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. THE OVERALL SITUATION

In the spring of 1969, the ecomnomic situation in the Community was one of
unmistakable boom. While the expansion of export demand slowed down somewbat,
the growth of internal demand was even more rapid than before. The strongest
stimuli were provided by gross fixed asset formation. Private consumers’ expendi-
ture, too, expanded very vigorously, mainly as a result of the lively rise in incomes
that occurred in some countries, but also because of a weaker propensity to save in
bousebolds. Supply was still able to adjust comparatively well to rising demand,
even if it was in general less flexible with technical production capacities in most
cases fully stretched and productivity per man/hour rising more slowly in many
industries. Employment continued to expand appreciably : the number of persons
in paid employment was again distinctly bigher, and there was a further rise in the
number of bours actually worked per person employed. In some countries, indeed,
there was a distinct shortage of labour. Despite a rapid upward movement of
imports, the price climate deteriorated in most member countries; bere, however, it
should be pointed out that special factors came into play.

As the year advances, the world business climate may cool off more and more,
particularly as a result of the measures which the United States bas taken to curb
demand; the growth of export demand may therefore well slacken further. Internal
demand in the Community will nevertheless continue to expand vigorously, since
the spontaneous expansionary stimuli supplied by market forces will continue to be
very lively, The latest business surveys provide evidence of a very high, and in part
still rising, propensity to invest among entrepreneurs. Expenditure on building and
construction, too, will climb vigorously, if only as a result of the completion of work
dlready started. As the rise in wages is likely to gather further momentum in the




second balf of the year, the expansion of expenditure on consumption will probably
gain additional strength. Given this outlook for the trend of demand, there is likely
to be a further distinct rise in production. But growth here is likely to suffer more
from bottlenecks than it bas done so far; the scope for even more rapid gains in
productivity over the short term and for lengthening the bours actually worked is
becoming smaller and smaller. At the same time, strain on the labour market may
well become more serious.

In view of the limits thus set to the expansion of production, the growth of imports
by the Community may gather speed, with the result that, as exports are rising only
slowly, the surplus on the Community’s balance of trade will shrink further. The
price trend is also likely to deteriorate, as in both demand and costs the stage will
be set for an appreciable upward thrust of prices. The rate of 6 % which the last
Quarterly Survey put on the growth of the real gross Community product for 1969
may be reached without difficulty.

First estimates for the coming year suggest that the growth rate of the real gross
Community product in 1970 will, at 4.5 %, be more in line with the medium-term
trend. This decline seems likely because the economic situation in the world will
probably show little dynamism, and so exports to the non-member countries can be
expected to weaken further. Internal demand in the Community, by contrast, is
likely to maintain its rapid expansion, with the main stimuli coming increasingly
from expenditure on consumption, largely because of the continued vigorous rise in
wages. Various factors, particularly the restrictive monetary and budgetary measures
dlready taken in most member countries and the pressure exerted on the profit
margins by wage costs, may combine with the slowdown in world business activity
to induce a gradual slackening of the investment boom. The investment projects
currently being carried out and those under consideration are nevertheless still large
enough to suggest that, in terms of annual averages, investment by enterprises will
still grow fairly vigorously from 1969 to 1970. With reserves of manpower and of
technical capacity sharply down, production will expand at a substantially lower
rate than in 1969, with trends perbaps varying more widely than before from one
industry to another. External as well as internal equilibrium may deteriorate in
most member countries.




A. Recent developments

1. Demand

In the first quarter and in the spring months,
overall demand in the Community continued to
expand vigorously, with the growth of internal
demand even gathering momentum,

The rise in export demand (i.e. goods and ser-
vices actually exported to non-member coun-
tries) appears on the other hand to have slowed
down somewhat. Visible exports from the Com-
munity (customs returns, adjusted for seasonal
variations) in the first quarter were at all events
only 2.1 % higher than in the last quarter of
1968, compared with a rise of 2.3 % from the
third to the fourth quarter of 1968. This devel-
opment is in part attributable to the disappeat-
ance of special factors such as the inflated level
of exports from the Community at the end of
1968 and the dock strike in the United States.
The general trend in exports is, however,
towards a slower rate of growth. This applies
in particular to exports to the United States and
the United Kingdom.

In the United States, there was until the spring
little sign of economic activity slowing down.
In the first quarter of 1969, the gross national
product in real terms rose by some 0.7 %, i.e.
hardly less vigorously than in the final quarter
of 1968. Private consumers’ expenditure con-
tinued to expand at a lively pace, mainly owing
to a fresh decline in the savings ratio, and there
was in particular a very vigorous rise in gross
fixed asset formation by enterprises. Only in
residential construction and stockbuilding did
growth flatten out. The upward pressure on
prices continued with unabated vigour. Con-
sumer prices in April were 5.4 % above the
level of a year earlier. This induced the
authorities to take a number of new budgetary
and credit measures.

In the United Kingdom, economic growth in
real terms slackened somewhat in the first quar-
ter of 1969. Although gross fixed asset forma-
tion by enterprises advanced vigorously and the
rise in gross incomes, particularly wage incomes,
was again considerable—hourly wage rates in
industry rose 4 % between November 1968 and

April 1969—the restrictive measures taken last
November had an appreciable impact on real
purchasing power. As, in addition, the savings
ratio of households moved up once more, the
volume of private consumption fell slightly.
After seasonal adjustment, the figures for indus-
trial production in the first quarter of 1969
were on average somewhat below those of the
final quarter of 1968. Despite this, and despite
the import deposits introduced in November
1968, the level of imports remained fairly high
in the first quarter of the new year. As exports
failed to expand further, partly as a result of the
dock strike in the USA, there was hardly any
decline in the seasonally adjusted trade deficit.

The relative weakness of demand from the
United States and the United Kingdom was,
however, in part offset by the still considerable
dynamism of exports to other industrial coun-
tries. There was in particular a further rise in
Community deliveries to the continental EFTA
countries. It also appears that sales to the devel-
oping countries, particularly those associated
with the Community, continued to develop along
distinctly expansionary lines. Expotts to the
countries of the Eastern bloc remained at a high
level.

The expansion of gross fixed asset formation in
the Community as a whole continued to gather
momentum in the first half of 1969. Expendi-
ture by enterprises on plant and machinery
reflected the generally high degree of produc-
tion capacity utilization and the favourable sales
outlook, while further stimuli came from the
rise in company profits and the improved possi-
bilities for firms to increase their own capital
resources. Particularly in Germany and Belgium,
these factors inherent in the business situation
are exerting a substantial influence on actual
outlays for plant and machinery, but in certain
countries special factors, such as the establish-
ment of branches by foreign concerns in Luxem-
bourg and in France the tax relief granted since
October 1968 on purchases of plant and machin-
ery, also played a part. Almost all branches of
the industries producing equipment goods were
able to benefit from this high propensity to
invest.



The expansion of expenditure on construction,
which at the beginning of the year had for a
time been curbed by bad weather, regained its
previous vigour early in the spring. In the Com-
munity as a whole, the rise in actual spending
on construction appears in fact to have gathered
momentum, compared with the end of 1968 and
the beginning of 1969.

Investment in business and industrial building
expanded vigorously. This trend, discernible
throughout the Community and particularly

clear in Germany, was doubtless attributable to
the fact that, as a result of a growing need for
additional production capacity, numerous firms
implemented their expansion programmes faster
than had been intended.

Investment in residential construction continued
to rise at a very lively pace. While in the Neth-
erlands seasonally adjusted expenditure on
residential construction probably showed little if
any increase, following the sharp rise towards
the end of 1968, it continued to expand in Ger-

Visible exports to non-member countries

(Values and 9, changes on preceding year)

of which :

Industrial countries ? 22 873
including :
United States 5 768
EFTA 11 217
United Kingdom 3127
Developing countries 2 9 309
including :

Associated overseas countries and terri-
tories 2 064

Other countries 4 3108

1968 1969
million Full 1st 2nd 3rd 4th Ist
u.a. quar- quar- quat- quat- quat-
i year ter ter ter tet ter
All non-membet countries 35290 | + 115 | 412 + 2 + 18 + 14 + 35

+ 115 | + 13 + 35| 4165 | + 14 + 2.5

+30.5 | 4+ 415 | + 285 | + 395 | + 16

+ 10 + 205+ 15,4+ 12 4+ 65|+ 25

+ 12 + 105 | 4+ 4 + 23 4+ 12.5 | + 18.5
+ 15514145 | — 35| +29.5 | + 225 | + 115
851+ 11 —13 + 17 + 22 + 3.5

—15.5

7514 8 — 05|+ 11 + 11574+ 7.5

Source : Statistical Office of the European Communities,

1 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US §1 at the official exchange rate.

% Class 1 of the Standard Country Classification for Foreign Trade Statistics of the EEC.

% Class 2 of the Standard Country Classification for Foreign Trade Statistics of the EEC,

¢ Class 3 of the Standard Country Classification for Foreign Trade Statistics of the EEC and other destinations.
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many, though here the pace of expansion was,
if anything, somewhat slower. In France, where
the readiness to purchase dwellings showed a
distinct improvement, expansion will probably
prove to have been very vigotrous. In Belgium,
the trend in residential construction picked up
distinctly, and in Ttaly, where the number of
building permits granted last year was unusually
high, expansion continued to gather momentum.
To judge by the incomplete figures available so
far, expenditure on public works was still rising
in most countries.

The strained relationship between supply and
demand in several member countries meant that
in most industties the level of stocks was com-
paratively low; at any rate stocks of finished
products, which at the end of 1968 had con-
tracted sharply, remained at a fairly low level.
Moreover, it seems that, owing to the faster
tempo of production in industry, it has become
more difficult to replenish stocks of domestic
raw materials and semi-manufactures.

The trend of private consumers’ expenditure in
spring was very distinctly upwards. The dispos-
able income of households again rose vigorously,
particulatly among wage and salary earnets.
Employment again expanded distinctly and the
rise in wages gathered additional momentum,
especially in the Netherlands, where, over and
above the already more vigorous rise in agreed
wages, some major industries paid cost-of-living
supplements because of the sharp rise in prices.
In the other countries, too, particularly in Ger-
many, the upward thrust of wages appears to
have gathered momentum. In Belgium and
Italy, wages went up in major industries, partly
owing to the operation of the sliding wage scale.

In Germany, private consumers’ expenditure
expanded very rapidly, mainly because of an
exceptionally sharp increase in sales of passenger
cars, and in Belgium, too, its growth was consid-
erable. In Italy, its expansion was even some-
what more rapid than before, partly because of
a faster increase in wage and salary incomes,
but also because of a decline in the savings ratio,
which in its tutn was partly due to anticipatory
purchases made in view of the impending pay-
ment, with retroactive effect from 1 January
1969, of considerably higher old age pensions.
As against this, the Netherlands in particular,

and probably also France, registered a slack pe-
riod at the beginning of the year as a reaction to
the buying spree of late 1968. In the spring,
however, the trend of expenditure on consump-
tion was distinctly upward even in these two
countries.

2. Production

Internal supply in the Community, which at the
beginning of the year had settled at a high level
following the unusually sharp rise that occurred
at the end of 1968, has since the beginning of
the spring again been expanding rapidly.

Industrial production rose only little in the first
quarter, but since the beginning of the second
quarter its growth has been gathering speed
again. According to the index of the Statistical
Office of the European Communities—wwhich it
is true excludes construction, food, beverages
and tobacco—industrial production in the first
quartet of 1969 was 1 % higher than in the pre-
vious quarter and 13 % higher than in the first
quarter of 1968.

The temporary slowdown affected primarily the
consumer goods industry and some export-
oriented industries. Production of raw mate-
rials, intermediate goods and plant and ma-
chinery, by contrast, expanded at a lively pace.

In building and construction, the spring revival
proved to be very vigorous in almost all member
countries. For the Community as a whole, pro-
duction in this sector should have been consider-
ably higher in the second quarter than a year
earlier. Public works appear to have contributed
comparatively little to this development; in the
Community as a whole, however, the expansion
of business and industrial building gathered
speed, while in Italy and Belgium particularly a
similar trend was apparent in residential con-
struction.

Although the faster growth of internal supply
was still accompanied by a certain increase in the
number of hours actually worked, the numbers
in paid employment in the Community as a
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whole continued to rise rapidly. This is doubt-
less in part attributable to the vigorous expan-
sion in building and construction, which
occurred almost everywhere, causing manpower
requirements in the industry to rise appreciably.
Another contributing factor is, however, that as
a result of the steady decrease in the reserves
of technical capacity, the pace at which produc-
tivity per hour worked was advancing in many
industries has slackened or at least ceased to
rise.

As a result of the sustained rise in employment,
particularly in industry, the adjusted figures for
unemployment declined further in all Commu-
nity countries. In some countries the demand
for additional manpower rose so fast that the
domestic supply of manpower proved insuffi-
cient not only in quantity but—because of a
shortage of the skills actually required by trade
and industry—in quality too. The result is that
strain on the labour markets has mounted, lead-
ing in particular to a steady rise in the number
of unfilled vacancies; in Germany, the number
of such vacancies has reached an unusually high
level, despite heavier recruitment of foreign wor-
kers; it is also comparatively high in France.

3. The balance of the markets

The lively growth of internal demand in the
Community was clearly reflected in the trend
of imports from non-member countries. True,
imports of goods in the first quarter were, after
seasonal adjustment, only 1.4 % heavier than in
the last quarter of 1968, when they had risen
4.9 % over the previous quarter; but this fluc-
tuation was largely the result of the dock strike
which at the beginning of 1969 hampered deliv-
eries from the United States. In all product
groups the underlying trend of impotts was vi-
gorously upwards.

The faster expansion of investment led to a vi-
gorous upswing in impotts of plant and ma-
chinery. Imports of consumer goods, too,
continued to expand rapidly. The increase in
imports of raw materials that became apparent
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at the end of 1968 has continued in recent
months. Food imports, by contrast, tended to
slacken, following the vigorous expansion
observed at the end of 1968.

The main beneficiaries of the mounting import
demand in the Community were the EFTA
countries, whose deliveries to the Community
countties rose considerably. Imports from Swe-
den, Switzerland and the United Kingdom in
particular went up sharply. Community pur-
chases from the developing countries have also
been accelerating distinctly since the beginning
of the year,

Visible trade within the Community again rose
considerably; after adjustment for seasonal vari-
ations, the figure for the first quarter was
6.3 % higher than in the preceding quarter.

This very dynamic trend is a reflection of the
boom conditions obtaining in the Community
generally, In Germany, the expansion of im-
ports has since the beginning of the year been
gathering speed not only owing to the constant
decline in reserves of production capacity but in
part also because of the tax relief on imports
introduced at the end of 1968. In Italy and in
the Belgo-Luxembourg Economic Union, the rise
in purchases from the other member countties
has continued in recent months thanks to the
more dynamic development of the business sit-
uation. In France and in the Netherlands, im-
ports from the other Community countries have
again been growing rapidly, after a temporary
slackening early in the year.

The main points of interest in the Community
countries’ trade balances with each other were a
tendency for the German surpluses to be
reduced and a distinct improvement during the
last few months in the trade balance of the
Belgo-Luxembourg Economic Union. For the
other member countries these balances showed
scarcely any change; France’s deficit remained
very heavy, despite a distinct improvement in
the equilibrium of Franco-German trade.

In the first four months of 1969, the level of
prices went up appreciably in the Community,
although the extent to which it did so varied
from country to countty as can be seen from the
following table.



Visible imports from non-member countries

(Values and 9, changes on preceding year)
g g

1968 1969
million Full 1st 2nd 3rd 4th st
7
All non-member countries 33542 | +- 85|+ 65|+ 5 + 15 4+ 10 + 12
of which :
Industrial countries 2 18626 \ + 95|+ 6 + 3 + 18 + 13 + 11.5
including :
United States 638 |+ 85|+ 7 |— 15]4+215|+13 | — 25
EFTA 7840 | + 105 |4+ 6.5+ 45|+ 17 + 145 1 4 17
United Kingdom 2994 | 4 11 4+ 5.5 |4+ 2.5+ 17 + 20.5 | + 15
Developing countries 3 12506 | + 8 + 7 -+ 8.5 |+ 13 + 6.5 |+ 13
including :
Associated overseas countries and terri-
tories 2498 | + 9.5 | + 12 + 4 + 12 + 105 | + 9.5
Central and South America 2679 | —~ 45— 35— 8 — 8 + 135 | — 14
Other countties 4 2410 |+ 5 + 1150+ 351+ 25|+ 351+ 9

Source : Statistical Office of the European Communities.

1 1 v.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.

2 Class 1 of the Standard Country Classification for Foreign Trade Statistics of the EEC.

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

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

There were numerous reasons for this increase
in prices. There was, for instance, a distinct
rise in raw material prices on world markets.
According to Reuter’s index, they were in mid-
May some 4 % higher than at the end of 1968.
Agricultural prices also climbed very apprecia-
bly, mainly as a result of bad harvests. In the
Netherlands, the introduction of the tax on value
added and in France the increase in the rates
of this tax further affected the situation. The
price increases were, however, also largely the

result of factors inherent in the business situa-
tion, in particular the very vigorous expansion
of demand in money terms, which enabled many
firms to raise prices without loss of sales. The
unusually strong upward thrust of prices caused
the Netherlands Government at the beginning
of April to order a temporary general price
freeze. After the French authorities had last
November tightened up the supetvision of prices,
the Belgian Government too has now decided
to take similar steps, as the upward thrust
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Price indices of private consumption

(rise in %)

Decembre 1968 ! August 1968 April 1968

April 1969 December 1968 April 1969
Netherlands 6.1 ‘ 1.3 8.3
France 2.4 \ 2.3 6.9
Belgium 1.7 \‘ 11 3.6
Germany 1.3 1.3 2.5
Luxemburg 0.5 ‘ 1.1 2.0
Ttaly 1.2 0.7 1.7

1 The figures in this table are of no more than indicative value. For statistical reasons, the accuracy with which
they treflect the changes in the consumer price level is not the same for every country.

of prices may well gather momentum in connec-
tion with the introduction of the tax on value

added.

The Community’s balance of visible trade with
non-member countries has deteriorated distinctly
since the end of 1968, although this is in part
the result of special factors such as the dock
strike in the United States. The surplus on the
Community’s curtent account also fell distinctly.
The capital account up to April closed with a
heavy deficit, exports of capital from Germany
and Italy in particular having been substantial.
The vigorous increases in interest rates in the
United States and on the Eurodollar market
were the main reason for the heavy outflows of
money and capital from the Community. By
raising their discount rates, the central banks of
some member countries tried to reduce the dis-
patities in interest rates at international level
and so to reduce the attraction of foreign money
and capital markets. Italy, where for domestic
reasons higher interest rates are undesirable,
tried to stem the outflow of capital by other
measures, including restrictions on the activi-
ties of foreign unit trusts.

All in all, the overall balance of payments of the

Community in the first quarter is likely to have
closed with a heavy deficit.
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Combined with heavy exports of money by the
commetcial banks, this led in the first quarter of
1969 to a fall of some 2 000 million u.a. in the
official gross gold and foreign exchange reserves
of the Community.

At the end of April and the beginning of May,
however, the fresh flare-up of speculation over
a revaluation of the German mark may have
meant a tise in the Community’s reserves. The
inflow of foreign exchange to Germany, at
any rate, reached unusually large proportions,
though part of this will have come from
other Community countries. In the last week
of April, the return of the German Bun-
desbank showed an inflow to the reserves of
some $ 300 million, and in the first half of May
one of some $ 3 500 million. To curb the flood
of foreign exchange, the Bundesbank on 1 May
fixed at 100 % the minimum reserve require-
ments for the foreigh commitments of the
commercial banks in excess of the figure reached
on 15 April 1969. The Bundesbank also
tried to induce the commercial banks to re-
export the inflowing foreign exchange by grant-
ing them favourable swap rates, When it
emerged, however, that the re-exported money
too was subsequently reinvested in Germany,
the German Bundesbank for a time stopped
providing an exchange rate guarantee for



exports of money. Once the German Govern-
ment had confirmed that a change in the parity
of the German mark was out of the question,
the foreign exchange inflow into Germany
stopped. By the end of May, however, only a
small part of this inflow had again left the
countty.

Transactions with non-member countries in the
first four months had a restrictive effect on
liquidity in the Community as a whole.

The cash transactions of the public authotities,
by contrast, contributed to liquidity in most

member countries. In Belgium, the Netherlands
and Italy, the budgets ran a cash deficit in the
first few months of 1969. France, too, has prob-
ably moved into deficit, after some of the
expenditure items frozen in autumn 1968 were
unfrozen on 1 January 1969. In Germany, by
contrast, the current receipts of the Federal
Government were higher than expenditure, as
the rise in spending was very small, and the tax
yield unusually high.

The volume of bank lending to business and
private customers expanded vigorously in several
member countries. At any rate the demand

Demand for and supply of goods and services

Gross fixed asset formation

Public current expenditure on goods and
services

| Private consumers’ expenditure

Gross Community product

Balance exports 7 less imports 7 (at current
prices, in “000 million units of account ®)

|

19661 1 1967 2 1968 # 3 1969 45
current ’ % change on preceding year
prices
in 000
million ‘
u.a.*® ’Volume Value | Volume Value | Volume
: L
781‘—{- 21 4+ 297+ 67 4+ 94|+ 10
46.9"4— 43 4+ 74 |4+ 24 + 75|+ 414
197.0;‘—}- 36 + 63|+ 43 4 724 6
1
329214 34 4 574 56 + 87|+ 614
| |
+ 3.4 -+ 58| + 72|+ 5

Statistical Office of the European Communities, National Accounts 1958-67.
Statistical Office of the European Communities, General Statistical Bulletin, 1968, No. 7/8.

1
2
3 Commission estimates.
4 Commission forecasts.

5 Based on Community totals of the aggregates of the individual member countries at official exchange rates.
6 1 u.a. = 1 unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.

7 Goods, services and factor income.

Note :

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
() The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quarterly

Surveys.
on the sole responsibility of the Commission.

They have been discussed with the experts of the member countries but are established and published
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for credit was, as a result of lively investment
activity, very heavy evetywhere. To obviate an
unduly sharp expansion in this form of lending,
almost all member countries took restrictive
measures. In France and the Netherlands,
where such measures had already been taken
by the end of 1968 (quantitative limits on
credit expansion in both countries, coupled in
France with an increase in the minimum reserve
requirements), the effects are already making
themselves felt: in France, credit expansion has
slowed down, and in the Netherlands the
volume of credit even declined. In Belgium and
Germany, the rediscount ceilings of the commer-
cial banks were lowered in the spring; Germany
in addition raised the minimum reserve requite-
ments of the commercial banks, while Belgium
introduced quantitative limits on lending.

At the same time the central banks in several
member countries increased their discount rates:
in the Netherlands in April from 5 % to
5.5 %, in Belgium in three stages from 4.5 %
to 6 %. This was largely an adjustment to the

14

trend of international interest rates, especially
in the United States and on the FEurodollar
market.

The rise in international interest rates brought
in its wake an increase in interest rates on the
Community’s bond markets, although this in-
crease was less pronounced than that on the
money markets. Except for ITtaly, where the
Banca d’Ttalia continued to support bond prices,
long-term interest rates went up everywhere in
the Community. In Germany, the rise was at
first not very distinct but gained strength when
in March the Bundesbank made the official
announcement that it had stopped supporting
the price of public authority bonds.

On the Community’s equity markets prices went
up, largely in response to the generally good
sales outlook for enterprises. In France, the
rise was, however, also the result of fears of
fresh monetary difficulties which induced the
public to invest in equities.



B. Outlook

With the world business climate likely to cool
off more and more in the months ahead, the
tendency for export demand in the Community
as a whole to slow down must be expected to
gather momentum as the year advances. The
growth of economic activity and of import
demand in the Community as a whole will
significantly stimulate world trade, it is true.
This will, however, not be enough to offset the
direct and indirect effects of the measures to
curb demand taken in the United States and the
United Kingdom and further tightened in the
earlv months of 1969.

Particularly in the United States, economic
growth and especially the growth of domestic
demand may well be inhibited in the second half
of the year by the results of the more restrictive
line being followed in credit and budget policy.

In the field of money and credit policy, the
Federal Reserve Board’s discount rate was raised
from 5.5 % to 6 % on 3 April 1969, reaching
its highest level in 40 years. The minimum re-
serve requitements of the commercial banks
were also put up by half a percentage point,
and this may well lead to a further squeeze on
bank liquidity; the commercial banks conse-
quently further increased the prime rate—the
minimum rate charged on short-term loans to
first-class borrowers—from 7.5 % to 8.5 %.

The course being followed in budget policy has
also been distinctly more restrictive. The budget
submitted by the new Administration for
1969/70 provides for an additional cut in expen-
diture of $ 2400 million, bringing the budget
surplus to $ 5 800 million. This would be the
highest budget surplus registered in the United
States since 1951. The Administration has in
addition proposed to Congress that the invest-
ment tax credit introduced in 1962, which
enables firms to deduct 7 % of their investment
expenditare from corporation tax, should be
abolished; this would mean an increase in
Treasury receipts in the 1969/70 budget year of
some $ 1800 million; it must, however, be
botne in mind that a very substantial part of
this increased revenue would be lost elsewhere
if the surcharge on income tax were reduced

from 10 % to 5 % from 1 January, as has also
been proposed by the Administration.

Even if there is a certain time-lag before these
various measures start influencing economic
activity—a situation that could arise in part be-
cause transactors have adapted their behaviour
to an inflationary rise in prices—they may well
exert a dampening effect on economic expansion
by the second half of the year. In the first place,
entrepreneuts may find that some revision of
their investment programmes is necessary, these
having been very expansionary in recent months.
Secondly, residential construction will probably
expand at an appreciably slower pace as a result
of the higher cost of credit. In addition, it may
well be that the expansion of private consumers’
expenditure too, which has been accompanied by
a strong growth of consumer credit, will flatten
out somewhat before the end of the year, while
the build-up of stocks may be reversed—a
change which experience has shown to have a
very appreciable impact on import demand. All
in all, it must be expected that Community
exports to the United States will in the second
half of the year expand comparatively weakly if
they do not actually stagnate.

In the United Kingdom, the restrictive measures
adopted in November 1968 have been tightened
in the budget recently submitted for the period
mid-April 1969 to mid-April 1970, and by
greater emphasis on action in the monetary field
to support these measures. The principal aim of
this policy is to ensure closer supervision of
lending by the commercial banks, to limit the
rise in disposable incomes through additional
taxation, to remove the tax advantages accorded
to personal loans, to stimulate savings activity
and to reduce liquidity through an overall bud-
get surplus. The budget starts from the idea
that, in contrast to what has happened in pre-
vious vears, the public finances are to exercise
a restrictive influence on domestic liquidity.
Receipts are to rise appreciably, current expendi-
ture is to expand at a relatively slow pace, and
public investment expenditure is to remain at
about the level of the previous year.

Even though the actual effects which the new
budget will have on economic developments
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until the end of 1969 are very difficult to assess,
particularly where private consumers’ expendi-
ture is concerned, the restrictive course of bud-
get policy, coupled with the further tightening
of credit policy, can be expected to act in the
second half of the year as a brake on the growth
of domestic demand. All in all, then, imports
by the United Kingdom till the end of the year
will probably rise at a weak rate only, although
the inhibiting effects exercised by the import
deposit system, under which importers are re-
quired to deposit, interest-free and for a period
of six months, sums equivalent to 50 % of the
value of the imported goods, are likely to
slacken gradually in the months ahead.

In the other industrial countries, the economic
trend will probably show little if any change
before the end of the year. Although the pro-
gressive slackening of demand from the United
States and the United Kingdom will make itself
felt in these countries too, its impact will pro-
bably be offset by the faster growth of demand
from the Community,

In the developing countries, the trend of im-
ports until the end of 1969 should be fairly
firm, since the monetary reserves of these coun-
tries had, contrary to expectations, developed
along favourable lines until the end of 1968.

Even though the trend of Community deliveries
to the countries of the Fastern bloc is still very
buoyant, the growth of Community exports to
non-member countries must, taken overall, be
expected to slow down appreciably in the second
half of the year.

Internal demand in the Community, by contrast,
will doubtless continue to expand rapidly in the
second half of the year: the more restrictive
credit and budget policy adopted in most mem-
ber countries will probably not yet have suffi-
ciently far-reaching effects for the spontaneous
stimuli provided by market factors to be weak-
ened substantially.

Gross fixed asset formation in the Community
as a whole will continue to expand vigorously,

Given the recent acceleration in the flow of
orders for plant and machinery, there is good
reason to assume that both the volume of deliv-
eries and actual spending will run at a very
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high level in the months ahead. This will cer-
tainly be the case in Germany and the Benelux
countries, where the latest business surveys pro-
vide evidence of a continued strong propensity
to invest among entrepreneurs, and in Italy,
where the revival of economic activity may even
be accompanied by a faster rise in expenditure
on plant and machinery. In France, the latest
business surveys suggest that managements have
made appreciable upward revisions of their in-
vestment plans for 1969,

The very lively growth of capital expenditure
on building may in the Community as a whole
even gather a little further momentum, at least
during part of the second half of the year, even
though in some member countries building on
public account is appreciably affected by the
restrictive management of public funds. At all
events, there will on the whole be a continued
vigorous expansion of building investment by
enterprises. Even if the increase in the number
of starts should slacken here and there before
the end of the year, the completion of buildings
already started would for the time being still
ensure the further vigorous expansion of build-
ing investment in the Community. This applies
in large measure also to residential construction,
which in general is very sensitive to credit
restrictions and particularly to a rise in the cost
of mortgage loans.

In the Community as a whole, private con-
sumers’ expenditure will in the second half of
1969 continue to expand vigorously and even
faster than previously, although the trend may
vary fairly widely from one country to another.
Wages may well rise very vigorously. In several
countries too, the propensity to consume of
households may grow appreciably in anticipation
of further price increases.

Tn Italy and Germany, the rise in wages must be
expected to gather additional momentum, partic-
ularly as in the autumn new wage agreements
will have to be concluded in major industries.
In Belgium, and to a lesser extent in Luxem-
bourg, private consumers’ expenditure may
receive additional stimuli, particularly in the
autumn, owing to fears of further price rises
when the tax on value added is introduced on
1 January 1970.

In the Netherlands, consumer demand will pro-
bably continue to rise very appreciably, mainly



as a result of the sharp increase in prices, and
the savings ratio may well decline significantly.
In France, on the other hand, private consumers’
expenditure may rise at only a moderate pace if
the trend in wages remains fairly quiet and the
savings ratio settles down or even recovets.

Given this outlook for overall demand, the sea-
sonally adjusted figures for production in the
Community will advance vigorously in the sec-
ond half of 1969.

Industrial output in particular is likely to de-
velop along very dynamic lines, In the Commis-
sion it is assumed that the seasonally adjusted
index of the Statistical Office of the European
Communities will show an average rise of some
2-3 % over the last two quarters of 1969.

The advance in the second half of the year will
probably be sharpest in capital goods and con-
sumer goods, while in some basic materials in-
dustries production can be expected to expand,
if anything, somewhat more slowly.

The vigorous growth of industrial production is
also likely to entail an acceleration of economic
activity in the services sector. In addition, some
branches of the sector, particularly tourism, are
likely to captute more than their share in the
rapid rise in personal incomes.

Given this trend, and provided harvests are not-
mal, the rise in the gross Community product
from 1968 to 1969 will have no difficulty in
reaching the rate of 6 % mentioned in the last
Quarterly Survey.

With diminishing scope for stepping up produc-
tivity gains in the short term and for extending
the number of hours actually worked, employ-
ment in the Community as a whole will again
rise. In some member countries the demand for
additional labour, particularly in industry, is
even likely to rise faster than before and to be
appreciably in excess of the available supply, so
that strains on the labour markets will increase
further. This applies of course most to countries
where, as in Germany, manpower reserves have
fallen to a particularly low level as a result of a
very distinct rise in employment and despite in-
creased recruitment of foreign workers. The
same is, however, also largely true of the mem-
ber countries where the number of persons seck-

ing employment remains comparatively large,
notably because of insufficient mobility and
inadequate adaptation of workers” skills to the
requirements of trade and industry, particularly
among young people,

The vigorous growth of internal demand and the
danger of mounting strain on the labour markets
of some countries will doubtless entail a strong
expansion of imports; with exports rising at a
slow pace only, the surplus on the Community’s
balance of trade with the non-member countries
will therefore decline further.

Quite apart from the autonomous factors exert-
ing an upward pressure on prices—and they
played an important part at the beginning of the
year—the price climate may, if anything, dete-
riorate further. If harvests prove normal, the
upward pressure on food prices will slacken
appreciably in the second half of the year, and
this will have a stabilizing influence on the level
of consumer prices, but the upward pressutre on
prices for industrial products and for services
will almost certainly be greater than before in
almost all member countries except France.
From the angle of both demand and of costs,
the stage appeats to be set for an appreciable
increase in prices. The vigorous expansion of
demand caused the reserves of production capac-
ity to shrink sharply, and in almost all countries
labour costs must be expected to tend distinctly
upwards in the second half of the year. The
results of the latest EEC business surveys also
point to the danger of a distinct deterioration in
the price climate in the next few months.

As is usual at this time of the year, the Commis-
sion has worked out a first forecast of the prob-
able trend of economic activity in the
Community in 1970; in view of the uncertainty
surrounding the underlying assumptions this
forecast must, however, be viewed with great
caution.

All in all, these preliminary studies suggest that
after two successive years of vigorous growth,
reflected in a rise of some 6 % in the real Com-
munity product for both 1968 and 1969, expan-
sion may fall back to a trend that is more in
line with the possibilities for medium-term
growth, which means a growth rate of some
4.5 %.
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The diminishing buoyancy of the world’s econo-
mic activity is one of the factors pointing in this
direction. Tt is highly likely that the tendency
for Community exports to non-member coun-
tries to slow down will persist in 1970.

In the United States, domestic demand will at
the beginning of 1970 presumably feel the full
impact of budget policy, so that the readiness to
import will be comparatively weak.

It can in particular be expected that the mone-
tary restrictions, the abolition of the tax relief
on investment in plant and machinery, and the
pressute which the rise in wages must exert on
profits in 1969 will change the investment cli-
mate. Given the rise in interest rates, residential
construction must also be expected to show a
fairly weak trend. The rise in personal incomes
may also slacken appreciably, mainly as a result
of a lower rate of increase in employment and a
reduction in the profits of one-man businesses.
In addition, economic activity may well be
curbed by a further rundown of stocks.

Despite the high priority which the United
States Administration is currently giving to the
struggle against inflation, it has stressed time
and again that it would not permit a recession;
it must therefore be expected to take support
measures as soon as developments in the spon-
tancous market forces threaten to produce a
major downturn of economic activity, so that
for the full year 1970 at any rate the real gross
national product is still likely to grow signifi-
cantly.

In the United Kingdom, the rather precarious
balance-of-payments situation, the volume of
foreign debts to be repaid, and the prospect of
a slowdown in the expansion of exports, partic-
ularly to the United States, mean that in the
tirst half of 1970 the expansion of domestic
demand may be relatively weak, as the authori-
ties will doubtless have to pursue a restrictive
monetary and budget policy in order to keep the
level of imports comparatively low. Should the
present restrictive measures be reinforced in the
next few months, there may well be a reversal
of the trend of private investment and stock-
building, which at the moment is still pointing
upwards.

In the other industrial countries, the overall
outlook for 1970 is more varied: in countries
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like Austria and Switzerland, which have com-
paratively highly developed trade relations with
the Community, economic activity and conse-
quently imports may still be expanding fairly
rapidly; in some Scandinavian countties, how-
ever, developments in the balance of payments
are likely to restrict economic expansion. In
Spain, expansion is not very likely to be as rapid
as in 1969. Of the non-European countries,
Canada and Japan in particular may expetrience
an appreciably slower rise in import demand.

All in all, trade between the industrial countries
is therefore likely—at least during part of 1970
—to expand at a distinctly slower pace than in
1969.

This trend will probably also be visible in
exports by the developing countries. World
market prices for the more important raw mate-
rials, which had risen appreciably at the end of
1968 and early in 1969, are hardly likely to
continue rising; the expansion of exports by
the developing countries must, in addition, be
expected to slacken in terms of volume as well.
There should, however, be a certain time-lag
before this is reflected in the imports of these
countries.

All in all, the growth of Community exports to
the non-member countries in 1970 may there-
fore be appreciably slower than in 1969.

Internal demand, by contrast, is likely to main-
tain its comparatively rapid expansion, with
expenditure on consumption providing a larger
share of the impetus than in 1969.

Although order books do not yet point to a de-
cline in the propensity to invest and although
the increasing manpower shortage continues to
force companies to make substantial investments
in rationalization, the combination of wvarious
factors may gradually produce a calmer trend in
investment. These factors are, firstly, the
effects of the restrictive monetary, credit and
budget measures taken in all member countries
except Italy, secondly, the pressure on profit
margins that is likely to be exerted by the rise
in wage costs, and thirdly, the psychological
effects of the slackening trend in the world econ-
omy. In some industries, the substantial in-
vestment programmes of 1968 and 1969 may, in
addition, have helped to build up capacities—



whether for reasons of modern technology or
because of bad assessment of the sales outlook
—which have outstripped the short-term sales
possibilities. The investment projects currently
being carried out and those under consideration
are nevertheless large enough to warrant the
assumption that investment by enterprises will,
when annual averages are compared, still show
a fairly high rate of growth from 1969 to 1970.

On the assumption that budget policy will fol-
low stricter lines, public investment as a whole
should also rise less vigorously than in 1969.

For private consumers’ expenditure, the foresee-
able trends appear to vary fairly widely from
one country to another; all in all, however,
since the rise in wages will probably gather
momentum in most member countries, consumer
demand is likely in the aggregate to provide
fairly vigorous stimuli in 1970.

Public current expenditure on goods and set-
vices may also rise more rapidly, particularly
since experience shows that there is a certain
time-lag till wages and salaries in the public
sector follow the rise in wages in other branches
of the economy.

On the supply side, the scope for an expansion
of production will be substantially smaller than
in 1969, as in most member countries the avail-
able reserves of manpower and technical capaci-
ties are almost completely exhausted. In view
of the probable pattern of supply and demand,
the strains already registered in 1969 may in
general increase: in some member countries,
this could the more readily affect the price cli-
mate as the trend of costs will probably also be
exerting a stronger upward pressure on prices.
The strains, incidentally, will also lead to a vig-
orous rise in imports, particularly of finished
goods.
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C. Short-term economic policy

In the last Quarterly Sutrvey stress was laid on
the threats to the aim of balanced economic
growth, more particularly price stability, of
which there were signs in most member coun-
tries. The economic prospects described in the
foregoing section show even more clearly that
the growth of demand is tending more and more
to outrun the possibilities of expanding internal
supply. Although there are still considerable
differences between one member country and
another, their economic development is similar
in important respects: investment by enterprises
is booming; the expansion of consumer expen-
diture is accelerating; trade between the mem-
ber countries is increasing with extraordinary
speed—its rise is even steeper than in previous
periods of boom; in most member countries
economic activity is more and more frequently
coming up against the limits of production capac-
ity; bottlenecks are becoming steadily more
numerous, a state of affairs which is reflected in
increasingly widespread maximum utilization of
capacity, a relatively low rate of unemployment
—with marked regional variation—a greater
number of unfilled vacancies, longer order books
and shrinking stocks of finished goods in indus-
try, coupled with lengthening delivery dates.

In general, there has been a further pronounced
deterioration of the price climate in the Com-
munity. In France and the Netherlands, where
the rise in prices is at present most marked,
this is due not only to a very steep rise in pro-
duction costs but even more to the very swift
expansion of demand; at the same time, how-
ever, it should be pointed out that factors not
directly connected with the trend of economic
activity, such as changes in the system of indi-
rect taxation and a stiffening of food prices
caused by poor harvests, have also played a part.
In other member countries too, a general ten-
dency for prices to rise is becoming more and
more discernible since there too the trend of
demand threatens to outrun the possibilities of
supply by an appreciable margin. Furthermore,
a perceptible upsurge in wage costs could also
occur in these countries later in the year,

The Community should lose no time in doing
everything possible to counter, by co-ordinated
action, the effect on prices that could result
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from a general inflation of demand teinforced
by an upsurge in costs, as inflation, by retaining
production factors artificially in sectors of low
productivity and in marginal enterprises, would
hamper the modernization of the economy and
its adaptation to structural change, develop-
ments which are an essential condition for a high
level of economic growth, even in the medium
term. Inflation should also be checked if for no
other reason than that it leads to a comparative
deterioration in the position of the less resilient
social groups, whose income is usually adjusted
only after some delay and who, on account of
their low income level, have little chance of pro-
tecting themselves against price increases
through the acquisition of property. It also mili-
tates against private saving, and so can setiously
disturb the balance of financial circuits. Tf the
attack on rising prices were delayed too long,
the authorities responsible for economic policy
would sooner or later be forced, if only in an
endeavour to maintain external equilibrium and
the competitiveness of the economy, to adopt
drastic measures which might have far-reaching
effects on economic growth and undermine the
security of employment.

Throughout the Community, therefore, a stop
should be put as early as possible to the upward
movement of prices by means of well-considered
measures to guide the expansion of overall
demand. The importance of such action is
enhanced by the fact that it may serve later on
to forestall a more severe dip in economic
activity.

It is of basic importance that the high degree of
interdependence between the member countties’
economies, together with the direct and indirect
effects of the probable cooling of the world
economic climate, be taken into consideration by
each country when its policy mix is being deter-
mined. The slowdown to be expected in world
trade will undoubtedly inhibit the expansion of
overall demand in the Community. This could
complicate France’s efforts to return to better
external equilibrium. The same results would
follow if the action taken to restrain demand in
this or that countty went beyond what was
needed to prevent overheating: France would
then have to take even more drastic restrictive



measures in order to balance its current account.
Great importance attaches in this connection to
the economic policy followed in Germany,
whose imports from the other EEC countries
amount to some 30 % of intra-Community
trade.

In order to achieve balanced development in the
Community as a whole it is therefore exception-
ally important that the guidance of overall
demand should allow for the particular circum-
stances prevailing in the various member
countries and mote especially that it should take
account of the differences in the intensity of
their upward price trends and in their balance-
of-payments positions.

In countries such as the Netherlands, where the
upward pressure on prices is especially vigorous,
or France, where restoration of confidence in
the currency must still be one of the foremost
aims of policy, action to dampen down the
expansion of domestic demand should be partic-
ularly vigorous. Even in Belgium, where there
will be a very great risk of price increases be-
coming steeper towards the end of the year, a
restrictive course should be followed in short-
term policy, though it could be less rigorous
than in the above-mentioned countries. In Ger-
many, action to dampen down internal demand
should be particularly cautious and well
bzlanced, for care must be taken in this country
to see that while the expansion of internal
demand remains neutral in its effect on prices,
it is none the less sufficiently vigorous to allow
of a further perceptible reduction in the external
contribution. The more pronounced the reduc-
tion in the German surplus position—which,
incidentally, is in part due to the fact that
demand pull from abroad reflects the inflationary
developments occurring in other countries—the
greater will be Germany’s chances of successfully
preserving its internal stability. The elasticity of
production in Italy, on the other hand, still
appears to be fairly great, though the outlook
for the development of demand at present
makes it appear advisable to avoid additional
expansionary measures, in other words, to pur-
sue a neutral economic policy for the time being.

Most of the member countries are at present
facing a special problem arising from the fact
that the means of implementing monetary and
credit policy have been extremely limited as a

result of the changes that have occurred in the
situation on the international money and capital
markets since 1968. True, the increases in inter-
est rates, which have been made in most coun-
tries as a result of the higher rates ruling on the
main international markets, especially the Euro-
dollar market, are entirely in line with the aim
of damping down internal demand; but allow-
ance should be made for the fact that an
increase in the price of credit usually takes
effect on actual demand only after a considerable
time-lag, especially if transactors have already
adapted their behaviour to an inflationary
upswing in prices. Germany faces the problem
that adjustment of the level of domestic interest
rates to international rates cannot be taken too
far without greatly hampering the exports of
capital which are so necessary if the surpluses
on current account are to be offset and domestic
liquidity mopped up. In Italy, too, action to
raise interest rates is now inopportune for do-
mestic economic reasons.

When, therefore, a decision is being made on
the combination of economic policy instruments
that will be used, special weight should, at the
present juncture, attach to public financial pol-
icy. In general, there should be a reduction in
the stimuli provided by the way in which public
funds are handled; in countries which have to
cope with particularly powerful tendencies to-
wards imbalance, the rise in government expen-
diture should be strictly limited and unavoidable
budget deficits should be financed through
genuine domestic savings. Any surplus of tax
receipts should in all countries be employed to
reduce public indebtedness or even sterilized at
the bank of issue. If this is not sufficient ade-
quately to slow down the expansion of demand,
an increase in direct taxes should also be con-
templated.

The soonet and the more fully upward price
trends are successfully checked in the vatious
member countries and the equilibrium of their
balances of payments is improved, the greater
will be the likelihood that speculative move-
ments of capital, such as those observed in the
Community in November 1968 and in April/
May 1969, will not recur.

The Community’s present economic develop-
ment vindicates once again the great impor-
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tance of rapidly implementing the proposals
developed in the “Commission Memorandum to
the Council on the Co-ordination of Economic
Policies and Monetary Co-operation within
the Community” of 12 February 1969 and
already described in the last Quarterly Survey
(1/1969).
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In any case, all the member countries must
pursue an economic policy convincing enough to
ensure that confidence in the maintenance of the
teciprocal currency patities is consolidated: this
is essential to the proper functioning of the
common market and for any further progress
towards economic integration,



EEC

TABLE 1: Basic data 1967

Total area ('000 sq. km.) 1167.5
Total population (’000) 184 550
Density of population per sq. km. 158
Numbers in employment (’000) 73 450

Numbers in employment, breakdown by main sector (%) :

— Agriculture 16
— Industry 44
— Services 40

TABLE 2: Key indicators

Volume | Contri-
indices | bution
(1958 | (in %)
= 100) to

%, change by volume
on preceding year

GNP
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 1967

Gross Community product 5.4 5.6 4.5 5.8 4.8 3.7 3.4 157 —
Industrial production 6.8 5.8 5.3 7.2 4.3 5.3 1.7 170 —
Visible imports 5.5 11.3 | 10.2 6.9 5.0 6.8 0.6 199 —
Private consumers’ expendi-

ture 6.2 6.3 5.8 4.5 4.7 4.3 3.6 156 60
Gross fixed asset formation 10.1 7.1 5.1 8.7 3.3 3.2 2.1 176 23
Visible exports 3.2 1.0 3.8 9.3 11.0 8.4 7.7 191 —

Intra-Community visibletrade | 14.5 | 13.9 | 16.0 | 13.2 12.2 | 10.9 6.1 344 —

Gross product per capita 4.4 4.2 3.3 4.6 3.7 2.7 2.7 143 —
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TABLE 3: Basic monthly indicators

'Year‘ Jan. Feb. ’ Mar. Apr. May | June | July Aung. | Sept. Oct. l Nov. Dec.

Industrial production 1967 ‘ 116 120
(1963 = 100)

1968 122 127 132 134 122
1969 (136)| (141} (146)

121 124 122 123 112 95 123 127 132 132

132 120 108 137 142 150 147

Imports from non-member 1967 | 2607 | 2392 | 2610 | 2515 | 2564 2654 | 2366] 2376 2444 2620] 2784 | 2837
countries (cif, million u.a.)
1968 | 2604 2606 2811 2709 5 408 2850 2603 2790 | 2991 | 8061 | 3003

1969 | 3173 | 2793 | 3105

Exports to non-member 1967 | 2563 | 2413 | 2678 | 2681 | 2595 | 2721 | 2543 | 2358 | 2525 | 2918 | 2763 | 2876
countries (fob, million u.a.)

1963 |2 781 3025 | 2843 5323 3206 2772 27784 3297 3171} 3286

[\
~1
~1
-

1969 |2 887 2745 | 3 261

Balance of trade 19067 | — 44|+ 21|+ 68| +166 |+ 31|+ 67 {+177|— 18|+ 81| +298 |-~ 21+ 39
(million u.a.)
1963 | + 87| + 165 | +214 | + 139 — 85 +356 | +164) — 6] +306( 4110 + 278
1969 | — 286 | - 48| + 156
Int‘rifx-Community trade 1967 | 1925 13861 2145 2002) 1974 2099 | 1013 ] 1734} 1956] 2245 | 2182} 2126
{miilion v.a.)
1968 | 2123 | 2162 | 2371 | 2287 4 243 24791 2085 2409 | 2773 | 2658 2724

1969 | 2 695 | 2 727 | 3 067

NOTES

Source : Statistical Office of the Eutopean Communities (SOEC).

Table 1

— Total population at mid-year.
~— Numbers in employment at mid-year.

Table 2
— The final column of the table gives a 9}, breakdown of GNP at market prices by main categories of expenditure.
The calculation of the Community’s GNP has been made on the basis of official exchange rate.

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

— Impotts of goods (cif) from countries which are not members of the EEC, as shown by customs returns,
— Expotts of goods (fob) to countries which are not members of the EEC, as shown by customs returns.
— Trade between EEC member countries, as shown by customs returns relating to imports.

Table 3

— See note to Table 2.
— Conversion into, ‘units of account was effected at official exchange rate (1 unit of account = 0.888671 g of
fine gold = US $1 at the official exchange rate).
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DEVELOPMENT OF THE AVERAGE VALUE OF EXPORTS AND THE PRICE-INDEX

OF DOMESTIC EXPENDITURE

1958-1968
C&a?%ge Germany L France T Italy Netherlands BLEU United States K?xigg%(}n Japan
+ 50 1
+ 40 ‘ ] ||
™
+ 30 — ﬁ
+ 20 -
+10 |
| Vo —
— 10
1963-1968
Cilllla;oge Germany France I Italy l Netherlands BLEU United States K?:?égien L Japan
po—
+ 20 =
T ] ]
+10 i3 L
0 | [ 1 : - - —
—10

D Average value of exports in dollar

D Average value of exports in national currency

Price-index of domestic expenditure in national currency
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Il. THE SITUATION IN EACH
OF THE COMMUNITY COUNTRIES






A. Germany

The German economy is currently passing through a period of unmistakable boom.
On the demand side, investment bas been expanding wvery vigorously. Private
consumption, too, bas been soaring and, despite the tax on exports introduced at
the end of 1968, even demand from abroad has again been showing a sharp upward
tendency in the past few months.  Although on the whole supply is still elastic in
adapting to the pull of demand, there are increasing signs of strain, particularly on
the labour market.

The outlook until the end of the year suggests that the current expansion of demand
will persist. Investment demand, for instance, is unlikely to weaken appreciably
before 1970 at the earliest, while private consumption may even gain further
momentum. With bottlenecks on the labour market reducing the chances of stepping

up domestic supply, there is an increasing danger of a general rise in prices.

1. Recent developments

At the beginning of the year and in the spring
months the economic trend showed all the
characteristic features of a boom, and supply has
of late been having difficulty in following the
expansion of demand.

In the early months of the year, visible exports
receded somewhat into the background, with
deliveries expanding only slowly. This was,
however, no more than a temporary reaction to
the turbulent advance brought about by special
factors in the closing months of 1968, in addi-
tion to which exports to the United States were
impeded by the dock strike; for the period
January-April total exports were 13.5 % up on
the level of the first four months of 1968. The
underlying trend of export demand continued
to mount vigorously, with the flow of new or-
ders and the rise in the backlog even accelerating
distinctly, although by April of this year export
prices were up by almost 4 % as a result of last
November’s measutes in defence of the external
equilibrium,

Domestic demand has maintained its high rate
of expansion since the turn of the year. The

pace of investment in plant and machinery has
even quickened distinctly, largely because of a
further rise in profits and of sales prospects that
continued to be favourable and so encouraged
enterprises to step up their efforts to extend
and rationalize plant. Not only have sales of
German-manufactured capital goods, particularly
machinery, shown an unusually sharp rise, but
imports of capital goods have also climbed
appreciably. The trend of building investment,
by contrast, was inhibited in the early months
of the year by the persistence of cold, wintry
weather. From April onward, however, the
underlying forces of expansion again asserted
themselves more strongly, particularly in indus-
trial building and civil engineering.

The share of consumption in economic activity
has risen further. In the field of public current
expenditure on goods and services, expenditure
for military purposes and expenditure on salaries
and wages have increased somewhat more
strongly than before; the overall trend of activ-
ity was, however, determined by the fact that
private consumers’ expenditure was appreciably
morte buoyant. Retail sales, for instance, in the
first four months of the year were 8 % up on
January-April 1968. The rise in spending has
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of late been particularly evident in consumer
durables, a development which is reflected in a
sharp increase in new passenger car registrations.

The rapid rise in incomes was the essential fac-
tor in this surge of consumer demand. Although
in the first quarter the rise in the level of agreed
hourly wages throughout the economy did not
accelerate significantly—it was 5.8 % higher
than a year earlier—actual earnings went up
sharply as a result of extensive wage drift and
of advances in the total number of hours
worked. In the first quarter, the gross wage
and salary bill was more than 10 % up on the
first quarter of 1968,

Until the spring, rises in demand were still met
by the elasticity of supply. Industrial produc-
tion in particular, which had slackened for a
while at the beginning of the year, was again
expanding sharply. In the first quarter it was
16 % and in April 14 % higher than a year
earlier. The output of the capital goods industry
was particularly dynamic (4 22.7 % in the
first four months). However, with the slack in
the production system being increasingly taken
up, strain began to mount during the spring
months, leading in particular to longer delivery
dates. The EEC business survey shows that
there has of late been a distinct rise in the num-
ber of firms which report that shortages of plant
and manpower are limiting production.

The expansion of production, which was on the
whole very rapid, was again accompanied by a
very marked rise in the productivity of labour.
In the first quarter, productivity per hour
worked in industry increased at an annual rate of
8.4 % . At the same time, however, the labour
market began to come under general strain. The
number of unfilled vacancies reached an all-time
high: at the end of May it was 807 000, i.e.
almost seven times the number of unemployed
persons (123 000). This rise occurred in the
face of increased recruiting of foreign labour.
By the beginning of Tune, the number of foreign-
ers working in the Federal Republic must
again have reached 1.3 million, i.e. 4.5 % of the
total labour force.

Given the increasingly full utilization of domestic
resources, the expansion of imports gathered
further momentum., In the period January-
April, the total value of visible imports was al-
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most 22 % higher than a year earlier. It is
likely that the tax relief on imports, introduced
at the end of last year, will already have been
giving additional encouragement to purchases
from abroad, among which purchases of finished
goods moved up with particular vigour, while
raw materials expanded for a while only at a
slower pace. This was evidently in part attribut-
able to the fact that the level of import prices
had till the spring been rising appreciably as a
result of the higher world market prices paid for
some raw materials and the price increases in
various major industrial countries.

Under the influence of a decided swing towards
a sellers’ market and of higher export prices, the
price trend had been temporarily steeper around
the turn of the year, but since February it has
calmed down somewhat. All the same, industrial
producer prices in April were 1.3 % higher
than a year earlier. In May the cost-of-living
index for all households was 2.7 % higher than
the previous year: with food prices and rents
excluded, the increase was 0.8 %.

As the trend of export deliveries was at first
somewhat weaker and imports were gathering
momentum, the balance of payments in the first
four months was affected by some reduction in
the surpluses on foreign trade, which for this
period amounted to DM 4 100 million. Long-
term capital exports moved to a new record
level of DM 8 000 million, against DM 11 300
million for the whole of 1968, with the major
part again accounted for by transactions in secur-
ities; as this figure was four times as high as
the surplus on current account, the basic balance
of payments closed with a heavy deficit of al-
most DM 6 000 million. At the same time the
official gold and foreign exchange reserves fell
by DM 4 300 million while the foreign exchange
position of the commetcial banks improved by
DM 2900 million. At the end of April, the
payments trend was again marked by unusually
heavy speculative inflows of capital, which left
the country only slowly after the Federal Gov-
ernment had decided not to change the parity
of the German mark.

There has of late been an appreciable rise in the
level of interest rates, in part accounted for by
the fact that the cash transactions of the public
authorities have tended to curb the expansion
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Germany

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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of domestic liquidity. In the first quarter, for
instance, the Federal Government had its first
cash surpluses since 1966 as a result of the fa-
vourable trend of tax receipts coupled with a
relatively modest rise in expenditure.

On the capital markets, the fall in interest rates
at the beginning of the year was reversed. After
a period of excess demand in all sectors of the
market, the banks agreed to a voluntary restric-
tion of the issue of foreign loans.

Demand for and supply of goods and services

1966 1 1967 1968 1 1969 2
At
cur.rent 9% change on preceding year
prices
(in DM
000
million) Volume Value | Volume Value | Volume
4 4 4
Exports 3 103.0 | + 9.6 -+ 8.2 |4 154 4129 |+ 7Y
Gross fixed asset formation 1219 | — 74 — 94|+ 8.6 + 104 |+ 13Y
Public cutrent expenditure on goods and
services 755+ 34 + 67— 08 + 29|+ 4%
Private consumers’ expenditure 2749 | 4+ 0.6 + 24 |4 36 + 57+ 61
Gross national product 480814+ 02 4+ 09|+ 7.0 + 9.0 |+ 64
Imports 3 9%.5|— 04 — 13| 4+ 166 + 12.7 | + 151,

1 Federal Statistical Office, “Wirtschaft und Statistik”, No. 2/1969.

2 Commission forecasts.
3 Goods, services and factor income.
4 At preceding year’s prices.

Note:

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

responsibility of the Commission.

2. Outlook

The outlook until the end of 1969 suggests that
the boom will continue unabated while the
causes of strain will strengthen increasingly.

Export demand will probably continue for a
while to contribute to expansion. So far, at any
rate, the flow of orders from abroad has, after
seasonal adjustments, shown a distinct upward
tendency; in the first four months, they were
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one {ifth larger than deliveries abroad over the
same petiod. In the course of the second half
of the year, however, the stabilization measures
adopted in some major impotting countries may
entail a certain slackening of demand for Ger-
man products.

Of the various components of domestic demand
it is in particular gross fixed asset formation that
can be expected to maintain a high rate of
expansion. A number of significant factors, in-
cluding the persistent tendency for demand to
expand while producers are already working
near the limits of capacity, continue to suggest
that enterprises will make heavy purchases of
plant and machinery. The trend of costs has
moreover not yet exerted any pressure on invest-
ment decisions, particularly since firms still have
considerable scope for financing. The deteriora-
tion that may occur in the trend of profits in
the second half of the year and the tightening
of the situation on the financial markets are
unlikely to affect investment plans before 1970
or even later.

The trend of investment in building and con-
struction, by contrast, will on the whole be
somewhat calmer, though industrial building
may well expand vigorously for a while as capac-
ity is extended in industry. The expansion of
public investment, on the other hand, may fall
off a little as a result of budgetary measures, but
its tempo will still be considerable since large
investment projects that are of great importance
from the angle of structural policy will have to
be carried out at local authority level. Given the
volume of orders on hand, activity in residential
construction too can still be expected to be
good, but growth is likely to flatten out grad-
ually.

Demand from the private consumer may gather
additional momentum as the year advances, as
the boom will certainly entail a sharper rise in
earned incomes. The expansion of incomes from
paid employment may indeed accelerate appre-
ciably for the further reason that wage agree-
ments in a number of major industries will come
up for renewal in the second half of the year.

With demand thus showing, by and large, a
very dynamic ttend, the growth of real gross
national product will depend mainly on the pos-
sibilities of further stepping up supply. In view
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of the strains apparent on the labour market,
the rise in industrial production will depend
even more than before on the trend of produc-
tivity.  Although productivity will advance
more slowly, the gains will probably remain
considerable since the substantial new invest-
ments made in the past will exert a favourable
influence on output per man-hour.

Imports can at the same time be expected to
maintain their expansionary trend. The vigour
of demand provides foreign suppliers with good
sales possibilities on the German matket, with
the emphasis probably on finished industrial
goods. The further rise in production may also
entail a sharper increase in purchases of raw
materials.

With supply and demand in this state, the risk
of a general rise in prices is increasing. The
maintenance of price stability will, however,
depend in large measure on whether and how far
any deterjoration in the trend of costs will be
seized upon by firms to make greater use of the
chance, temporatily offered by the state of
demand, to put up their prices.

By and large, the economic developments por-
trayed in this report do not call for any signifi-
cant change in the quantitative forecasts for
1969 published in the last Quarterly Survey
(No. 1/1969). The growth of real gross na-
tional product for 1969 may, however, be some-
what stronger than originally forecast. At the
moment the Commission expects a rise of almost

6.5 %.

As far as it is possible at this stage to look
beyond the end of 1969 and assess the trend for
1970, it seems that the first half of the year will
still see a continuation of the present fairly rapid
economic growth. Only as the year advances
must economic activity be expected to slow
down somewhat. Investment activity will prob-
ably slacken only gradually, while private con-
sumers’ expenditure might even gather some
additional momentum. Given these develop-
ments in demand, of which it is at this stage
only possible to say in which direction they will
tend, there is some risk that in 1970 the boom
could get increasingly out of hand, since the
scope for increases in supply from domestic
production will dwindle further and further. As
this report is being penned, however, these



developments in the manufacturing sector are
overshadowed by the uncertainty which hangs
over international monetary relations. If this
factor is left out of account, the real gross na-
tional product may rise in 1970 by some 4 %,
which would mean only a slight slackening in
the trend of economic growth.

In view of the outlook for the pattern of supply
and demand, the Federal Government last
March adopted a number of restrictive measures.
They are in the main designed to prevent the
very substantial extra tax receipts generated by
the increasing vigour of the boom from flowing
back into the demand circuit and to ensure that
they are used to reduce public indebtedness, as
advocated in the last Quarterly Survey. The
Linder and the local authorities were advised to
adopt as far as possible this method of neutraliz-
ing the extra tax yield. On its own level, the
Federal Government placed a limit of DM 1 600
million on expenditure. At the same time, some
surviving import quotas and agreements for the
voluntary restriction of impotts were eased in
order to step up supply and intensify competi-
tion. Monetary and credit policy, for its part,
has been more restrictive since the beginning of
the year. The Bundesbank first gave up the
open market operations on the capital market
which were designed to hold interest rates
down, then put up the rate for loans against
securities, and in April raised Bank rate from
3 % to 4 %. In May this was followed by an
increase in the minimum reserve requirements
which deprived banks of DM 2 500 million of
liquid funds.

In view of the very heavy speculative inflows of
foreign exchange and the further strengthening
of the expansionary forces inherent in the busi-
ness situation, the Federal Government in May
took a number of additional measures to back
up its decision not to revalue the exchange
parity of the German mark. As a measure to
combat the speculative inflows of foreign
exchange, it proposed to the Parliament to
change the Bundesbank Act in such a way that
the ceilings on the minimum reserve require-
ments for deposits of non-residents can be raised
from 30 % to 100 %. At the same time it is
intended that the time-limit on the tax measures
adopted in November in the field of visible im-
ports and exports shall be rescinded. On the
other hand it was decided that certain foreign

exchange transactions should not be subject to
authorization.

As a means of reinforcing the measures already
adopted to stabilize the economic situation, it
was also decided that a compulsory equalization
reserve of some DM 2500 million must be
established out of surplus revenue by the Federal
authorities and funds totalling DM 1 200
million by the Linder authorities; for this pur-
pose repayments of short-term debts could be
taken into account.

The current trends in foreign trade and pay-
ments set comparatively narrow limits to a pol-
icy of restrictive action. In order to widen
these limits as far as is possible at the moment,
those responsible for short-term economic policy
should seek a well-balanced mix and should in
particular make the fullest use of the possibili-
ties available in connection with the budget and
with movements of capital. Even if the cash
operations of the public authorities are having,
as a result of the high level of the extra tax
yield, an effect that is distinctly more restrictive
than was foreseeable in March, nothing should
be done to reduce the effort to limit expendi-
ture. On the occasion of the review to be car-
ried out in July, the expenditure freeze that has
been in effect so far should rather be trans-
formed into a genuine cut, particulatly as the
total rise in public expenditure will even so be
higher than the rate of 7.5 % indicated in the
last Quarterly Survey. As the strains threaten
to increase further, however, it is of still greater
importance that budget planning for 1970 too
should be subject to strict limits on expenditure.
This would mean that the rise in actual expen-
diture in 1970 would have to be kept below the
figure given in the medium-term finance plan.
An attempt should also be made to limit the
expansion of spending by the Linder and local
auhorities. Should the investment boom fail to
show signs of slackening in the autumn of 1969,
consideration would in addition have to be given
to the possibility of using Section 26 of the
Act to Promote Economic Stability and Growth,
under which the facilities for depreciation by the
decreasing-charge method can be reduced.

Monetary and credit policy, on the other hand,
should play more of a complementary role, fol-
lowing a course traced by balance-of-payments
requirements.
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Given the persistent tendency for Germany’s
foreign trade to produce surpluses, the promo-
tion of long-term capital exports by purchase of
foreign securities or direct investment continues
to be a matter of very great importance. For
one thing, this serves to offset the foreign trade
surplus and the consequent balance-of-payments
burden being supported by the other countries.
From the domestic angle, too, it helps to shift
excess domestic liquidity abroad. For this rea-
son it appears to be perfectly acceptable that
capital exports should even be appreciably
higher than the surplus on current account, pat-
ticularly since the monetary authorities can draw
on substantial foreign exchange reserves, which
means that their foreign claims simply pass to
private investors without affecting the external
position of the German economy as a whole.

3. The economic situation in
West Berlin

In the early months of the year, Berlin’s econ-
omy shared largely in the vigorous upswing of
economic activity experienced in the rest of the
country. Deliveries to the Federal Republic, for
instance, again rose steeply, with capital goods
in the lead. The trend of exports at the begin-
ning of the year, by contrast, was initially some-
what weaker; it was not until the spring months
that the upward trend of export demand engen-
dered a substantial rise in export deliveries.
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Investment demand has for some time past been
providing very expansionary stimuli, but of late
the main contribution to expansion has come
increasingly from private consumer demand. Re-
tail sales in the first quarter were 8.5 % higher
than a year earlier, reflecting a faster expansion
of earned incomes. The total wage and salary
bill of industry in the first three months was
more than 10 % higher than in the correspond-
ing period of 1968.

On the supply side, industrial production
showed another sharp rise, the total for the first
quarter being 15.7 % up on that of a year ear-
lier.

The Berlin labour market has for several months
again been showing the customary picture of
earlier boom periods: a sharp rise in manpower
requirements, far-reaching reduction of local
unemployment, and increased recruitment of
West German labour and, even more, of foreign
workers.

The outlook until the end of the year suggests
an acceleration of economic activity. The flow
of new orders, for instance, has recently showed
a decidedly favourable trend; in electrical engi-
neeting they continued to run at a high level, in
mechanical engineering they climbed even fur-
ther, but it was in the clothing industry that the
most vigorous rise has been registered this year,
Overall, the very pronounced investment boom
currently registered in West Germany may well
lead in the months ahead to a further strength-
ening in the transfer of demand to Berlin,



TABLE 1: Basic data 1968

Germany

Total area (*000 sq. km.) 248.5
Total population (*000) 60 184
Density of population per sq. km. 242
Numbers in employment (’000) 26 342
Numbers in employment, breakdown by main sector (%)
— Agriculture 10.0
— Industry 474
of which : Construction 7,8
— Services 42,6
Percentage share of gross domestic product
-— Agriculture 4,9
— Industry 47,2
of which: Construction 7,5
— Services 47,9
Gross product per capita (DM) 8 786
TABLE 2: Key indicators
Volume| Contri-
9% change by volume indices | bution
on preceding year (1958 | (in 9%)
= 100) G%)'P
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1968 | 1968 | 1968
Gross national product 5.4 4.2 r 3.4 6.6 5.6 2.3 ‘ 0.2 7.0 162 —
Industrial production 6.3 4.5 2.7 8.5 6.7 2.0 |— 1.7 9.1 172 —
Total imports 8.1 114 8.0 10.7| 15.0 2.7|— 0.4 16.6 271 20.3
Private consumers’ expendi- '
ture 6.8 59| 20| 53 63| 35| 06 3.6 158 562
Public current expenditure 1
on goods and services 7.8 11.5 7.5 -— 0.5 6.9 1.0, 34 ‘— 0.8 167 15.7
Gross fixed asset formation 94 5.9 29 12.0 6.5 0.2 ‘——— 7.4 8.6 179 23.1
Total exports 3.5 3.9 9.0 9.6 7.2| 10.8 \ 9.6 15.4 245 23.8
Gross national product per ,
capita 40| 28| 22| 53| 43| 1.2 ‘i_ 0.2, 65| 147 —
Gross national product per 4 }
person gainfully employed 4.0 34 3.0 6.2 4.9 ‘ 2.6 ’ 3.2 6.8 158 —
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Germany

TABLE 3: Foreign trade (at current prices)

Indices %
. ion
9% change on preceding yea 1058 Miln of the
% change on prec ¢ year = 100 w.a. total
1962 1963 1964 1965 1966 1967 1968 1968 1968 1968
[

Visible exports

Total 4.5 10.2 10.9 10.3 12.5 8.0 14.3 282 24 810 100.0

Intra-EEC 20.9 20.8 8.4 8.7 16.0 9.4 16.7 383 9 341 37.6

To non-EEC countries 1.0 4.7 12.5 12.4 106 7.2 11.3 242 15 499 62.4
Exports of food, beverages and tobacco

Total 7.3 16.0 20.5 25.0 |— 2.0 26.9 21.8 360 653 2.7

Intra-EEC 8.1 23.9 22.1 22.6 6.6 61.2 32.8 579 379 1.5

To non-EEC countries 6.9 11.5 19.5 26.6 |— 7.3 2.6 9.4 233 279 1.2
Exports of raw materials and manufactures

Total 4.5 10.1 10.8 100 12.9 7.5 14.1 280 24 182 97.3

Intra-EEC 12.2 20.8 8.1 6.3 16.3 8.1 16.1 383 8 962 36.1

To non-EEC countries 0.9 4.6 12.3 12.1 11,0 7.2 12.9 242 15 220 61.2
Vigible imports

Total 12.2 6.0 12.2 196 3.2 |— 3.7 61.1 274 20 151 100.0

Intra-EEC 16.6 8.7 17.4 30.7 42 | — 1.0 21.7 441 2 350 41.5

From non-EEC countries 10.3 4.7 9.7 13.6 25 |— 5.4 12.5 216 11 793 58.5
Imports of food, beverages and tobacco

Total 201 | — 8.3 8.3 21.6 24 | — 4.2 3.7 191 3713 18.4

Intra-EEC 159 | — 0.0 9.3 28.0 6.8 0.1 11.9 320 1613 8.0

From non-EEC countries 22.2 | —-12.2 7.8 181 | — 031 1 — 6.9 1.9 146 2100 10.4
Imports of raw materials and manufactures

Total 9.9 10.7 13.3 19.0 331 36 19.4 304 16 439 81.6

Intra-EEC 16.8 11.5 19.7 31.8 85 |— 1.3 24.3 455 6 746 33.5

From non-EEC countries 6.8 10.3 10.2 12.5 3.2 |~ 5.0 16.2 241 9 693 48.1

Year Jan. ’ Feb. ’ Mar. Apr. May June July Aug. Sept. Oct. 1 Nov. ) Dec,

Industrial produc- | 1967 106 111 114 119 119 117 112 104 122 126 131 130

tion (1962 = 100) 1963 111 118 125 131 132 142 120 123 139 140 154 144
1969 130 137 143 150 155

Unemployed 1967 621 674 576 501 458 401 377 359 341 361 395 526

(1000) 1968 673 590 160 331 265 227 203 138 174 150 196 266
1969 369 374 | 243 155 123

New orders re-; 1967 110 113 129 122 124 132 119 119 138 49 142 133

ceived 1968 125 132 140 | 145 152 133 147 139 1565 175 163 154

(1962 = 100) 1969 161 161 183 t 132 175

of which: 1967 100 101 118 113 115 118 110 110 125 142 132 119

horee orders 1968 113 119 129 133 141 120 133 129 144 163 147 136
1969 146 146 167 166 159
foreign orders 1967 157 167 130 166 164 193 15% 163 168 179 139 1965

1968 179 1388 187 197 203 187 207 1&5 201 228 233 234
1969 229 234 258 252 245

Construaction : 1967 2.76 2.68 3.11 3.50 3.32 3.69 3.7% 3.60 3.70 4.35 3.88 3.13

permits fssued | 196x 2.34 2.99 363 3.88 3.72 3.63 1.16 3.80 3.97 3.08 3.63 3.35

(DM '000 million) 1969

Private consumers’ | 1967 115 109 134 127 129 128 129 122 127 134 144 192

expenditure: Retail | 1963 113 112 132 140 137 126 136 131 129 149 161 194

turnover, value 1969 127 119 145 147 153

(1962 = 100)

Total visible im- | 1067 1393 1276 1442 1 406 1 403 1556 1401 1 408 1414 1579 1 613 1653

ports (million u.a.) | 1963 1553 1538 1 65% 1651 1 690 1513 1833 1617 1677 1 959 1799 1 804
1969 1941 1715 2 055 2078 2 021

Total visible ex- | 1967 1750 1629 1516 1 867 1724 1884 1726 1654 1791 1939 1 906 2 025

ports (million u.a) | 1968 1 869 1862 2102 1926 2 016 1767 2 184 1928 2 056 2 304 2 309 2 476
1969 197 1978 2453 2 406 | 2382

Balance of trade | 1967 | + 357 | - 352, + 373 | + 461 | 1 821 | + 327 | + 325 + 246 | 4+ 377 | 4+ 410| 4+ 202 | + 3872

(million u.a.) 1968 | + 3161 + 8324 | 4 444 | + 275 | 4 325 + 254 + 349 + 312 4 879 + 430} + BHOY9 ) + 672
1969 |+ 29| 4+ 264 |+ 309 (- 325|+ 358

Official gold and | 1967 6 490 6 634 6 759 6 723 6759 6 702 6 639 6 690 6 805 6 737 6914 6 853

foreign  exchange | 1968 6 436 6 749 7 030 6 342 6732 6733 6 709 6 695 6 962 8 665 8 544 7 497

reserves 1969 6 229 6 169 5 026 6 473

{million u.a.)

Money supply 1967 e 76.3 75.6 77.0 7.6 ST 79.3 79.7 80.2 20.5 84,2 87.8

(DM "000 million) 1963 81.5 81.3 81.0 81.8 83.8 85.3 84.8 85.7 36.8 6.8 91.3 93.3
1969 26.6 87.1 7.5
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Germany

NOTES

Source: Statistical Office of the European Communities (except as otherwise indicated),

Table 1

— Total population. Average for yeat (estimate).
— Numbers in employment. Average for year (estimate). Source : Statistisches Bundesamt.

— Shares industries in gross domestic product at factor cost ; industry including small workshops. Source :
Statistisches Bundesamt.

— Gross national product at market prices.

Table 2

— Gross national product at market prices.
— Industrial production: value added at market prices (incl. small workshops).
— Total exports and imports: goods, services and factor income.

Table 3

— Expotts fob, imports cif. Conversion at official exchange rates. The producte have been regrouped on the
basis of the Statistical and Tariff Classification for Intetnational Trade (CST) : food, beverages and tobacco
(Groups 0 and 1 CST), raw materials and manufactutes (Groups 2-9 CST).

Table 4

— Industrial production. Source: Statistisches Bundesamt. All industties, including constructior, adjusted
for varying length of months.

— Unemployed: Position at end of month; not adjusted for seasonal variation. Source: Bundesanstalt fiit Arbeits-
vermittlung und Arbeitslosenversicherung.

~— New orders. Source: Statistisches Bundesamt. Unadjusted index (value) for manufacturing industry (ex-
cluding foodstuffs); value index (calendar months).

— Construction. Source: Statistisches Bundesamt. Building permits, estimates of construction costs (excluding
civil engineering).

— Private consumers’ expenditure. Source: Statistisches Bundesamt. Index of value of retail of trade turn-
over; value index.

— Exports fob, imports cif. Conversion at official exchange rate. Source: Statistisches Bundesamt.

— Official gold and foreign exchange teserves. Bundesbank’s gross reserves of gold and convertible currency
at end of month.

— Money supply. Notes and coin in circulation, excluding cash holdings of credit institutions. Sight deposits of
non-banks and of private residents (excluding public authorities’ deposits with the Bundesbank). End-of-
month figures,

39






B. France

The expansion of demand in monetary terms continued to make very heavy calls
on the productive resources of the French economy in the early months of the year.
Fixed investment expenditure by firms also rose particularly steeply, but expenditure
by households was increasing again at a brisk rate, the propensity to save being
very low. At the same time the administration of budgetary expenditure by the
public authorities seems to bave entailed a heavy contribution to demand. Exports
were also relatively vigorous. The elasticity of domestic supply declined owing to a
shortage both of technical capacity and of skilled labour, and imports bad to be
stepped up. The balance of trade deficit again tended to increase, and price
increases due to the supply/monetary demand relationship have been stronger in
recent months.

A forecast of the future trend can be made only with certain reservations at the
moment, since the ecomomic and financial policy of the Government after the
election of the new President of the Republic cannot yet be predicted. In the
meantime there are many signs that the expansion of demand will continue for a
time at an appreciable rate and that the pressure on domestic resources will remain
very heavy for some time yet; an early return to a better trade balance may thus be

hampered.

1. Recent developments

All the evidence suggests that the expansion of
domestic demand, which spurted in the winter
months, continued in the early months of the
year, though at a somewhat more moderate rate.
The growth of demand was still outstripping the
real potential of the economy. Investment by
private firms gained strength, while the develop-
ment of private consumers’ expenditure re-
mained lively, and once again public finance
operations seem to have made a fairly vigorous
contribution to expansion.

Despite the great pressure of domestic demand
on available resoutces, exports have risen appre-
ciably. According to seasonally adjusted external
trade statistics, exports in April/May 1969 were
almost 11 % higher by value than in Novem-
ber/December 1968. A number of factors
explain this trend: in particular, exporters have

been anxious to consolidate the position they
had achieved in past years on certain external
markets and have been giving these markets
priority treatment. In this connection it is
significant that the French export industry not
only held on to but for some products actually in-
creased its share of Benelux and Italian imports
in 1968, despite the heavy production losses
owing to strikes. The favourable trend of
France’s shate of the Community market con-
tinued in the early months of this year. France,
being one of the main suppliets of the other five
Community countries, is particularly well-placed
to take advantage of the heavy import demand in
these countties, where generally speaking the
factors of production are coming under grow-
ing strain, From Januaty to April the trend of
exports to the rest of the EEC was some 15 %
up on the last four months of 1968 and almost
30 9% higher than the cotresponding 1968 fig-
ures. Furthermore, official policy measures

41



proved crucial, enabling firms to defend their
competitive position on external markets, which
had been quite good before the events of May/
June 1968. These consisted of direct export aids
up to 31 January 1969, and considerable tax
relief, mainly through a modification of indirect
taxation arrangements. In conclusion, the
considerable surpluses of certain agricultural
products available for export and the fall in the
rate of the French franc on the forward foreign
exchange market have also helped to boost
€xports.

Fixed investments by firms have been a partic-
ularly dynamic factor in the development of
domestic demand: according to the results of an
INSEE economic survey, private industrial in-
vestment in building and equipment has risen
further since the end of last year—private indus-
try is spending in 1969 20 % more under this
heading than in 1968, a year in which there was
very little change from 1967. Besides the factors
mentioned in the previous Quarterly Survey
(very high capacity utilization, shortage of man-
power, improved profit situation, promising
sales outlook, etc.) a 10 % tax abatement claim-
able on capital goods ordered by 1 June 1969
must also have helped to speed up investment
grewth in the first half of the year. The upward
trend of residential construction, which began in
autumn last yeat, was vigorous, being supported
to some extent by speculative considerations.
Despite bad weather, the number of starts was
8 % up in the first quarter of 1969 on the
corresponding 1968 figure.

Investments in stocks have shown little
improvement. As before, managements consider
their stocks of raw materials, semi-manufactures
and finished goods as, if anything, a little too
low. Only the dealers seem to have begun
building up their inventories once again.

The expansion of private consumers’ expendi-
ture remained very firm with a continuing clear
upward trend of incomes, the propensity to save
being low. Though the “rendez-vous social” of
March was used merely to review the wages and
prices trend in 1968, some of the wage negotia-
tions eventually pursued in individual industries
led to very appreciable wage rises. In addition,
on 1 April there was a further adjustment of
the minimum wage to meet the increase in the
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cost of living, so that the rise in hourly wages
per employee in commerce and industry has
continued at a rate of approximately 7 to 8 %
per year. At the same time, the number of
hours worked increased again, even if not as vig-
orously as in the winter months. There was a
further considerable rise in transfer incomes,
and withdrawals by self-employed persons from
their businesses may well have increased more
steeply. The propensity to save of households,
which bad dropped shatply at the end of last
year, remained very weak: the persistence of
some anxiety as to the monetary situation
entailed a “flight from paper” and led to a corre-
sponding shift in saving habits—a switch from
liquid savings formation to investments in shares
and real property.

This expansion of overall demand brought avail-
able resources under heavy strain, especially
since the elasticity of supply declined in many.
industries, not only as a result of the shortage
of technical capacity and manpower, but also
because of bottlenecks in supplies of materials.
At all events, the growth of production in the
course of the eatly part of the year became no-
tably weaker, and the backlog of orders remains
heavy and in some industries has indeed in-
creased. By April 1969, the seasonally adjusted
INSEE index of industrial production (exclud-
ing building) was only 2 % up on the excep-
tionally high December 1968 figute, though
growth had reached 6 % in the preceding fous-
month period: this comparison must, however,
be treated with some caution, for the data on
the output of the capital goods industries—
which has been growing faster than the average
—are included in the general index only after
a timelag. It was nevertheless still 10 % higher
than a year previously.

With more and more firms running at or near
capacity, productivity gains slowed down. At
the same time, the recruitment of new man-
power tended to fall off, since the supply of
French workers, as recorded in the statistics, is
appatently less and less in line with the require-
ments of the economy. At all events, the num-
ber of vacancies rose again sharply in the early
months of the year, while the number of appli-
cants, which had dropped very rapidly since the
beginning of 1969, has since been falling only
very slowly.
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NOTES :

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

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and for-
tuitous variations (excluding construction, food, beverages and tobacco).

Graph 2. Source : INSEE. Scries scasonally adjusted. Three-month moving averages. End-of-month figures.

Graph 3. Source : INSEE. National index of consumer prices (259 items). Index of hourly wage rate, all acti-
vities, all regions.
* This level overestimates somewhat actuel increases in wages between Aptil and July, since various
bonuses have been included in the hourly wage.

Graph 4. Source : Conseil national du Crédit.  Short-term credits (up to 2 years) from monetary institutions to
business and private customers. End-of-period figures.

Graphs 5 and 6. Series adjusted for seasonal variations (three-month moving averages). Exports fob, imports cif.
Conversion at official exchange rate.
u.a, : one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.
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BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION
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Answers to questions in the EEC business survey, carried out in France by INSEE.

GRAPHS A, B, C and D : The three colours (green, yellow and red) show the percentages of the three different
answers. The black curves, the scale for which is given between the graphs, show the figures obtained by adding

together the percentages weighted as follows :

by 0.03 for the answer ‘‘above normal’’, or ‘“‘up”’;
by 0.02 for the answer «pormal’’, or ‘“no change’’;
by 0.01 for the answer ‘‘below normal”’, or ¢ down”.
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Heavy imports were again needed to supplement
domestic supply. Total merchandise imports in
April/May exceeded the already very high level
of November/December 1968 in volume by al-
most 14 % (calculated according to the external
trade statistics and seasonally adjusted). The
flow of imports of raw materials and finished
manufactures was particularly heavy.

Upward price movements due to the supply/
monetary demand situation again gathered mo-
mentum in the early months of the year. The
increase in TVA rates on 1 January 1969 also
had further effects. The INSEE index of con-
sumer prices rose 2.4 % between December
1968 and April 1969; it was then 6.3 % higher
than in April 1968. At the same time, the pat-
tern of prices changed a little. While in the
services sector the price freeze declared last
November remained effective, prices of food and
more particularly finished goods hardened more
definitely at the retail stage. To judge from the
EEC business surveys, industrial producers’
prices appear to have risen more steeply in
recent months. Given the pressure of demand
in the industry, building costs rose particularly
sharply.

The deficit on visible trade, which at the end of
last year had reached considerable proportions,
has tended to deteriorate further. The rate of
cover of imports by exports, which, according to
the external trade statistics { seasonally adjusted )
had dropped from 97 9% in the first quarter
of 1968 to 85 % in November/December 1968,
was down to 82 % by April/May 1969." Since,
however, the leads and lags effect has, if any-
thing, improved as a result of exchange controls,
and for the same reason the deficit on services
has contracted, the current account probably
closed with a considerably lower deficit than in
the fourth quarter of 1968. Nevertheless the
instability of the external financial situation re-
mained considerable because of the further very
heavy outflows of capital (principally short-
term) in the eatly months of the year. Accord-
ing to the weekly bulletins of the Banque de
France, official gold and foreign exchange re-
serves, 2 which had increased by about $175
million in January/February, dropped over
$700 million in the following three months up
to the end of May.

The restrictive effect of the heavy foreign
exchange losses on domestic liquidity was more

than offset by the expansion of loans to industry
and by Treasury cash transactions with expan-
sive effect. The increase in the money supply
in the early months of 1969 was substantially
greater than is usual for the time of the year;
in addition, the velocity of circulation remained
significantly higher than in the corresponding
period last year. It is evident that the banks
have not strictly observed the quantitative credit
controls with a strict ceiling to permissible
monthly lendings introduced last November and
that such credits as are exempt from the ceiling
have been substantially increased. At the same
time, the Treasury was obliged to draw heavily
on purely money-market resources to cover the
budget deficit.

Strain on the money matket remained unusually
severe. The call-money rate was over 8 % in
March and April; at the beginning of May it
was 9 %, almost reaching the record of last
November. On the capital market, too, interest
rates were still tending to rise. The net yield of
the main bond issues in March was more than
8 %. This did nothing to discourage the de-
mand for equities. The upturn in quotations on
the stock markets reached almost boom condi-
tions; issues of new shares in the first quarter
of 1969 were more than double those in the
corresponding period of last year.

2. Outlook

Pending the election of a new President of the
Republic, it is impossible to forecast with any
degree of accuracy the general ditection and the
emphasis of economic and financial policy, and
this makes the outlook very uncertain.

There is a good deal of evidence that growth
will continue in the immediate future. In partic-
ular, almost all industries have heavy backlogs
of orders at the present time, so that firms—

1 Since the customs returns record imports cif (i.e.
including insurance and transport), a cover rate of
92 9% is generally regarded as the equivalent of equi-
librium in visible trade on a balance of payments basis.
2 Including variations in accounts held with the Banque
de France by foreign banks.
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which in any case expect boom business condi-
tions to continue—should be induced to step up
production in the near future as far as increases
in capacity permit this; it must be added, how-
ever, that capacity is growing rather slowly.
The demand for additional manpower will re-
main heavy, and strain on the labour market
will continue, bringing with it a danger that
wage increases will be conceded in excess of
productivity improvements. Even if final de-
mand were gradually to weaken, this would
affect production only after a timelag, since at
all levels of commerce and industry stocks are
felt to be too low and would have to be worked

back to a normal level in relation to sales. This
means that the pressure on domestic resources
should remain very heavy for some time and is
likely to hamper, at any rate in the short term,
efforts to revert rapidly to better external equi-
librium conditions, although normally the main-
tenance—which is expected—of a heavy demand
for imports in countries which are major cus-
tomers of France, particularly the other five
Community countries, would enable exports of
French goods to be stepped up shatply. The
longer the restoration of internal equilibrium is
put off, the more unfavourable are becoming
the conditions governing growth in 1970 and

Demand for and supply of goods and services

Exports 4
Gross fixed asset formation

Public current expeaditure on goods and
services

Private consumers’ expenditure

Gross national product

Imports ¢

19661 1967 1 1968 2 1969 3
At

current % change on preceding year

prices

in FF

000

million Volume Value | Volume Value | Volume
77.1 . + 591+ 7 + 8 + 12
133.1 . + 82|+ 4% + 8 + 8
65.9‘ . + 7.9+ 5% +13 + 4
3208 | + 770+ 5 10 |+ 6
531.9‘ . + 761+ 4 + 9 + 7
75.4 ‘ + 6.6 | + 11 + 11 + 15

i

1 Statistical Office of the Europcan Communities; owing to a change in the calculating methods and the adoption
of a new reference year for the old series, the volume figures for 1967 are not yet available,

2 Commission estimates.
3 Commission fotecasts.
% Goods, services and factor income.

Note :

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(b)) The estimates and forecasts are approximations based on certain hypotheses worked out by the Commission
and generally mentioned in the Quarterly Surveys. They have been discussed with the experts from the member
countries but are established and published on the sole responsibility of the Commission.
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payments equilibrium. An important factor
here is that it is by no means certain that world
business activity will not gradually lose momen-
tum towards the end of 1969 and into 1970.

All this means that not much room for manceu-
vre will be left for those responsible for short-
term economic policy. Whatever the cir-
cumstances, top priority must be given to a
rapid restoration of external equilibrium and to
ensuring confidence in the currency on a lasting
basis. This can only be done through a sharp
curtailment of domestic demand effectively slow-
ing down the flow of imports and widening the
margin of exports. If this policy is pursued, a
franc devaluation, which has sometimes been
urged as a means of overcoming present difficul-
ties, will be neither necessary nor desirable: the
competitive power of the French economy on
world markets does not seem to have been last-
ingly impaired, so that the measures taken to
lighten the burden of taxation on industry
should suffice. Moreover, a change in the parity
of the franc could well lead to disturbances
affecting economic integration in the Common
Market and undermine the bases for the healthy
development of the French economy itself: it
will in any case not affect the need for a restric-
tive economic policy, which indeed would have
to be even more severe since the danger of
inflationary patterns of behaviour by producers,
dealers and consumers would then be even
greater. For it might revive the illusion that
there is a simple solution for internal equilibrium
problems and thus compromise the successes
achieved so far in efforts made over the years
to transform and modernize the structure of the
French economy. What is really needed is that
these efforts should be even further intensified
to make the very most of the existence and the
further development of the Common Market so
as to achieve steady gains in productivity and
in the standard of living.

An economic policy pursued along these lines
will, in the future as in the past, have to take
account of a number of basic requirements.

In the first place, as regards budgetary policy,
the burden of taxation on the national income
must be kept as light as possible by retrench-
ment in the field of public expenditure which is
not directly productive, such as administrative

expenditure. Subsidies, particularly to nation-
alized industries, should be carefully reviewed to
ensure that no more is being spent than is neces-
sary for economic efficiency. Economies are all
the more necessaty since the planned reform of
the income tax in 1970 may well mean reduced
revenues. On the other hand, there is a case for
higher appropriations for infrastructure invest-
ments and for vocational training, to imptrove
the mobility of capital and labour, which is vital
if available productive forces are to be better
deployed and unemployment reduced. Here,
what is needed is a dynamic housing policy mak-
ing more use of opportunities for obtaining
funds from the capital market.

If harmonious economic development is to be
ensured on a lasting basis, another essential re-
quirement is the formation of a considerable
pool of private saving. For one thing, a high
propensity to save would be an important
adjunct to the stabilization policy, since it would
slow down the expansion of private spending
on consumption; it would enable workers to
build up assets of their own—this is also desir-
able for social reasons—and thus contribute to
the “participation of workers in the fruits of
the expansion of enterprises”; lastly, it would
facilitate the financing of industrial investment
and residential construction. The constitution
of savings in this way is by no means an unreal-
istic objective. In the long run the prospect of
stable prices is certainly the best way of encour-
aging saving, but it could also be rapidly pro-
moted with measures such as those used in cer-
tain other countries, which are not confined to
preferential treatment of income on savings but
also allow of tax reliefs or premiums on the
saved capital itself.

It will be possible to meet the requirements
which are fundamental for long-term balanced
growth all the more rapidly the sooner the
authorities, using current economic policy
measures, succeed in eliminating the gap be-
tween demand in monetary terms and real supply
potential. The more restrictive policy intro-
duced in November of last year is fully justified.
It should therefore, whatever the circumstances,
be maintained, until such time as adequate sta-
bility within the economy and confidence in
the franc are restored. Indeed, in view of the
fact that domestic demand is still too heavy for

47



the potential of the French economy, it looks
very much as if there is an urgent need to
strengthen the restrictive policy for a time.

In particular, the precautionary measures adop-
ted under the 1969 budget to curb the increase
in expenditure and scale down the deficit
should be strictly maintained, and the adminis-
tration of the budget should be all the more
strict since the existence of large unexpended
balances carried over from 1968 means that the
danger that public expenditure estimates will be
exceeded is very great. And if there were to be
any tax revenues in excess of estimates, these
should be used to cut the deficit of FF 6 350
million budgeted for in the Finance Law. The
balance of the deficit should be covered from
domestic saving and the money market should
be used as little as possible. In this connection,
given the domestic liquidity situation, there may
be a case for floating a government loan.

Similarly, the monetary and credit policy de-
signed to hold down demand should be main-
tained, as is the intention of the monetary
authorities, who, at the beginning of May,
extended until the end of the year the restriction
on the expansion of credit originally planned to
lapse on 30 June: the expansion of short-term
loans and of non-mobilizable medium- and long-
term loans to commerce and industry will now
be restricted to specified rates in the second six
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months of 1969 as well; all in all the expansion
allowed between 30 June and 31 December
1969 has been fixed at only 3 %. In addition
the banks have now been called upon to slow
down the expansicn of mobilizable medium-term
loans. Lastly, it has also been decided to slow
down the expansion of hire purchase sales by
tightening up the terms on which loans for con-
sumers can be granted. Should these measures
not achieve the desired objective, it might prove
necessary to restrict substantially the present
exceptions made in credit ceiling arrangements.
In these circumstances, the authorities should
also make fuller use of powers to adjust interest
rates and bank liquidity.!

If a short-term economic policy along these lines
is implemented consistently, and if producers,
dealers and consumers all co-operate actively,
particularly in the field of wages and prices, it
should be possible to restore a better internal
and external equilibrium. In this way the foun-
dations would be laid for rapid and balanced
growth in the longer term as well as in the
nearer future.

1 On 13 June 1969, after the closing date for this
Sutvey, Bank rate, which had been 6 % since 12 No-
vember 1968, was raised to 7 9%. At the same time,
the Banque de France raised the preferential short-term
discount rate for exporters from 4 to 5 % and the rate
for advances on securities from 7.5 to 8.5 9.




TABLE 1: Basic data 1967

France

Total area (000 8q. km.) 551.2
Total population (’000) 49 756
Density of population per sq. km. 90
Numbers in employment (*000) 19 733
Numbers in employment, breakdown by main sector (9%,):
— Agriculture 15.8
— Industry 39.9
of which : Construction 9.6
-— Services 44.3
Percentage share of gross domestic product :
— Agriculture 8
— Industry 41
of which: Construction 8
~— Services 52
Gross product per capita (FF) 10 771
TABLE 2: Key indicators
. Volume {7t
% change by volume indices o
on preceding year (1958 (H; OA’)
=100) | NP
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 | 1967
Gross national product + 44|+ 66+ 5.2+ 59|+ 4.2+ 4.9 4.4 156 —
Industrial production | + 55|+ 6.7+ 73|+ 85|+ 44|+ 6.4 4.1 168 —
Total imports + 7.0+ 8.7|+12.2] +12.4| + 3.6 +11.1 49| 203 14.5
Private consumers’ expendi-
ture + 59|+ 6.4+ 6.8+ 4.8+ 4.0+ 4.7 4.1 154 63.7
Public current expenditure
on goods and services + 34|+ 43|+ 1.2+ 48+ 3.7+ 3.5 6.0 142 13.5
Gross fixed asset formation +10.5 |+ 79|+ 7.5 +10.1 | + 6.8| + 5.8 6.3 185 21.9
Total exports + 55+ 31+ 7.9+ 7.7 +114 | + 6.9 4.4 206 14.7
Gross national product per
capita + 33|+ 46+ 3.2+ 46|+ 3.1+ 3.9 3.4 140 —
Gross national product per
person gainfully employed |+ 44|+ 63|+ 3.9+ 4.6 |+ 4.2 + 4.5 4.1 152 —
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France

TABLE 3: Foreign trade (at current prices)

Tndices | rilion %
% change on preceding year 1958 ’ of the
o change o 8y =100 | U total
1962 | 1963 1964 1965 1966 1967 ‘[ 1968 1968 1968 1963
Vistble exports
Total + 21|+ 9.8 +11.3] +11.8| + 83| + 4.5 | +114 243 12.676 100
Intra-KEC +12.0 | +14.0 | +12.8| +18.0 | +12.0 | + 2.0 | +16.0 430 5 4563 43.0
To non-EEC countries — 29|+ 7383|4103 + 78|+ 58| + 63|+ 3.2 181 7 223 57.0
Exports of food, beverages and tobacco
Total — 29 +22.0| +14.4 | +11.4 | + 75| + 2.9 | +19.9 319 2120 16.7
Intra-EEC + 14| +345 | +16.6 | +26.3 | +19.4| + 6.0 | +26.7 924 1128 3.9
To non-EEC countries — 51| +15.4| +13.0| + 2.0|— 2.0{—.0,4 | +13.0 183 992 7.8
Exports of raw materials and manufactures
Total + 80|+ 78| r10.7| +11.8| + 85| + 48|+ 9.9 237 10.566 33.3
Intra-BEEC +13.9| +10.9 | +12.1 | +16.4] +10.5| + 1.1 | +13.5 427 4325 341
To non-EEC countries — 26|+ 604+ 98| + 891+ 7.2 74|+ 756 181 6 231 49.2
Visible mmports
Total +12.6 | +16.1 | +15.4 | + 2.7 | +14.5 | + 4.5 | +12.6 243 13.935 100
Intra-EEC +20.0| +23.9| 4204} + 6.7 +20.8 | +10.7 | +231 539 6.617 17.5
From non-EEC countries + 9.1 +12.2| +12.6 | + 0.3} +105 | + 0.2+ 4.5 167 7.318 52.5
Imports of food, beverages and tobacco
Total +198 | + 5.1 +14.9|— 05| + 8.4 |— 2.6 |+ 2.7 136 1.920 13.8
Intra-EEC +37.6 | +37.4 | +262) + 8.9 | + 1.3 | +16.6 | +31.3 633 538 1.2
From non-EKC countries +17.4 — | +125|— 28| +108 |~ 74| — 64 101 1332 9.6
Imports of raw materials and manufactures
Total +10.9 | +18.83 | 4155 + 3.4 | +15.8 + 5.9 | +14.3 236 12 014 36.2
Intra-EEC +18.7 | +22.7 | +19.8 | + 6.5 +22.9 ) +10.5 | +22.4 531 6 029 13.3
From non-EEC countries + 6.6 +163 | +12.6 | + 1.2 | +10.6 | + 2.4 |+ 7.3 196 5 985 42.9
TABLE 4 : Basic monthly indicators
Year | Jan. Feb. Mar Apr. May June July l Aug. ‘ Sept. Oct. Nov. Dec.
Industrial produc- | 1967 123.3 124.3 125.8 124.3 123.2 | 1274 109.8 75.3 121.9 127.6 | 131.7 132.3
tion (1963 = 100) | 1968 127.2 130.6 133.9 135.6 93.6 | 108.6| 118.9 33.2 | 120.8 143.8 | 148.5 | 150.7
1969 143.6 145.1 144.6
Unemployed (*000) | 1067 193.8 194.3 189.2 133.7 179.0 168.3 168.2 174.4 193.4 216.9 238.2 248.1
1963 271.7 | 273.7 264.0 | 260.6 | 237.5| 243.0| 232.3| 237.3| 251.1 260.3 | 262.3| 258.3
1969 271.9 263.9 246.2 226.9 210.1
Construetion : 1967 31.6 36.2 411 37.7 42.2 40.3 41.3 35.7 36.7 37.2 39.8 46.5
permits issued ("'000)| 1963 31.6 31.0 42.4 36.0 36.9 44.5 46,4 47,1 40.9 54.4 57.2 85.0
1969 41.5 37.1
Private consumers’ | 1967 127 110 187 129 133 139 131 119 157 139 149 226
expenditure : turn- | 1963 134 121. 140 136 113 138 147 137 156 153 179 240
over of department | 1969 154 133 135 151
atores
(1962 = 100)
Total visible im- | 1967 1 067 1039 1172 1047 | 1066 1018 926 772 1011 1058 | 1064 1150
ports (willion u a.) | 1968 1 088 1104 1223 1165 953 953 | 1242 934 1173 1317 1 350 1447
1969 1367 1319 1 489 15633} 1547
Total visible ex- | 1967 333 903 992 970 921 1024 956 702 07 1039 1020 1056
ports (million u.a.) | 1968 935 1 066 1165 1087 789 789 12938 917 | 1000 12531 1134 1 204
1969 1152 1179 1262 1313 1238
Batance of trade | 1967 | — 184 — 136 |— 180| — 77 |— 145 + + 80|—- 70|~ 94|— 19— 44— 94
(million u a.) 19068 { — 103 | - 331 58 — 78— 164 |— 164 |+ bH1i— 17!— 173|— 61|— 216 — 243
1969 | — 215 110 | — 227 |— 275 |— 309
Official zold and | 1967 5710 5716 | 5705 57221 5748 5772 5814 5824 5835 58481 6182 6 108
foreign exchange | 1961 6 053 6014 6 023 6 027 5721 5 517 4850 4601 4371 4266 | 3935| 4200
reserves (gross, 1969 4215 1125 3 986 3774 3 636
million u.a.)
Money supply (FF | 1967 137 3 185.6 | 188.3 192 5 189.6 1 194.8 197.6 | 193.4 194.7 193.9 190.3 199.6
*00N million) 1968 192.5 189.8 190.9 191.5 — 207.3 | 209.3{ 205.6| 209.5 208.3 | 206.1 216.1
’ 3969 209.1 208.2 211.2
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France

NOTES

Source: Statistical Office of the European Communities (except as otherwise indicated,.

Table 1

— Total population at mid-year.

— Numbers in employment at mid-year,

— Breakdown of gross domestic product at factor cost.
— GNP at market prices.

Table 2

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

— Substantial changes have been made in the national accounts seties for France with the change in the base year
from 1959 to 1962. However, the new series, converted to international national accounts definitions, is not
yet available.

Table 3

— Expotts fob, imports cif. Conversion at official exchange rate, The products have been regrouped on the
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4

~— Industtial production, excluding construction, food, beverages and tobacco.

~— Unemployed : position at end of month.

— Construction. Building permits granted for housing. Soutce: Bulletin statistique du Ministére de la cons-
truction.

— Private consumer’s expenditure. Index of value of total turnover of department stores,” 5and 10’s”, and other
non-specialized stores.

— Exports fob, imports cif. Conversion at official exchange rates.

— Official gold and foreign exchange reserves. Gross reserves of gold and convertible currency held by the
Banque de France and the Fonds de stabilisation des changes at end of month.

— Money supply. Soutce: Conseil national du crédit. Fiduciary circulation (total of coins and notes in cit-
culation, excluding coins and notes held by the Banque de France) plus sight deposits (deposits made with the
Banque de France by private persons or enterprises, deposits with Post Office savings accounts or with Treasury
agencies, plus the sight deposits relating to the activities pursued within France by the banks — registered banks,
banques populaires, caisses de crédit agricole and the Banque frangaise du commerce extétieur — no matter
whether these deposits are shown in French francs or some other currency or whethet they belong to residents
or non-tesidents). End-of-month figures.
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C. Haly

The distinctly livelier business trend which has been in evidence again for some
time persisted in the spring. While exports continue to rise, an increasing contribu-
tion is being made by the expansion of domestic demand, for both investment
expenditure—in particular investment in building and construction—and private
consumers’ expenditure are moving upwards vigorously. Despite protracted strikes,
this trend was reflected in an appreciable expansion of production and imports and
in greater stability of employment. The price level again went up more sharply.
There was a further substantial decline in official gold and foreign exchange reserves
over the period until the end of March owing to a deterioration in the balance of
visible trade and, more particularly, to very heavy exports of capital.

During the rest of 1969 a further acceleration is expected in the growth of domestic
demand. Although at present the elasticity of production still seems to be quite
high, the danger of a deterioration in price conditions is becoming greater, especially
as there may well be surges of consumption expenditure in the second half of the

year. The surpluses on current account, though still heavy, will probably go on
shrinking significantly in the period up to the end of the year.

1. Recent developments

In the spring the economic trend remained very
dynamic, though in various industries strikes
had a temporary impact on the expansion of
production.

Exports of goods and services, which had soared
in the fourth quarter of 1968, made a further
appreciable advance in the first four months of
1969, The growth of exports to non-member
countries, however, distinctly lost pace—partly
because of the stevedores’ strike in the United
States, and perhaps partly as an initial reaction
to the measures to damp down the economy in
the United States and United Kingdom. Exports
to the other member countries of the Commu-
nity, on the other hand, were still markedly
vigorous. Visible exports in the January-April
period were running 20.7 % higher than a year
earlier (value), while the year-to-year growth
rate of exports of services on the basis of foreign
exchange figures was 13.3 % in the first quar-
ter.

The expansion of domestic demand, especially
investments, accelerated. For example, the EEC
Business Surveys undertaken by ISCO-Mondo
Economico and the figures (sparse though they
are) for the trend of production and external
trade suggest that the upward movement of
investment in plant and equipment was again
more lively. Total investment in building and
construction too, to judge by the incomplete
information at present available, is still tending
steeply upwards, although public works were if
anything somewhat more sluggish than in the
second half of 1968.

Investment in stocks, after declining in 1968,
probably gained momentum again about the
middle of 1969, as industry was obliged to re-
plenish depleted stocks of raw materials and
semi-finished products because of the vigorous
expansion of production.

Private consumers’ expenditure, too, is likely to

have increased faster, though not so rapidly as
investment. The main reason for this was prob-
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ably a somewhat faster expansion of income
from employment due to an increase in hours
worked, and perhaps also the fact that the pro-
pensity to consume was growing again or at least
becoming stable. Increases in agreed wages have
—so far at least—remained very modest.

On the supply side, the trend of demand led to
a vigorous increase in industrial production,
with a particularly sharp expansion in the out-
put of consumer goods. Despite a number of
labour disputes, industrial production per work-
ing day was 7.3 % higher in the first four-
month period than a year earlier.

Apart from variations, imports of goods and ser-
vices also continued to mount sharply, although

the rate of growth slowed down distinctly in
comparison with the situation at the end of
1968. The advance of imports of setrvices appat-
ently faltered, but this was more than offset by
a further vigorous expansion of visible imports.
In January-April visible imports were 23 %
higher than the admittedly exceptionally low
level of a year earlier. Imports of raw materials
and capital goods were the categories which
expanded most.

The prediction that the growth in the number
of persons in paid employment would persist
into the first months of 1969 and that the
decline in the number of unemployed would
gather momentum was confirmed. According to
ISTAT’s quarterly sample surveys this was due

Demand for and supply of goods and services

1966 1 1967 1 1968 * 1969 2
At
cur.rent 9% change on preceding year
prices
(in Lit.
*000
million) Volume Value | Volume Value |Volume
Exports 8 7394 |+ 62 4+ 7.7+ 154 + 147 | + 121,
Gross fixed asset formation 7283 |+ 105 130 |4+ 7.4 + 99|+ 11
Public current expenditure on goods and
services 5221 |+ 2.8 + 4714+ 41 + 921+ 4
Private consumers’ expenditure 25561 |+ 73 4104 |4+ 43 + 54| 4 61
Gross national product 39829 4+ 64 + 93|+ 57 + 73 |4+ 7
Imports ® 6317 | + 12,6 + 1394+ 73 + 67| +17Y%

(SR

Commission forecasts.
Goods, services and factor income.

c

Noze:

¢ Relazione generale sulla situazione economica del Paese (1968) 7.

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

responsibility of the Commission.
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taly
ECONOMIC INDICATORS
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Source : Statistical Office of the European Communities (except as otherwise indicated).

Graph 1. Trend curve; estimate established on the basis of indices adjusted by the SOEC for seasonal and fortuitous
variations (excluding construction, food, beverages and tobacco; provisional indices from January 1967
because of introduction of new seties).

Graph 2. Number of registered unemployed, in thousands. Series seasonally adjusted. Three-month moving
avetagces.

Graph 3. Source: ISTAT. Agreed minimum wages in industry (incl. family allowances). From January 1967
new index (base year 1966) with widet coverage and based on houtly wages. - Consumer prises: From
January 1967 new index,

Graph 4. Short-term loans, Soutce : Banca d’Italia.

Graphs 5 and 6. Seties adjusted for seasonal variations (three-month moving averages). Exports fob, imports cif.
Conversion at official exchange rate.

u.a.: one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.
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Italy

BUSINESSMEN’S VIEWS ON THE INDUSTRIAL SITUATION

Order-books Stocks of finished products B

40
e TN
TN
10(
1969
Trend in production C Trend in selling prices D
&
20
> l-/ no changs // 40
> .
; no change A ;
) ‘Q; 100
1967 1968 1969 1967

1968 1969

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

GRAPHS A, B, C and D : The three colours (green, yellow and red) show the percentages of the three different
answers. The black curves, the scale for which is given between the graphs, show the figures obtained by adding
together the percentages weighted as follows :

by 0.03 for the answer ‘‘above normal’’, or ‘‘up”;

by 0.02 for the answer ‘‘normal”, or ‘‘no change”;

by 0.01 for the answer ‘‘below normal’’, or **down".
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mainly to the fact that industry—particularly
building and construction—expanded its labour
force considerably.

Since the beginning of the year the level of
prices has risen more distinctly. Cost-of-living
allowances based on the sliding scale wage agree-
ments in force in the leading industries were
therefore increased further in early May (by
2 percentage points, i.e. by as much as in the
whole of 1968). The sharper upward move-
ment of prices was mainly due to the fact that
because of harvest shortfalls the supply of some
crop foodstuffs failed to keep pace with the
expansion of consumer demand. Furthermore,
in sectors connected with building there were
also further considerable price increases. To a
limited extent dearer petrol because of taxation
contributed to higher prices too. On the whole,
however, the year-to-year price increment for
April was also small; for wholesale prices it was
1.6 % and for consumer prices 1.7 %. For both
these categories, however, the increase for the
first four months was equivalent to 4 % for the
full year.

The deterioration in the visible trade balance—
more than usually sharp for the season—and in
particular a very heavy increase in net exports
of capital forced the overall balance for the first
quarter of payments into a very large deficit—
Lit. 349 000 million compared with Lit. 44 000
million a year earlier. The net decline in official
gold and foreign exchange reserves, was at Lit.
192 000 million, appreciably smaller than the
payments deficit, for funds held abroad by the
banks were repatriated on a vety large scale in
April in connection with certain arrangements
made by the monetary authorities.

The domestic liquidity of the banks contracted
in the fitst months of the year more than is
usual at this time. This was not only due to
payment transactions with abroad, but also to
the Treasury’s cash transactions and an appre-
ciable increase in minimum reserves, indirectly
due to a spurt in the demand for bank loans.

On the securities market equities rallied towards
the end of February after a fairly long decline:
the improvement was mainly due to favourable
company feports and rumours of an early autho-
tization of Italian unit trusts. In March-April it
became very pronounced after the monetary au-

thorities had taken a number of measures to
promote the sale of Italian securities (see
below). In May, however, the trend was once
again more settled.

2. Outlook

Growth will probably gather momentum in the
second half of 1969, and the contribution made
by domestic demand should increase.

The outlook for exports of goods and services,
however, is still fairly expansionary. Although
it is probable that towards the end of the year
there will be a distinct levelling off or even a
halt in the growth of visible exports to non-
member countries, especially on account of the
anti-inflationary measures taken in the United
States and United Kingdom, the vigour of
exports to the member countries may well go far
to offset this trend. Furthermore, the recent
replenishing of the export credit fund and the
extension of the Government guarantee for such
credits will no doubt give exports a boost.

On the domestic demand side, the expansion of
fixed investment, which has recently been
encouraged by special measures relating to the
capital market, may well gather momentum.
This applies first and foremost to investment in
plant and machinery, for the increasingly distinct
tendency for costs to rise and the intensive com-
petition from abroad provide a strong incentive
to invest in rationalization. With more and
more firms working nearer capacity, as shown
by the results of the EEC Business Surveys,
capital expenditure for purposes of expansion is
also becoming an increasingly urgent need. Ra-
tionalization and expansion have, moreover,
become all the more pressing because last year
the implementation of many investment schemes
was postponed.

In view of the outlook for investment in plant
and machinery, industrial investment in building
and construction should also continue to expand
vigorously, one indicator of this being the rapid
increase in the number of building starts. There
will doubtless likewise be a further vigorous
expansion of residential construction. Last but
not least, the pace of public works may well
accelerate.
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Initially, investment in stocks, too, will prob-
ably make a further vigorous contribution to
growth.

There is a good deal of evidence that consump-
tion expenditure will boost growth. There is
likely, in particular, to be a sharp expansion of
transfer incomes following the pension reform, !
which took effect in May, and an appreciable
increase in per capita earned income as a result
of the April agreement on the abolition of wage
areas and also because of the coming pay rises
for civil servants and the conclusion of new
wage agreements at the end of the year in
leading industries, in particular building and
construction and metal products.

On this assumption, it is to be expected that
on the supply side there will be a fast and
probably even accelerated increase in production
and imports up to the end of 1969. The real
growth of the gross national product for 1969
may well be about 7 9%. This rate has been
adjusted upwards by comparison with the fig-
ures in the last Quarterly Survey because the
national accounts figures revised by ISTAT,
which were recently published for 1965 to 1968
on the basis of a new input/output table, sug-
gest, at any rate for 1967 and 1968, a substan-
tially higher growth rate for services than the
old system did.

According to tentative forecasts for 1970, the
growth of gross national product in real terms
should be about 6.5 % but this is assuming
that a slowdown in the expansion of export
demand—in particular from non-member coun-
tries—will be accounted for by a continuing
fast increase in domestic demand.

The danger is growing that in the second half
of 1969 prices will already begin climbing more
sharply, 2 especially as a powerful impetus will
come from the sharp expansion of income
resulting from the pension reform, which will
benefit a section of the population which natu-
rally has a very high propensity to consume,
That there will be a distinct upswing of prices
is also suggested by the fact that the number
of managements who, according to the EEC

1 For details see Quartetrly Survey No. 1/69, p. 51.
2 For details see Quarterly Survey No. 1/69, pp. 51-52.
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Business Surveys, predict higher prices—in par-
ticular for capital and consumer goods—has
risen steeply in recent months.

In the period from February to April the mone-
tary authorities adopted a number of measures
affecting the money and capital markets. First
of all they allowed the dollar rate on the Italian
foreign exchange matket to rise for a time to
just below the permitted maximum, in order to
cutb exports of short-term funds and of capital.
A few weeks later the commercial banks were
asked to repatriate by 30 June all the net for-
eign exchange assets—a good $ 800 million—
that they had built up in the preceding eighteen
months. At the same time it was decided that
the interest rate on certain fixed-term loans
against securities should be raised step by step
from 3.5 % to 5 % if the loans were extended
within six months. At the end of March the
Banca d’Ttalia suspended its authorization to
Italian banks to participate in consortia issuing
and underwriting foreign securities; authoriza-
tion is given only in the case of units of a
foreign unit trust with a portfolio consisting of
at least 50 % of Italian securities. Further-
more, since the beginning of April the export
of foreign currency in connection with the trans-
fer of an Ttalian national’s residence abroad must
first be approved by the authorities. In April,
moreovet, it was decided that purchases of units
of foreign unit trusts would in future have to
be authorized by the authorities. It was also
decided that the interest rate should be fixed
by the authorities each month on twelve-month
Treasury Certificates which do not belong to
the minimum reserves, with a view to improved
alignment on the current situation in the credit
market.

The main aim of these measures, namely the
expansion of the supply of money and capital in
order to satisfy domestic demand for credit,
itself corresponds to the economic policy re-
quirement of not allowing financial obstacles to
curb the upswing of the business trend in its
early stages. The need for credit has grown
sharply in the course of the action begun in mid
1968 to promote domestic demand and also as
a result of the subsequent recovery of the pro-
pensity to invest, and will doubtless continue
to grow. The pension teform alone—of the
programmes covering several years, this is so far
the one which will cost most—will require an



additional securities issue in 1969 amounting to
almost Lit. 400 000 million.! There is, there-
fore, substantial danger of strain arising on the
capital market. From the Community’s angle,
however, it would have been preferable to make
investment conditions in Ttaly more attractive
in order in this way to expand the supply of
capital. A rapid authorization of Italian unit
trusts, plans to create which were made some
time ago, would make an important contribution
here, provided the funds are in a position to
offer conditions equivalent to those offered by
foreign trusts.

Although fitms are working appreciably nearer
capacity and there are certain signs of new
strains on the labour market, there should still
be sufficient margin for growth which is fast
and yet free of strain. As suggested in the last
Quarterly Survey, those responsible for short-
term economic policy should take prompt but
not abrupt action to ensure that available capac-
ity is adequately exploited so as to avoid over-
heating of the economy. It is right that the
decision to abolish the wage areas, which was

1 In 1968 the value of total net issues of bonds and
shares amounted to Lit. 3 565 000 million.

taken by both sides of industry in conjunction
with the Government, should be implemented
only in stages. The ensuing increase in costs
should be taken into consideration in the wage
negotiations at the end of 1969. It seems advis-
able, furthermore, to refrain from further
overall measures to encourage growth, partic-
ularly because of the scale of the additional
government expenditure on pensions (which
cannot later be cut back) and in view of the
dynamism of the economy’s spontaneous growth
momentum and of the price trend, which is once
again rising. This line of action is probably all
the more desirable as guiding government spend-
ing in Ttaly in an anti-cyclical direction is par-
ticularly difficult for structural reasons. Expe-
rience has shown that curbing an excessive
growth of demand takes time and entails the
risk of actual growth losses. Considerable cau-
tion, therefore, already seems called for in work-
ing out budget policy for 1970. If necessary,
in forward planning—for the public and govern-
ment controlled sector—special appropriations
designed to spur on growth could be provided
for which would be used only if—and this is
unlikely—the forces inherent in the economy
itself should not be dynamic enough to ensure
optimum utilization of capacity.
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Italy

TABLE 1: Basic data 1968

Total area (000 sq. km.) 301.2
Total population (’000) 52 778
Density of population per sq. km. 175
Numbers in employment (’000) 19 069
Numbers in employment, breakdown by main sector (%) :
— Agriculture 22.3
— Industry 41.4
of which : Construction 10.1
— Services 36.3
Percentage share of gross domestic product :
— Agriculture 124
of which: Construction 40.4
— Industry 6.9
— Services 47.2
Gross product per capita (Lit.) 885 600
TABLE 2: Key indicators
. Volume | L08iCr
% change by volume indices o
on preceding year (1938 (111'0/0)
= 1000 | np
1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1968 | 1968 | 1968
Gross national product 6.2 5.5 2.8 3.6 5.7 6.4 5.7 | (180) —
Industrial production 9.1 6.8 2.1 3.1 ; 8.0 8.1 8.1 | (202) —
Total imports 16.4 22.4 | — 5.1 1.9 I 13.7 12.6 7.3 | (333) 16
Private consumers’ expendi-
ture 6.3 8.9 2.5 2.7 5,9 7.3 4.3 | (181) 64
Public current expenditure |
on goods and services 5.4 5.1 3.4, 3.7 3.5 2.8 4.1 | (149 14
Gross fixed asset formation 10.2 85| —-6.5| —8.4 3.4 10.5 7.4 (177) 19
Total exports 12.3 69| 116 20.1, 13.2 6.2 | 15.4 (365) 20
Gross national product per
capita 5.5 4.6 1.8 2.8 5.0 5.1 5.0 | (167) —
Gross national product per
perzon gainfully employed | 7.5 7.1 3.1 5.5 : 7.3 4.8 5.6 | (194) -—
B | i
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TABLE 3: Foreign trade (at current prices)

Italy

i 0,
¢, change Ia%lscgs Million of {ohe
on preceding year | = 100) .a. total
1962 1963 1964 1965 1966 | 1967 1963 1968 1968 1968
Visible exports
Total 11.4 8.2 18.0 20.7 1.7 8.3 170 395.2 | 10183.2 100
Intra-ERC 23.7 10.3 26.4 27.6 12.8 3.3 20.9 670.6 { 1079.1 40.1
To non-EEC countrics 5.8 7.0 13.4 16.4 1.0 11.6 14.5 310.1 6 104.1 59.9
Exports of food, beverages and tobacco
Total 145 | — 8.4 2.4 20.5 1.5 1.7 | — 3.7 170.5 870.1 8.5
Tntra-EEC 23.4 | — 8.7 8.8 31.4 04| — 1.7|— 1.3 23¢.3 1453 .4 4.4
To non-EEC countries 6.5 21|~ 8.3 9.5 2.8 124 — 6.1 129.9 416.7 4.1
Exports of raw materials and manufactures !
Total 10.9 10.2 20.5 20.7 13.1 R.7 19.4 150.6 | 9 313.1 ' 91.5
Intra-EREC 23.9 15.6 30.4 26.9 15.2 4.2 244 865.7 | 36257 35.6
To non-EEC countries 1.5 7.7 15.5 17.2 11.3 11.5 16.3 345.2 | 5 637.4 55.9
Visible imports
Total 15.9 245 | - 4.1 1.6 16.7 12.9 1.3 3184 1 10252.6 100
Intra-EEC 22.9 811~ 45— 3.1 21.6 21.5 9.1 539.6 | 3709.2 36.2
From uon-EEC countries 13.0 215 | — 3.9 3.9 14.4 8.8 1.8 258.8 | 6 543.4 63.8
Imports of food, beverages and tobacco
ota 7.3 57.5 2.4 18.9 0.7 0.7 8.5 333.5 | 1030.7 188
Intra-EEC 10.0 73.1 15.7 20.6 13.5 26.6 24.0 799.6 622.1 6.1
From non-EEC countries 6.8 544 | —~ 0.6 138.4 87| — 6.4 0.9 279.4 | 1308.6 127
Imports of raw materials and manufactures
Total 17.5 192 | — 5.5 — 2.4 1.6 16.1 3.4 311.7 | 33219 81.2
Intra-EEC 241 278 |— 66— 63 23.0 20.7 5.8 506.4 | 3 037.1 30.1
From non-EEC countries 14.4 14.8 | —~ 48— 0.2 16.3 13.5 2.0 2541 | 52348 1.1
TABLE 4: Basic monthly indicators
;
Year | Jan Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec
Industrial produc- | 1967 103.4 103.2 114.8 109.9 112.9 111.6 113 2 50.3 114.1 117.2 112.7 105.7
tion (1966 = 100) | 1962 1088 112.5 117.6 114.7 1210 1133 122.4 ~46 120.% 130.3 116.8 116.4
1969 118.8 114.6 127.3 (125.3)
Unemploved ('000) | 1667 R73 628 584 669
1068 X12 640 653 665
1969 91 596 }
]
Building : domestic | 1967 93.7 86.9 109.6 103.0 121.3 131.7 122 0 125.0 101.1 127.7 130.9 113.3
turnover of build- | 18963 106.6 92.0 99.7 122.2 142.1 128.9 151.9 131.8 118,0 174,5 127,4 142.7
ing materials 1969 132.4 128 5
(1964 = 100)
Private consumers’ | 1967 116 94 130 117 136 140 134 110 148 149 143 248
expenditure . turn- | 1963 123 110 126 149 144 150 154 129 153 175 162 260
over of department | 1969 140 110 144
stores (1963 = 100)
Total visible im- | 1967 827 760 796 810 785 310 851 639 791 371 379 839
ports (million u.a.) | 1963 756 736 323 316 87 852 362 765 912 821 1053 948
1969 1018 042 936 (993)
Total visible ex- | 1967 661 690 771 715 768 708 745 615 715 813 754 745
ports (million v.a ) | 1963 739 778 358 821 344 330 380 776 R24 902 1 004 909
1969 239 913 10221 (1027)
Balance of trade| 1967 |— 166 |— 70|— 25|— 95(— 17|~ 102|{— 106 (— 74|— 77|— 52|— 125 |-~ 94
(milhon u.a.) 1963 | — 17|+ 37|+ 30|— 25|~ 34|~ 22|+ 13[4+ 10 83|+ 81 |— 50— 39
1969 [ — 129 20 1-- 86
Official gold and 1967 | 4514.0 |4 472,83 145855 | 46468 470824 721.0 48762 |5135.21528265360.5,5335.3|5238.1
foreign exchange | 1963 | 5 1358.7 | 5149.6 | 5 104.56 | 5 081.9 | 5 042.4 | 5 026.4 | 5140 9 | 5 269.7 | 5 183,3 | 5 194,9 | 5 069,1 | £ 878,3
reserves (net, 1969 | 4727 2 1 4 636.3 | 4 492.6 | (4 57%)
million u.a.)
Money supply (Lit. | 1967 | 15840 | 15662 | 15981 | 16 157 | 16 417 | 16 576 | 16 773 | 16 623 | 16 964 | 16 956 | 17 075 | 18 877
000 million) 1965 | 17863 | 17 652 | 17076 | 18235 | 18463 | 18795 | 183993 | 18975 | 19379 | 19373 | 19 605 | 21 104
[ 1969 20 440 | 20 379 | 20 836
|
i i

( ) Provisional figures
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Italy

NOTES

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

Table 1

Source: Relazione generale sulla situazione economica del Paese (1968).

— Present-in-area population (resident population less persons temporarily abroad). Average for year.
— Breakdown of gross domestic product at factor cost.

— GNP at market prices.

Table 2

Source for 1967-1968 : Relazione generale sulla situazione economica del Paese (1968). The national accounting
arrangements have been revised by the Istituto Centrale di Statistica, and the data for 1967 and 1968 are therefore
not fully compatable with those for the preceding years.

— GNP at market prices.

— Industrial production: value added by industry at factor cost.

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

Table 3

— Exports fob, impotts cif. Conversion at official exchange rate. The products have been regrouped on the
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4

— Industrial production. Source: Istituto Centrale di Statistica.
— Unemployed. Soutce : Istituto Centrale di Statistica.

— Construction. Internal trade in building materials, calculated from turnover taxes. Source : Istituto Nazio-
nale per lo Studio della Congiuntura.

— Private consumers’ expenditure. Retail sales of department stores, based on the turnover of 22 department
stores and “‘single-price” stores. Not very typical of the trend in private consumption as a whole.

— Exports fob, imports cif. Conversion at official exchange rate.
— Official gold and foreign exchange teserves. Source: Ufficio Italiano dei Cambi.

— Money supply. Notes and coin in circulation excluding cash holdings of the Treasury. Sight deposits of non-
banks with registered credit institutions; banks drafts in circulation (whether vaglia or assegni) issued by the
Central Bank and other banks and credit institutions.
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D. The Netherlands

After a temporary slowdown during the early months of the year, the vigorous
economic upswing continued again in the spring. In particular, exports to other
EEC countries and firms’ expenditure on investment expanded rapidly. Other factors
making for expansion, however, were residential construction and consumer expen-
diture. The growth in industrial production appears to have encountered bhardly any
technical bottlenecks to speak of. On the labour market, however, demand was
running well abead of supply. At the same time a very sharp upward trend in
prices developed.

The present phase of sustained expansion of the Dutch economy will probably
continue in the months abead. In spite of the restrictive measures introduced just
recently by those responsible for economic policy, monetary demand in particular is
likely to continue expanding rapidly in the immediate future. In view of the reduced
elasticity of domestic supply, there will therefore be some appreciable strain at
first. As a result, prices will be subject to considerable pressure and the current
account will probably tend to deteriorate.

1. Recent developments

In recent months there have been considerable
strains on the Dutch economy as the vigorous
upward trend of overall demand continued,
slowing down only temporarily at the beginning
of the year.

Exports of goods and services increased fairly
sharply again, though there was unmistakably a
certain loss of momentum compared with the
fast pace of growth at the end of 1968, which
was partly due to special factors. The chief
reason for this slowdown was the trend of trade
with non-member countries. There was even a
period in the course of this year when exports
to non-member countries actually dropped; this
was mainly due to the dockers’ strike in the
United States but may also have been partly the
result of the restrictive economic policies that
have been pursued in several major industrial
countries for some time now. Exports to the
other EEC countries, however, continued to
rise: the rate of growth was faster, in fact. All

in all, the seasonally adjusted figure for visible
exports in March/April was 18.5 % (in value)
higher than in March/April 1968.

Domestic demand continued to expand very rap-
idly. This is particularly true of expenditure
on investment. The readiness of firms to step
up their purchases of capital goods and expen-
diture on construction appeats to have increased
appreciably again. Public investment and expen-
diture on housing are also likely to have risen
more steeply again,

After a temporary lull early in the year, private
consumption once more gathered momentum.
The main factor here was the very marked rise
in wages per person employed, though the total
number in employment increased too. Income
from entrepreneurship and property also
appears, as a result of the widening of profit
margins by many firms, to have risen steeply.
Transfer incomes were raised as well, chiefly in
order to maintain the purchasing power in real
terms of the underprivileged sections of the
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community. Public current expenditure also
rose sharply, especially as civil setvice pay was
brought closer into line with rates in the private
sector.

In recent months domestic supply had increasing
difficulty in keeping pace with the rapid expan-
sion of overall demand, since advances in pro-
ductivity seem to be gradually diminishing.

In any case the undetlying growth of industrial
production, which in the second half of 1968
proved to be particularly vigorous, was less pro-
nounced—quite apart from the slowdown in
January and February, which can be put down
to special factors. According to the CBS index,
total industrial production per working day in
April was 11 % higher (in manufacturing in-
dustry 6.5 % higher) than in April 1968.

The labout market was strained in the spring,
though the decline in unemployment eased off
perceptibly. The unemployment rate (seasonally
adjusted percentage of unemployed in the
total civilian labour force) was 1.4 % in May
this year compared with 1.8 % the previous
year. In addition, the number of vacancies rose
by almost 50 9% over the year. The still rela-
tively large number of unskilled unemployed
registered and the persistence of regional differ-
ences in the level of unemployment appear
to indicate that the manpower still available is
inadequate for the economy’s needs.

The supply and demand situation on home mar-
kets led to appreciably more reliance being
placed on supplies from abroad, though import
prices were again higher. The increase in visible
imports embraced all the major product groups,
and most of the increase was in goods from the
other EEC countries. According to customs
returns the volume of imports in March/April
was 16.5 % up on the previous year.

There was a further substantial rise in the gen-
eral level of prices. The consumer price index,
which between December 1968 and March 1969
had already gone up 5.2 %, rose another
0.9 % in April. It fell slightly in May, chiefly
owing to a price freeze imposed by the Govern-
ment. The cost of living in May was 8.1 %
above the May 1968 figure—the highest in-
crease recorded in a member country over the
last ten years. The upward trend of prices is

64

largely due to independent factors such as the
consequences of changing over to the tax on
value added and the increase in food prices,
rents and import prices, but there can be no
doubt that it also reflects the aggravation of the
underlying trend towards disequilibrium.

Although the visible trade deficit was kept
within bounds, thanks to the fairly favourable
trend of exports, the current account on a trans-
actions basis showed a deficit of Fl. 250 million
over the first four months of 1969, compared
with an adverse balance of Fl. 80 million in the
same period of 1968 (though this was particu-
larly low). However, the overall balance of
payments showed a surplus of Fl. 150 million
since firms increasingly resorted to short-term
borrowing. As the commercial banks improved
their foreign currency position by Fl. 300 mil-
lion, the official gold and foreign exchange
resetves shrank by Fl. 150 million during these
first four months.

Although the cash transactions of the public
authorities again helped to expand bank liquid-
ity, the tendency for the money and capital
matkets to harden persisted. Mainly because
borrowing was dearer, the banks’ total short-
term advances to firms between January and
April remained within the permissible limits set
by the monetary authorities (6 % of average
lendings between September and December
1968). Short- and long-term interest rates fol-
lowed the upward movement on international
markets and reached a new peak. Corporate
issues of securities were very few in January-
May, whereas the public sector increased its
bond issues.

2. Outlook

Dutch exports of goods and services will prob-
ably expand appreciably again during the months
ahead, mainly because of the growth of demand
(most likely to be vigorous) emanating from
the other EEC countries, which at present
absorb some 60 % of the country’s visible
exports. Nevertheless, the possibility of a cer-
tain slowdown in expansion during the second
half of the year cannot be dismissed. On the
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NOTES :

Source : Statistical Office of the European Communities {except as otherwise indicated).

Graph. 1. Serie adjusted for seasonal and irregular (trend) variations. Exl. building, food, beverages and tobacco.
Graph 2. Adjusted for seasonal variations. Three-month moving averages.

Graph 3. Cost of living for manual and office workers. Source : CBS. Wages—index of gross hourly earnings in
industry (excluding mining, quarrying and construction). Index of negotiated wages.

Graph 4. Short-term bank advances. Revised series as from September 1967.

Graphs 5 and 6. Series adjusted for seasonal and accidenral variations (three-month moving averages). Exports
fob, impotts cif. Conversion at official exchange rate.

n.a.: one unit of account = 0.888671 g of fine gold = US $1 at the official exchange rate.
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demand side, for one thing, sales prospects are
likely to become less encoutaging in a number
of major non-member countties; and then the
increase in supply available for export may tend
to diminish since a good deal of production
capacity is being fully utilized. Furthermore, the
competitive position of the Netherlands, which
improved in 1967 and 1968 because wage costs
were kept down, appears to have been deterio-
rating of late,

As a result of the restrictive measures decided
upon by the Government (summarized at the
end of this section), the rapid growth of domes-

tic demand might be inhibited slightly during
the second half of the year, though experience
has shown that the time needed for such mea-
sures to take effect is fairly long. The first item
to be affected will probably be fixed investment.
The abolition of the special depreciation facili-
ties and the greater difficulty in borrowing
funds, combined with the price freeze, might
damp down entrepreneurs’ propensity to invest.
It should not be ovetlooked, however, that
businesses have more funds of their own at their
disposal, since the cost increases at the begin-
ning of the year were to a large extent passed
on in prices, and tax reductions resulting from

Demand for and supply of goods and services

19661 1967 1 1968 2 1969 3
At
cur'rent % change on preceding year
prices
(in FL
000
million) Volume Value | Volume Value | Volume
Exports * 3514 | 4+ 6.6 + 6.8 {4+ 12% + 11%  + 111
Gross fixed asset formation 1895 | + 7.2 + 10.8 | + 10Y 4+ 13Y% | + 51
Public current expenditure on goods and
services 1209 | + 3.9 +104 |4+ 2 + 7%+ 2
Private consumers’ expenditure 4339 |+ 51 + 84 |+ 5% + 8%+ 4
Gross national product 7481 | 4+ 56 4+ 100 |4+ 6% + 10% |+ 5
Imports 4 35,66 | + 6.7 4+ 59413 + 9% | + 10%

1 Statistical Office of the Eutopean Communities, General Statistical Bulletin No. 7-8/1968.

? Estimates made by the Dutch Centtal Plan Bureau.
3 Commission forecasts,
¢ Goods, services and factor income.

Note:

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(¢) The forecasts are approximations based on certain hypotheses wotked out by the Commission and generally

mentioned in the Quartetly Surveys.

are established and published on the sole responsibility of the Commission.

They have been discussed with the experts of the member countries but
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the introduction of the tax on value added were
not accompanied by price cuts; in addition, re-
funds of turnover tax are to be paid out to firms
from 1 July in respect of their stocks. Mostly as
a result of the cutback in the state-subsidized
housing programme, the stimuli exerted by resi-
dential construction will probably become appre-
ciably weaker. A slowdown in the growth of
public investment later in the year also seems
quite likely.

In contrast with demand for capital goods, the
growth of consumption is unlikely to slacken off
much in the second half of the year. This applies
not only to public current expenditure but also
—in fact, more so—to private consumers’
expenditure. With the continued rise in houtly
wage rates and increasing employment, the in-
comes of households will go up sharply, all the
more because the upward trend of prices will
probably entail demands for bigger wage in-
creases. Under collective agreements already in
operation, certain wage increases to compensate
for the rise in prices took effect on 1 July. An
increase in wage drift must again be expected
as well.

Considering these prospects on the demand side,
domestic supply will probably expand further
during the months ahead, though presumably at
a moderate rate only—given the current degree
of capacity utilization. In support of this
assumption there is the fact that in spite of an
increase in the number of school-leavers, the
labour shortage is likely to become still more
acute over the next few months.

In all probability, therefore, there will be a
further increase in imports. As imports will
probably rise more steeply than exports, the
current account may deteriorate somewhat
during the second half of the year, especially as
the terms of trade are more likely to take an
unfavourable turn for the Dutch economy.

Despite the increased reliance on supply from
abroad, the unstable tendencies on home mar-
kets are liable to be aggravated again. Owing to
the price freeze, however, this will not have
much effect on the official price indices. More-
over, the Government intends to lower the
turnover tax on certain priority goods and ser-
vices.
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The main correction required in the figures
forecast for 1969 in the last Quarterly Survey
(1/1969) is in respect of exports and imports,
which will probably expand more than was
expected. A 5 % increase in the gross national
product at constant prices can be reckoned upon
over the full year.

Forecasts of the economic trend in 1970 are still
subject to many factors of uncertainty, since the
probable line of economic policy is still
unknown and it is particularly difficult to
gauge how management and labour will react to
the wave of rising prices in 1969. The export
prospects will probably turn out less favourable
on the whole since demand from the member
countries is more likely to expand a little more
slowly and demand from outside the Commu-
nity will probably weaken further, at least dur-
ing the first half of the year. The expansion of
domestic demand, especially fixed investment by
firms and the public authorities, may prove to
be smaller than in 1969. All in all, then, the
growth rate of the gross national product in
terms of volume will probably be somewhat be-
low the 1969 rate, especially as the elasticity of
supply is likely to fall further—mainly because
of the expected reduction in the working week.
Provided that wage increases remain within
reasonable limits, prices will probably tend in-
creasingly to settle down.

As a result of the increased strains in the econ-
omy, the authorities responsible for economic
and monetary policy have introduced further
restrictive measures in addition to those re-
ported in the last Quarterly Survey. On 8 April,
for instance, a general price freeze as a tempor-
ary measure was announced. Accordingly, not
only are the prices of goods and services to be
frozen at the level of 14 March but in future
they are not to exceed the level of the prices
obtaining on 1 October 1968 plus the increases
due to tax modifications and other cost increases
outside the control of firms between 1 October
1968 and 14 March 1969. The price control
offices are to be reinforced, too. The country’s
Economic and Social Council has also been asked
to give its opinion on how the inflationary ten-
dencies can be restrained. At the same time the
special tax facilities for depreciation in respect
of investments, which had already been reduced
at the beginning of the year, have been with-
drawn before the date planned. And the



authorities have stated that clauses concerning
reductions in the working week contained in a
number of collective agreements are not legally
binding.

To turn to monetary policy, the Nederlandsche
Bank raised the Bank rate from 5 % to 5.5 %
on 9 April. Besides this, the ceiling imposed on
lending by the private banks has been extended
until August, and the savings banks too can now
be required to keep within this limit.

The pegging of prices alone certainly cannot be
expected to eliminate internal disequilibria, but
a freeze might be justified as a stop-gap measure
to delay, at least in the shott run, a price/wage
spiral. In the long run, however, a price freeze
may seriously affect the efficiency of an economy
because it prevents the price mechanism from
functioning properly and guiding supply and de-
mand.

It is therefore essential that all the instruments
of short-term policy be brought to bear on

the rapid removal of existing and potential
imbalances. If policy is already being directed
towards this end, it may well be that the instru-
ments are not being applied with sufficient
vigout.

The disequilibria in the Dutch economy also
seem to have been aggravated to some extent by
the powerful stimuli of government spending.
A major effort should therefore be made to keep
the rise in public expenditure both in 1969 and
in 1970 lower than the rise, in money terms, of
the gross national product. In view of the pres-
ent tendencies towards disequilibrium, the re-
duction in income tax planned for 1 January
should also be put off for a time as a contribu-
tion towards an anticyclical budget policy.

If vigorous budgetary measures are not taken, it
cannot be expected that the two sides of indus-
try will be as moderate during their wage nego-
tiations in 1970 as is required by the economic
circumstances.
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Netherlands

TABLE 1: Basic data 1967

Total area (’000 sq. km.) 33.5
Total population (*000) 12 597
Density of population per sq. km. 376
Numbers in employment ('000) 4 533
Numbers in employment, breakdown by main sector (%) :
— Agriculture 8.1
— TIndustry 40.8
of which : Construction 10.3
— Services 51.1
Percentage share of gross domestic product :
— Agriculture 7.2
— Industry 41.2
of which: Construction (7)
— Services 51.6
Gross product per capita (F1.) 6 531
TABLE 2: Key indicators
o Volume | {onlrE
% change by volume indices o
on preceding year (1958 (H;OA))
= 100) | oNp
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 | 1967
Gross national product + 3.4+ 38|+ 3.7+ 89|+ 5.0 1.9 5.6 156 —
Industrial production + 471+ 43|+ 411 +11.0| + 6.3 5.1 6.5 181 —
Total imports + 631+ 73+ 93| +14.9| + 6.6 7.4 6.7 233 45.9
Private consumers’ expendi-
ture + 54| 462 |+ 71|+ 6.0+ 7.0 2.9 5.1 163 57.2
Public current expenditure
on goods and services + 34+ 43|+ 66|+ 1.7+ 1.6 2.2 3.9 131 16.2
Gross fixed asset formation + 6.6+ 43|+ 1.9 +18.0| + 4.9 6.0 7.2 198 25.5
Total exports + 33|+ 6.0+ 63 +11.6|+ 7.4 5.4 6.6 198 45.6
Gross national product per
capita + 20|+ 23|+ 23|+ 7.5+ 3.6 0.5 4.4 138 —
Gross national product per
person gainfully employed |+ 19|+ 1.7+ 24|+ 7.0+ 3.9 0.9 6.2 140 -—
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TABLE 3: Foreign trade (at current prices)

Netherlands

Indices %
Million
9%, change on preceding year =1_9'15§0 La, otft.)::f
1962 1963 1964 1665 1966 1967 1968 1963 1963 1963
Visible exports
Total + 65|+ 82| +17.0] +10.1 | + 56| + 7.9 |+145 259 3 342 100
Intra-EEC +10.0) +17.3 | +22.1 1 +10.2 | + 53| + 6.7 |--19.7 358 4 790 57.4
To non-EEC countries 4+ 32— 06! +11.2 | +100| + 6.0 + 9.4 |+ =2 178 3 552 12.6
Exports of food, beverages and tobacco
Total + 6. + 931+ 95 +13.0| + 03| 4+ 9.9|-+15.0 224 2 002 24.0
Intra-EEC +10.0 0 +121 | +12.8 ] +19.7 1 — 0.2 | 4+ 9.6 | +22.1 308 1295 15.5
To non-EEC countries 33+ 58|+ b51)-+ 36!+ 1.0 +10.5 ]+ 6.1 150 707 8.5
Exports of raw materials and manufactures
Total + 63|+ 7.9 +19.6 4+ 921 4+ 73| + 7.3 |4+140 273 6 340 76.0
Intra-EEC +10.0 | +19.4 | 4256 | 4+ 7.1 | 4+ 7.4 | + 534188 332 3 495 41.9
To non-EEC countries + 3.2 — 244131 +1191 + 731 4+ 9114+ &7 202 2 845 34.1
Visible imports
Total + 4.6| +11.6 | +182 | + 59|+ 7.5 + 4.0 |+11.5 256 9 297 100
Intra-EEC + 6.7 +14.9 | +19.0 | + 3.7 + 3.7 + 5.0 +13.2 339 5 146 55.4
From non-EEC countries + 25|+ 83 +174} + 20|+ 60| + 29|+ 95 197 4151 44.6
Imports of food. beverages and tobacco
Total + 631 +155 1 4+162| + 85| + 3.9 +11.3 |+ 9.7 224 1 253 13.5
Intra-EEC — 7.0 4118 +22.0| +13.1 | + 88| +22.7 | +25.1 434 387 4.2
¥rom non-EEC countries +10.0) +163 | +14.9|— 1.2 + 25| 4+ 7.6 |+ 3.2 181 366 93
Imports of raw materials and manufactures
Total + 43| 4110 +13.6 | + 63| + 8.0 + 2.9 | +11.8 262 3 044 6.5
Intra-EEC + 76| +15.0) +19.0 | + 7.8 + 87| + 3.9 +12.1 331 4 759 51.2
¥rom non-EEC countries + 07! + 61| +18.0] - 4.2 + 7.0 | + 1.6 |+11.3 202 3 235 35.3
TABLE 4: Basic monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov Dec,
Industrial produc- | 1967 122 125 126 130 125 129 103 122 131 139 143 143
tion (1963 = 100) 1968 134 139 141 141 142 145 1138 136 144 155 162 164
1869 150 157 159
Construction 1967 2 036 2362 2 503 2 333
(Fl. milliom) 1968 2 314 2 637 2793 2 896
1969 2378
Unemployed 1967 108.5 105.9 91.4 81.7 69.9 67.2 77.0 73.9 74.6 80.4 91.3 113.6
(*000) 1968 123.1 113.1 96.2 80.7 63.6 64.9 714 66.1 64.6 66.9 70.3 82.1
1969 86.8 85.0 724 59.2 51.8
Investment 1967 4 640 ; 5 388 5 307 5 652
{F1. million) 1968 5 294 5973 5 949 6 560
1969
Private consumers’ | 1967 142 125 146 144 149 151 152 144 152 149 161 172
expenditure 1968 152 141 155 156 165 155 167 157 155 168 130 139
(1963 = 100) 1969
Total visible im- | 1967 630 639 719 690 694 737 650 652 683 733 746 713
ports (million u.a.) | 1968 823 693 788 704 815 697 776 742 775 59 816 811
1969 816 809 390 833
Total visible ex- | 1967 601 532 606 532 592 642 536 605 641 636 665 601
ports (million u.a.) | 1963 631 615 670 663 725 598 636 653 742 821 751 736
1969 716 1] 799 731
Balance of trade | 1967 | — 80| — 107 | — 113| — 108 | — 102 | — 95{ — 114| — 46| — 42| — 47| — 81| — 117
(million u.a.) 1968 | — 142 — 78| — 114!t — 41— 90 — 99— 90| — 89| — 33| — 3IW|— 65— 75
1969 | — 0, — 111 |- 109 P 102
Official gold and | 1967 1970 1695 1 993 1995 2 065 2 004 2104 2 064 2104 2 229 2271 2 268
foreign exchange | 1968 2194 2164 2082 2023 2 00% 19383 2 000 2030 2 001 1972 1 963 1 967
reserves 1969 1 802 1937 1954
(nmillion u.a.)
Monev supplv 1967 17.89 17.97 18.27 13.74 19.31 13 93 19.67 19.33 19.55 19.19 19.44 19.51
(F1. "000 miliion) 1968 19.59 19.31 19.71 20.16 20.92 21.70 21 36 21.23 21.14 20.93 21.31 21.66
1969 | 2176 | 21.53 | |
|




Netherlands

NOTES

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

Table 1

— Total population at mid-year.

— Numbers in employment, average for vear. Source : CBS.
— Breakdown of GNP at factor cost.

~— GNP at market prices.

Table 2

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

Table 3

— Exports fob, imports cif. Conversion at official exchange rate. The products have been regrouped on the
basis of the Statistical and Tariff Classification for International Trade (CST): food, beverages and tobacco
(groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4

— Industrial production. Soutrce: Centraal Bureau voor de Statistieck (CBS). General index, adjusted for
number of working days.

— Construction. Source: CBS. Building production. Total value, quarterly figures.

~— Unemployed. Source : CBS. Total unemployed.

— Investment. Source: CBS. Gross fixed investment. ‘Total value, quarterly figures.

— Private consumets’ expenditure. Source : CBS. Index of value of private consumption.
— Exports fob, imports cif. Conversion at official exchange rates.

— Official gold and foreign exchange reserves. Gross reserves of gold and convertible currency held by the official
monetary institutions,

— Money supply. Notes and coin in circulation, excluding cash holdings of monetary institutions, Sight
deposits with credit institutions.
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E. Belgo-Luxembourg Economic Union

Belgium

Spurred on by exports, investment and private comsumption, economic activity
was tending to expand in the spring. Production and employment continued to
grow. At the same time there were, however, signs of an increasing deterioration
in the conditions governing equilibrium. Prices, in particular, were rising more
distinctly once again.

The trend is unlikely to change to any significant extent in the months abead.
The expansion of exports to non-member countries, of stockbuilding and of public
investment are all likely to slow down, but this will probably be more than offser
by private investment—managements will still be very anxious to step up their
expenditure on plant and machinery and building—and by private consumption,
which will gather momentum. As the elasticity of production will, if anything,
decline, the danger of a deterioration of the price climate, alveady under considerable
strain as a result of the introduction of the tax on value added at the beginning

of 1970, may well increase.

1. Recent developments

In the past few months, the key to the
economic trend in Belgium has been an accelera-
tion of the expansion of demand, which has
impaired the conditions governing equilibrium.

Export demand has continued to expand very
rapidly, with the favourable market situation
prompting many managements to put up their
export prices. Intra-Community trade has ac-
counted for most of the increment: although
sales to the Netherlands have expanded at a
comparatively modest rate only, visible exports
to the other member countries have gathered
momentum, with demand for chemical products,
textiles and transport equipment showing par-
ticular vigour. The trend of exports to the
non-member countries, by contrast, has been
distinctly weaker, the main factor being a
pronounced fall in deliveries to the United
States. In March-April total visible exports
were running 14.7 % higher than a year earlier.

The expansion of domestic demand has gathered
speed. With demand for residential construc-
tion picking up (partly for speculative reasons)
and the propensity to invest now much stronger
in industry, the revival of fixed investment has
gained more ground, As against this, public
investment expenditure, which was mounting
in the period up to the end of 1968, appears
to have been growing more slowly, possibly
because of financing difficulties.

Private consumets’ expenditure, too—as depart-
ment store sales and sales of passenger cars
indicate—has been making a more vigotous
contribution to the economy.

The more dynamic trend is evidently mainly due
to the more substantial improvement in incomes
of households, itself attributable to a slightly
faster rise in the total wage-bill. The rise in
employment has been fairly distinct; at the
same time, hourly wages have also been rising
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faster than in the preceding months. The

savings ratio of households also appears to have
declined further.

Al in all, domestic supply, being relatively
elastic, has continued to adapt to the rise in
demand. 1In the first quarter of 1969 the
growth of industrial production was still running
at a rate equivalent to 8 % per annum. In
building and construction, the rise in production
may have been even larger in the past few
months.

Although the expansion of production has again
been accompanied by substantial productivity
gains, the tendency for the situation on the

labour market to improve, which had started to
make itself felt in the winter, has continued.
In April, the unemployment rate! was 2.4 %
(as against 2.7 9 at the end of 1968), and the
number of unfilled vacancies was motre than

double the figure of a year earlier.

Indeed, the rapid growth of imports has
gathered a little further momentum. In March-
April, visible imports were 21 % up on the
level of a year earlier.

1 Number of fully unemployed persons drawing un-
employment benefit, expressed as a percentage of the
total civilian labour force, seasonally adjusted.

Demand for and supply of goods and services

19661 1967 1 1968 2 1969 8
At
cur'rent 9 change on preceding year
ptices
(in Bfrs.
’000
million) Volume Value | Volume Value | Volume
|
Exports 3501 |+ 64 + 73|+ 11 + 12 + 12
Gross fixed asset formation 196.6 | + 40 + 80|+ 2 + 5 + 7
Public current expenditure on goods and
services 119.7 |+ 7.0 + 1124 3% + 8 + 4%,
Private consumers’ expenditure 5959 |+ 2.8 4+ 54| +4 3% + 6 4+ 5%
Gross national product 916.3 | 4+ 3.5 + 66|+ 4 + 7 + 5%
Imports 4 3535 |4+ 3.7 4+ 43|+ 12Y, + 13 + 12

Commission forecasts.
Goods, services and factor income,

I TR

Note:

Statistical Office of the European Communities, General Statistical Bulletin, 1968, No. 7-8.
Preliminary figutes calculated on the basis of the estimates by the Belgium Ministry for Economic Affairs,

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

responsibility of the Commission.
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ECONOMIC INDICATORS
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NOTES :

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

Graph. 1. Serie adjusted for seasonal and irregular (trend) variations. Exl. building, food, beverages and tcobacco.
Graph 2. Completely unemployed petsons, receiving unemployment benefit. Adjusted for seasonal variations.
Three-month moving averages.

Graph 3. Consumer prices. New index as from januari 1967. Source: Ministére des Affaires Economiques. Agreed
wages for operatives, all branches. Source: Ministére du Travail et de 'Emploi.

Graph 4. Loans made by monetaty institutions.

Graphs 5 and 6. B.L.E.U., series adjusted for seasonal and accidental variations (three-month moving averages),
Exports fob, impotts cif. Conversion at official exchange rates.

u.2.: one unit of account =0.888671 g of fine gold = US $1 at the official exchange rate.
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With the business situation steadily improving,
the general price trend is now climbing faster
once more. Since the beginning of 1969, for
instance, not only have wholesale prices risen
appreciably, but consumer prices, too, have also
advanced: since the beginning of the year they
have risen by 2%, and in May they were 3.8%
up on the May 1968 level.

Although there has of late been a slight dete-
rioration in the trade balance, the surplus on
current account in the first four months was
larger than in the corresponding period of the
previous year (Bfrs. 4000 million against
Bfrs. 2 200 million). As regards capital move-
ments, the effects of a fresh and appreciable
net outflow of private capital (largely due to
security transactions) were more than offset by
non-recurrent capital inflows through Iloans
floated by certain public financial institutes.
All in all, the overall balance of payments
showed a surplus of Bfrs. 4 600 million for the
first four months.

Despite the expansionary effect of transactions
with abroad on domestic liquidity—and the
impact, also expansionary, of the transactions
of the public authorities—strain on the money
and capital market has again increased. The
international monetary situation and heavy
company borrowing are mainly responsible for
this development. Bank lending to private
customers has risen again; in the first quarter,
the yearto-year increase was some 19 %.

2. Outlook

The basic assumptions on the general economic
trend in the second half of the year, as set out
in the last Quarterly Survey, are still valid:
there is little prospect that the restrictive
meaures recently taken by the Government and
the monetary authorities will curb the expan-
sion of production and employment to any
significant extent in the immediate future.

The outlook in the other member countties
suggests that exports to these countries will
expand vigorously in the second half of the
vear as well. This will probably largely offset
the expected slackening of demand for Belgian

products from non-member countries. A general
point is that the rules applied since April for
refunds of the multi-stage turnover tax consti-
tute an export incentive.

The demand components likely to be affected
most by the more restrictive economic policy
adopted at the end of 1968 and by the credit
squeeze (loans are both dearer and harder to
come by) are fixed investment by the public
authorities, the expansion of which might well
slow down appreciably in the second half of
the vyear, and stockbuilding.  Residential
construction, by contrast, will continue to ex-
pand appreciably for the time being as the level
of orders on hand is still very high. The revival
of investment by firms is also likely to continue
for a while: with more and more firms running
at or near capacity and profits rising there is a
strong inducement to extend and modernize
production facilities.

The expansion of private consumers’ expendi-
ture is likely to gather additional momentum
in the months ahead, mainly as a result of an
appreciable rise in disposable incomes of house-
holds. Total wages, for instance, are likely on
the whole to increase somewhat more vigorously
than so far, for the rise in employment should
continue and that in hourly earnings will
probably gather momentum. In addition,
transfer payments by the State to households
will go up more sharply than in the first half
of the year: on 1 July, for instance, old age
pensions were raised by 4 9% and children’s
allowances increased. Lastly, towards the end
of the year consumption could well grow as
there is likely to be a wave of “beat-the-tax”
buying ahead of the introduction of the TVA,
although the Government has recently decided
to charge lower TVA rates than first planned
for a large number of items.

Given the outlook for overall demand, domestic
supply is likely to expand further. As labour
productivity will, if anything, rise more slowly
now that many firms are working at or near
capacity, unemployment will probably continue
to fall. The seasonally adjusted rise in industrial
production is nevertheless likely to weaken
towards the end of the year.

Imports will probably continue to mount
sharply in the second six months; there will,
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in particular, be a specially strong rise in imports
of finished products, whether consumer or
capital goods. It is therefore possible that the
balance of trade may deteriorate slightly.

Even assuming notmal harvests, the price
climate on the domestic markets will remain
under strain in the months ahead, so that the
comparison of the annual averages of consumer
prices for the two years will show an increment
of more than 4 %.

In view of current expansionary trends, the
quantitative forecasts for 1969 as a whole
given in the last Quarterly Survey must be
revised upwards. The gross national product
can now be expected to expand by some 5.5 %
in real terms for 1969.

Tentative forecasts for 1970 suggest that real
growth will lose a little momentum. The
slackening of business in some major non-
member countries and the weakening of growth
to be expected in the Community will probably
curtail sharply the expansion of Belgian exports.
By 1970 the trend of investment by firms
should already have passed its peak. Following
the introduction of the tax on value added,
however, stockbuilding by firms, should, if it
shows any change at all, once again be making
a more vigorous contribution, With incomes
rising faster, private consumer demand is also
likely to expand more rapidly provided the
savings ratio of households does not increase
appreciably. As productivity gains may be
expected to decline, costs may well again show
a more vigorous upward tendency with the
result that the price climate, already under
considerable strain as a result of the introduc-
tion of tax on value added, will detetiorate
further.

At present the Commission estimates that the
gross national product will grow by about 4 %
in real terms in 1970.

The restrictive economic policy measures
adopted for the period up to the beginning of
March to combat the increasing tendencies
towards disequilibrium (these measutres were
outlined in the last Quarterly Survey) have
since been tightened up. The Bangue nationale,
which had already increased Bank rate in two
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stages from 3.75 9% to 5 %, raised it to 5.5 %
on 10 April and 6 9% on 29 May. At the
end of April, the monetary authorities called
upon the banks to hold down the expansion of
lending to private borrowers in 1969 to 14 %
of the loans granted until the end of 1968.
For the first time the Central Bank also imposed
visa and rediscount ceilings. In addition, the
rediscount facilities for Road Fund bills will be
withdrawn completely as from September.
A recommendation to the banks at the end of
1968 to keep the rise in their net foreign ex-
change position within narrow limits was fol-
lowed by the introduction of a ceiling on the
current balances in foreign currencies and con-
vertible francs held by the credit institutions.
In June the Commission bancaire introduced,
for one year, a coefficient linking short-term
credit with short-term debit transactions which
will facilitate official financing operations. An
upper limit was also placed on the rise in the
commitments of savings banks, insurance com-
panies and some semi-public institutions such
as the SNCI (Société nationale de crédit & l'in-
dustrie) and the CGER (Caisse générale d’épar-
gne et de retraite).

In the field of budget policy it was decided not
to make use of the special “conditional” appro-
priation of Bfrs. 7 500 million under the extra-
ordinary budget for 1969 and to apply more
rigid criteria in administering the ordinary
budget.

The implementing details of the tax on value
added to be introduced on 1 January 1970 have
also been changed with a view to mitigating
the incidence on prices of the changeover.
Intermediary rates, between the upper and
lower limits, have been cut, and various goods
and services have been classified in categoties
attracting tax at a lower rate. The burden
which the tax relief on stocks and investment
will place on the Treasury has been eased
inasmuch as refunds will be staggered over a
longer period and the tax advantages originally
envisaged will be smaller. So as to prevent the
introduction of the tax on value added leading
to unduly sharp price increases, a number of
institutional arrangements have been made,
particularly with regard to price supervision.
Furthermore, hire purchase and personal loans
have been restricted as from June.



By and large, these measures are in line with
requirements: they are needed to counter,
rapidly and as far as possible in advance, the
development of excess monetary demand and
the consequent upward tendency of prices.
Without them, an inflation might well ensue
which sooner of later would force the authoti-
ties to take measures which might well cut
sharply into growth and constitute a threat to
the security of employment. Special emphasis
should be placed on the measures taken in im-
plementation of the budget, all the more so as
there has of late been a further deterioration
in the pattern of government expenditure ( faster

rise in expenditure on consumption and in
transfers, and slower growth of expenditure on
investment) and of receipts (in particular, a
disproportionate increase in short-term indebt-
edness). In view of the disequilibria already
present and of those now becoming discernible,
care should be taken not to exceed the budget
estimates fixed originally or at least to keep
any overspending within very narrow limits.
Similarly, when drafting the 1970 budget, the
authorities, while endeavouring to improve its
structure, should ensure that the public finances
help more to combat disequilibria.
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Belgium

TABLE 1: Basic data 1967

Total area (’000 3q. km.) 30.5
Total population (’000) 9 581
Density of population per sq. km. 318
Numbers in employment (*000) 31721
Numbers in employment, breakdown by main sector (9):
— Agriculture 5.6
— Industry 443
of which : Construction 8.3
— Services 50.1
Percentage share of gross domestic product:
— Agriculture 5.6
— Industry 41.1
of which : Construction 7.2
— Services 53.3
Gross product per capita (Bfrs) 102 000
TABLE 2: Key indicators
0 Volume | ont
% change by volume indices | ;"¢
on preceding year (1958 (H;O/O)
= 10001 one
1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1967 | 1967
Gross national product + 49+ 5.6 | + 47+ 69+ 3.9+ 28|+ 3.5 148 —
Industrial production + 48|+ 731+ 6.11+10.5]+ 3.0 + 4.1+ 2.1 162 —
Total imports + 6.7+ 4.6+ 7.8|+10.7| + 6.6 | + 8.4 |+ 3.7 201 37.7
Private consumers’ expen- f
diture + 21+ 43!+ 55|+ 3.6+ 4.6+ 32|+ 28 139 64.3
Public current expenditure
on goods and services + 16+ 9.0 +11.5 + 4.0 + 5.6 | + 43|+ 7.0 168 13.6
Gross fixed asset formation | +10.8 |+ 5.3 — 0.1 | +12.5 |+ 3.7, + 6.6 | + 4.0 186 21.7
Total exports + 88|+ 7.7 i + 7.0 +11.1 |+ 7.7 + 3.8| + 6.4 194 38.5
Gross national product per |
capita + 431+ 5.0+ 39+ 59+ 29+ 21+ 29 139 —
Gross national product per i
person gainfully employed | + 3.8 | + 3.9 l + 3.9+ 55|+ 3.6+ 23|+ 3.8 141 —
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TABLE 3: Foreign trade (at current prices)

Indices %
% change (1958 | Million | of'the
on preceding year = 100) u.a. total
1962 | 1963 | 1964 | 1965 1966 | 1967 1968 1968 1963 1968

Visible exports

Total +102 | +11.9 | +155| +14.2 | + 5.2 | + 3.0 | +16.0 267 8 155 100.0

Intra~-EEC +17.7 | +19.6 | +19.0 | +12.8 | + 6.1 | 4 3.2 |+18.5 331 b 248 64.4

To non-EEC countries + 194+ 16| 4103 | +165 | + 3.9 | + 2.6 | +11.7 174 2 907 35.6
Exports of food, beverages and tobacco

Total +29.6 +29.6 | + 3.2| +31.5 4+ 84| +188}+15.5 413 640 7.8

Intra-EEC +381.2 1 +30.7 | + 5.2 +31.6| + 5.4 | +25.7 | +24.6 597 524 6.4

To non-EEC countries +25.7 | +26.8{— 21} 4313 +17.1 |+ 1.3 | —-13.4 177 116 1.4
Exports of raw materials and manufactures

Total + 9.2} +10.9 | +16.4} +13.1 | + 5.0 | + 1.8 |+16.0 259 7 515 92.1

Intra-EEC +16.7 | +18.8 | +20.1 | +11.4 | + 6.2 + 1.8 [+17.9 366 4 724 57.9

To non-EEC countries + 09|+ 0.7| +10.8] +15.8 | + 3.2 |+ 2.6 +13.0 173 2 792 34.2
Vigible imports

Total + 8.0 +12.2 | +15.9 | + 76| +12.6 0 +15.3 264 8 276 100.0

Intra-EEC + 8.9| +156.6 | +17.56 | +10.1 | +15.4 | — 0.6 | +13.7 310 4533 54.8

From non-EEC countries + 71|+ 88| +14.0| + 43|+ 91| 4+ 06 +17.3 224 3 742 15.2
Imports of food, beverages and tobacco

Total 11.0| + 9.0 | +16.8| +15.2 | + 81| +10,0 | + 2.5 215 1 006 12.2

Intra-EEC 4+ 3.2 +17.2 | +16.3 | +22.6 | +10.6 | +-11.8 | +-23.7 334 519 6.3

From non-EEC countries +159 | + 43| +17.2| +10.6 | + 6.4 + 8.6 |— 3.3 156 437 5.9
Imports of raw materials and manufactures

Total + 7.6 +12.7 | +15.7| + 6.6 | +13.2 | —~ 1.4 [+17.4 272 7270 87.8

Intra-EEC + 9.4 | +154 | +17.6 | + 8.9 +16.0 |— 1.9 [+12.6 307 4014 48.5

From non-EEC countries + 56|+ 96| +13.4 |+ 8.7 |+ 9.7 |— 0.7]|+23.9 239 3 2565 39.3

TABLE 4: Basic monthly indicators

Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Qct. Nov. Dec.

Industrial produc- | 1967 150 147 160 151 149 159 119 148 162 167 162 156

tion (1958 = 100) | 196> 135 155 164 162 162 160 132 154 172 137 168 168
1969 176 164 120

Construction 1967 148 164 202 191 197 210 124 201 205 211 202 137

(1958 = 100) 1968 137 151 178 175 165 133 137 139 201 214 135 150
1969 165 109

Unemployed ("000) | 1967 82.5 85.7 34.4 83.3 81.9 77.9 79.1 73.1 &80.3 87.5 96.0 106.7
1968 114.5 113.7 110.3 106.4 101.5 95.3 96.5 93.5 93.9 97.1 101.4 108.8
1969 109.4 106.5 96.6 90.4 a3.8

Investment 1967 134 6 151.1 167.0 187.7 170.4 176.8 122.1 159.1 160.2 175.9 176.9 141.8

(1961 = 100) 1963 127.3 146.2 166.2 166.3 160.4 168.7 133.3 157.6 176.5 185.0 177.5 163.5
1969

Private consumers’ | 1967 147.3 148.7 151.8 153.7 155.3 159.3 155.7 152.8 154.7 153 3 156.3 163.2

expenditure 1968 159 6 164.3 160.7 170.2 163.7 169.6 168.7 165.3 165.7 166.1 169.2 177.4

(1961 = 100) 1969 1721 175.6 175.8

Total visible im- | 1967 590 545 628 574 607 655 465 598 514 640 639 649

ports (million u.a.) | 1963 624 T04 708 644 706 612 625 638 669 817 706 742
1969 743 746 822 513

Total visible ex- | 1967 608 70 607 599 586 597 525 460 530 697 618 649

ports (million u.a.) | 1963 621 675 705 705 666 631 634 547 676 796 705 757
1969 843 698 203 303

Balance of trade| 1967 | - 18|+ 25| — 20|+ 25— 20| - B3|+ 60— 183|4+ 164+ 57, — 71 0

(million u.a.) 1068 | — 21— 20 — 3{+ 60— 40|+ 19|+ 69} — 91|+ Ti— 21— 11+ 15
1969 |+ 100 | — 48— 19— 10

Official gold and | 1967 1970 1939 1951 1972 2 044 2118 2152 2196 22
foreign exchange 1963 2163 2116 2 150 2116 2 090 1996 1972 1 964 18
reserves 1969 1 348 1 =90 1 380 1 950

, (million u.a.)

12 2 220 2 244 2 202
53 1896 1902 1886

| Money supply 1967 324.9 320.4 32
: 1968 341.0 337.0 35
| 1969 362 & 364.9 37

333 8 335.1 347.5 339 4 337.2 343.2

6.4 333.5 341.1 350.5
0.9 355.6 362.3 372.7 3061.4 361.8 361.8 359.7
2.1

363.2 376.5
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NOTES

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

Table 1

— Total population at mid-yeat.

— Numbets in employment at mid-year.

— Breakdown of gross domestic product at factor cost.
— GNP at market prices.

Table 2

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

Table 3

— Data refer to BLEU. Exports fob, imports cif. Conversion at official exchanges rate. The products have
been regrouped on the basis of the Statistical and Tariff Classification for International Trade (CST): food,
beverages and tobacco (groups 0 and 1 CST), raw materials and manufactures (groups 2-9 CST).

Table 4

— Industrial production. Source: Institut National de Statistique (INS). General index.

— Construction. Source : INS. Production.

— Unemployed. Soutce : Ministére de ’'Emploi et du Travail. Wholly unemployed in receipt of unemployement
benefit,

— Investment. Source: Département de I’économie appliquée de I’Université libre de Bruxelless (DULBEA).
Gross fixed asset formation at current prices.

— Ptivate consumers’ expenditure. Source : DULBEA. Cutrent prices.

~— Exports fob, imports cif. Convetsion at official exchange rate.

— Official gold and foreign exchange reserves. Gross reserves of gold and convertible currency of the official
monetary institutions.

— Money supply. Notes and coin in circulation, excluding cash holdings of the Treasury, the Central Bank and
other banking institutions other than the Postal Cheque Office. Residents’ sight deposits (up to one month)
with banking institutions. Holdings of the special agencies of the Treasury and non-residents’ holdings on
postal cheque accounts.
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Grand Duchy of Luxembourg

bound to impair the price climate.

The past few months have seen a further improvement in the business climate.
Production has expanded vigorously and employment bhas continued to rise, but
there has been no threat to domestic equilibrium.

Growth is likely to slow down slightly in the second half of 1969 but will
presumably slacken wmiore sharply in 1970. The danger of strain may nevertheless
increase, particularly as it must be feared that the introduction of the tax on value
added at the beginning of 1970 and price increases for imported products are

1. Recent developments

With export demand for iron and steel products
and chemical products expanding at a more
lively pace, the rise in Luxembourg’s exports,
seasonally adjusted, has gathered some speed.
In contrast with the trend in the period up to
the end of 1968, the growth of exports to the
other member countries is now matched by a
revival in sales of iron and steel products to
non-member countries, though this is unlikely
to prove lasting.

The growth of domestic demand is still very
vigorous. This applies in particular to fixed
investment, which early in the year staged a
recovery that has continued. Public investment
has tended to weaken, but this has been more
than offset by stronger private industrial invest-
ment and a firmer growth trend in residential
construction. The trend of private consumers’
expenditure, by contrast, appears to be some-
what less dynamic, although incomes have again
risen fairly vigorously as a result of the
continued rise in employment and the increase
in wage incomes—the latter being mainly a
mattet of higher bonus payments in the iron
and steel industry.

Despite bad weather there has been a distinct
and indeed even faster expansion of domestic

supply. The new STATEC index shows that
in the first quarter industrial production was
16.3 % higher than in the corresponding period
of the previous year. Imports have also risen
appreciably.

Appreciable productivity gains have continued
to account for the expansion of production. At
the same time, the number of persons in paid
employment has also continued to rise, par-
ticularly because the numbers employed in the
iron and steel industry have stopped declining.
On the labour market the supply of manpower,
particularly of skilled manpower, has contracted.

The increase in consumer prices has remained
relatively moderate. By yearly comparison it
reached 2.1 % in April.

2. Outlook

The outlook for the trend of overall demand
until the end of the year is in general fairly
favourable, though the tempo of growth must
be expected to slow down gradually.

The key to the demand slowdown will be the

export trend, which will be less lively. It is,
however, difficult to assess at this stage how
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Demand for and supply of goods and services

1966 1 19671 1968 1 1969 8
At
cur.rent 9% change on preceding year
prices
(in
Lfrs.
million) Volume Value |Volume Value | Volume
Expotts ¢ 27994 | + 25 4+ 3.0+ 8 + 7%+ 9%
Gross fixed asset formation 9805 | —179 —158 | 4+ 2% + 6% | + 15
Public current expenditure on goods and
services 4013 |4+ 15 4+ 624+ 2 + T+ 2
Private consumers’ expenditure 21174 0 4+ 2274 5% -+ 8 + 4
Gross national product 34665 | + 2.0 4+ 4.0 |-+ 4 + 6 + 5%,
Imports 4 28441 |— 532 — 42| 4 812 + 9 4+ 10%

1 Service central de la Statistique et des Etudes économiques (STATEC), Luxembourg.

2 Commission estimates.
3 Commission forecasts.
4 Goods, services and factor income,

Note:

(@) The difference between the figures for demand and those for supply is accounted for by movements in stocks.
(b) The estimates and forecasts are approximations based on certain hypotheses, generally mentioned in the Quar-

tetly Surveys.
on the sole responsibility of the Commission.

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

far iron and steel exports to the non-member
countries will slacken.

The faitly lively expansion of private consumers’
expenditure, on the other hand, is likely to
continue, though the effects of the income tax
reform will have worked themselves out. There
is, in particular, every likelihood that before
the end of 1969 the Government will decide
to raise old age pensions and the minimum
wage. An increase in public service wages and
salaries is also being contemplated. Even
without these factors, demand from houscholds
may pick up towards the end of this year, if
only temporarily and for speculative reasons, as
the introduction of the tax on value added is

84

expected to entail an increase in the prices of
certain articles,

The implementation of the medium-term pro-
gramme on the modernization of the iron and
steel industry and increased investment in
several new industries can be expected to lead
to a sharp rise in fixed investment by firms.
Residential construction, too, will expand
vigorously. Public works, by contrast, are
hardly likely to make any notable contribution
to economic growth.

In view of the outlook and given the diminished
elasticity of domestic supply, the upward ten-
dency of domestic prices is, if it changes at all,
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Graph. 1. Serie adjusted for seasonal and irregular (trend) variations. Exl. building, food, beverages and tobacco.
Graph 2. Source: STATEC. New index.
Graph 3. Index adjusted for seasonal variations.

Graph 4. Source: EEC business survey.
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likely to strengthen in the petiod up to the end
of the year, even if harvests are normal and
import prices rise modestly.

Given the outlook for supply and demand, the
forecasts for 1969 as a whole and particularly
the figure for the growth of the gross national
product must be revised upwards. The real
growth of the gross national product can now
be estimated at about 5.5 %.

Tentative forecasts of the trend of economic
ectivity in 1970 suggest that the main factor
affecting growth could well be a distinctly
slower expansion of the major demand compo-
nents. In addition, there will probably be a
somewhat faster rise in domestic prices because
of the switch to the tax on value added—though
the planned rates are relatively low—and be-
cause of the danger of a sharper rise in import

prices. The real growth of the gross national
product may be put at some 3.5 %.

In February, the Government announced the
main points of its economic policy. For short-
term economic policy, the new line of budget
policy is the most important innovation. After
the draft budget for 1969 had been changed
several times, the deficit budgeted for has now
been cut from Lfrs. 1 226 million to Lfrs. 1 096
rillion. This decision, which is in line with
the Commission’s views set out in Quarterly
Survey 1/69, will probably prove fully justified
from the economic angle, were it only because
of the need to check the downward tendency
of Government saving. In 1970 this policy line
should be maintained for a while, even if the
cutlook for the trend of demand might seem
to warrant a gradual and cautious changeover to
a less restrictive course.
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Luxembourg

TABLE 1: Basic data 1967

Total area ("000 sq. km.) 2.6
Total population (*000) 335
Density of population per 8q. km. 129
Numbers in employment (*000) 1384
Numbers in employment, breakdown by main sector (9,) :
— Agriculture 12.6
~— Industry 453
— Services 42.1
Percentage share of gross domestic produet in 1965 :
— Agriculture 6.3
~— Industry 52.5
— Services 412
TABLE 2: Basic monthly indicators
Year | Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.
Industrial produc- | 1967 99.3| 99.8| 101.0| 103.6| 105.7| 102.2| 100.0| 90.2{ 99.1| 99.5| 102.5| 97.2
tion (1967 = 100)
1968 96.0| 98.2| 104.6| 107.6| 111.5| 110.9{ 105.7| 99.0( 110.3| 109.0{ 110.6| 109.8
1969 | 1141 1153 113.2
Crude steel pro- | 1967 | 371 360 389 379 372 377 376 356 382 375 376 363
duction (000 m.t.)
1968 | 875 377 398 393 408 350 110 407 412 445 422 406
1969 | 156 423 162 155 450
Construction 1967 5991 705| 103.83| 1005| 122.21 117.3| 117.1| 105.0| 106.4| 106.2| 98.6| 835
(1967 == 100)
1965 60.2( 731 989 | 1123 1127 1004, 1153 1059| 1042 1111] 9L7 81.4
1969 63.2| 63.7| 97.9
Workers employed | 1967 | 23.5 | 23.4 | 284 | 233 | 233 | 23.2 | 231 | 23.0 | 23.0 | 229 | 229 | 228
in the iron and steel
producing industry | 1968 | 22.7 | 22.6 | 22.6 | 22.6 | 225 | 225 | 225 | 224 | 225 22.5 | 225 | 225
and in mining
(°000) 1060 | 22.4 22.4 22.4 | 225 22.4
Retail prices 1967 | 104.29 | 104.25 | 104.37 | 104.73 | 105.02 | 104.80 | 105.93 | 105.96 | 106.65 | 106.75 | 106.97 | 107.12
(1965 = 100)
1968 | 107.28 | 107.79 | 107.90 | 108.13 | 108.03 | 108.13 | 108.33 | 108.32 | 108.50 | 109.00 | 109.16 | 109.58
1969 | 109.79 | 109.90 | 110.11 | 110.36 | 110.84
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Luxembourg

NOTES

Source: Statistical Office of the European Communities (except as otherwise indicated),

Table 1

— Total population at mid-year.
— Breakdown of gross domestic product at factor cost.

Table 2

— Industrial ptoduction. Soutce : Service central de la statistique et des Etudes économiques (STATEC).
— Crude steel production. Source : STATEC.

— Construction. Index based on number of man-hours worked, Soutce: STATEC,

— Workers employed in the iron and steel producing industry and in mining. Source : STATEC

— Retail prices. New index published from 1 November 1967 onwards. Soutce: STATEC.
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As was done last year, Quartetly Surveys
3 and 4 will be published in December as
a double number.
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