appropriate to deal with these problems;

o
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d) Defence of vulnerable groups

36. Four groups in particular may suffer. Firstly, school-leavers
may have greater difficulty in finding their first jobs. Secondly,
migrant workers are typicallj employed in‘unskilied_jobs with little
security of tenure. Thirdiy. oider workers, if they lose their jobs,_
may épénd long periods unemployed before finding alternative positions.
Fourthly, women's prospects of developing job opportunities may

suffer a set-back. The ovér-riding policy regarding all these vulne-
rable groups must be to ensure that they do not bear an unfair

share of the burdens of re-adjustment.

37. Where school-leavers face increased difficulties in finding
employment, Governments should consider the possibilities of increas-
ing educational opportunities and making it more financially'attractive
for employers to take them on. The priority in this situation must

be to ensure that the school-leaver's first experience of the labour
market‘is not one of rejection or dead-cnd jobs. ” '

38. The prime'respcnsibilify for the treafment of migrant workers
rests with employers and the Member States. It is for Governments
to ensure that all workers currently in their countries are treated
equéliy. Migrants should not be the victim of attempts to "export™
unemployment. The energy situation high-lights in particular not
only the neced, principally, to implement the existing rights of

EEC migrants, but also to safeguard the position of-hon-EEC~migrénts
legally employed when the employment situation worsens. Initiatives
for comprehensive social security cover for both groups of migranfs
should be vigorously supported. The same is true for meésu:gs tp'

improve the social infra-structure and housing.
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39. For older workers, Governments can consider schemes to give

greater securlty of tenure by maklng it more expensive in comparlson

with other workers to dismiss them. Where older workers are to be
dismissed, Governments might consider encouraglng them to accept
premature retirement with pension rights. Such a pension'coqld

continue even if the person concerned found a new job.

40, Regarding women's employment, the objective must be to ensure
that progress towards greater equality in treatment and opportunities
is not set back as a result of the new situation. Some industries
which currently employ many women, such as textiles and tourism,

may be among the worst affected and particular atteﬁtion should be
given to the'pfovisioﬁ of vocational guidance and'training.

3.'Preparing for a hew pattern of employment -

41, The best method of promoting employment consits of prientating
it towards activities which will require expeneioﬁ.- Certain of these

activities are already identifiablei others will emefge progressively.

Early identification of trends is partlcularly important in such
a situation of change. Developments in the enploymont 51tuation should
be closely monitored to spesd up appropriate act:ons. Forecasting -~ as
distinet from prediction and subgect to continu:ng revieion - is also crucial
in periods of uncertainty. It can contribute to the process of readgustment

1f-it is coupled with measures to. create new jobs: through investment incen-!
tives and to prepare people to fill them.
L2, Vocational and continuous training should be given priority

by governments and industry. It is high time that the old image of

'vobational training ds a form of public'assistance be discarded.

Tralnlng 1s not only an essential basis for active manpower. policles

de51gned to cope with the general problem of change. It is also a

" means of providing greater job satisfaction for the 1ndiv1dua1.

=
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) ﬁovefhments'énd Social Partners should meke maximum use of the opporitu-
. nities offered to strengthen and develop their own Vocationalitraining efforts
to ease the structural impact. In thisiresﬁect, it 1s essential thzt trade
unions ensure the co-operation of their members in éccepting employees whose

new skills and qualifications have been obtained through. such training.

The Community’s role
43. The Community has a substantial role to pley'in support of the
efforts undertaken by Governments, industry and unions to deal with the
_employment repercussions of the oil crisis. Many of the areas covered by the
‘Social Action Programme are relevant. While this programre is being implemented,
the following areas are of particular importance @

Monitoring_and_forecasting

44. The monitoring system on employment trends at Community level should
‘be substantiglly improved. Bxchanges of infcrmation and views between national
'experts on recent and future- trends will be accelefaxed; the Commiésion, for
1ts part, is ready to discuss material derived with the Social Partners. The
ménitbriﬁg of sectoral developments should receive special priority in view
of the difficulties it involves. IR \ ' ’

45. The present situation makes it ail the;more important to establish
a programme for work on fopecasting, as‘résqlved by the Coungil. The Commission
will propose that efforts be concentrated on éectoral breakdowns of macro-
economic medium-term projections, on forecasts by level and type of quali-

fication and on disaggrggatioﬁ by age and sex
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Vocatlonal trainlng _'_ o : 1

46. The Commission congiders that the common policy for vocational
tfaining,_baséd.on the general principles adopted by the Council in 1971,
should concentrate on the following practical measures in the context of

‘the.employmeht consequences of the energy situation @ .

the assessment of training schemes;

the assessment of training needs and capabilities especially in

the wealrer regions of the Communitys

- an increase in the supply of appropriately qualified staff;

exchanges-of experienee in the field of basic and speéific'trcining,

" joint development work on teaching methods and technlaues pnrt1cu1ar1y
1n gectors where new types of skill are necded.

The Commlsslon intends to use all the means presently available,
especially the 5001a1 Fund, to develop practical action along these lines.
. " DR LTy Tho creation of a European Centre for
Vocational Troining, which hns“boen proposed by the Commission to the Council,

in particular constitutes an impeftant'Community‘initiativc,

“.hérani Hozﬂsrfz and £r§e_°.1.rsu1ai19£
47. Work is in progress to prepare the Action Programme for migrant
workers. In the meantime, it scems appropriate to draw attention to two areas

vhere Community-action is already equipped to deal with the present situation.

Regulation 161?/58 on the Free Movement of Labour - besides ensuring
the free right of entry. and access to worL - also states formally the right S !
of dismissed workers to stay in the host country and to receive unemployment
and 1001a1 benefits until they find a new job. Member States state that all
Anecessary measures have been taken to 1mp1enent fully these clauses. A
regular system of reporting ‘has been establlshed, the Commlssion is following .
the situation closely. '
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48, In addition, the arrangements between national employment

services for matching the supply and demand for- Jabour will be-

checked with the users. The improvement in national and Community
wide-aystems’for the~placeﬁent»of labour should contribute eubstantially
to the better matching between demand and supply for labour. The Com=-
mission intends to re-inforce the effectiveness of the European Office of
Coordination (BECODE) for this purpose.

Social Fund

49, The resources of the Community's new Social Fund are available

to assist in the development of such policies. The new Fund can encompass
demands for assistance specifically resulting from the oil erisis. Proce-
dures have been adjusted and assistance is granted in advance.

The Commisslon feels that policy concernlng the use of Social

FPund resources should take account of the new situatlon created by

the increase of oil prlces.

Requests for re-trainihé operations should therefore - within

“éxisting regulations, procedures and resources - be oriented in

particular towards activities of an oil substituting or of an oil
saving character. Requests for re-training operations apt to alleviate
the consequences of mass dismissals should also be considered with

particular attention.

.

Some priority should also be given - in the overall allocation

" of Social Fund resources . - to those regions most affected‘by the

impact of the energy situation; such priority should however dbe
considered in-relation to the targets and methods defined by the

present regulations. T

50. . The changes which the new situation demands raise the cuestion
of the strengthening of the resources of the Social Fund as well as
the adjustment of its mode of operation. S

PO ¥
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CONCLUSIONS

The 51tuat10n created by the new energy outlook poses 1mportant
problems for the maintenance of full employment. However, the Commls-
sion is conv1nced that, by approprlete policies, unemployment may . be -

contained within the 11m1ts of normal fluctuations.

.The list of measures proposed in this context is neither new .
nor exhaustlve. However, taken as a whole, these measures would
not only mitigate the harmful effects of the energy crisis but would
also encourage the development of employment policy within the Commu-

nity. .

In terms of economic and monetary policy the issue is the

avoidance of disparate measures leading to chain reactions and the

‘reestablishment of coordination in the Community. The distribution of

national resources must be more in favour of exports which should

be directed preferably towards the development of new markets rather
than the conquest of established markets. In terms of social bolicy

it will be necessary to strengthen the placement, guidance and trainigg
services; furthermore special measures will have to be adopted to o
protect the standard of living of the most vulnerable social groups.
Coordination between employers and workers must be strengthened w1th

a special view to dAvoiding lay-offs ,and when ‘these become 1nev1table.

to facilitating the reemployment and the readaptation of workers, and to
distributing more evenly the consequences of the slackenlng in the

growth of real income.

The present powers of the Community can support these efforte,
especially as concerns free movement, tgaining and grants. The inter-
ventions of the Social Fund should be more geared to meeting the new

problems raised by the energy situation.

2
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Finally, the Community must formulate an attitude on the more .
long term problems raised by the increase in the price of energy.
How can ‘it bring about, nder the best conditions, a. new international
division of labour? How can it promote among the Member States the
emergenoeﬁof a new employment structure which can adapt to internal
and external demands? How. can it further develop the contribution of
the Communlty to the cutrent efforts in the Member States to bring
about better employment and a better distribution of wealth? Reflec-
tions and actions which will be elaborated in the coming years must
be a response to these problems.

‘e





