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ireland

The Irish economy has, in the course of the past few months, experienced a strong rate of growth due to the persistent
dynamism of exports and an acceleration in domestic demand. Employment has progressed and the external balance

and price developments have improved.

1. Overall assessment

The overall performance of the Irish economy has, so far
this year, been satisfactory on most fronts. Growth has
remained dynamic and is more than double that of other
Community countries. Not only have exports continued
to progress at an appreciabie rate, in difficult trading
conditions, but investment activity is continuing at a
rapid pace and consumers’ expenditure has benefited
from the effect of stimulatory fiscal policies. Employment
has reacted favourably to this strong expansion in
demand and output. Further progress has been registered
on the external balance and domestic prices. Thus the

inflation rate has continued its downward course and it
seems possible now that, in the absence of a further
depreciation in sterling, the official objective of 7 % could
be achieved for the year as a whole. In addition, the
fears—often expressed—of a deterioration in the external
deficit have not, so far, come about. This result should be
considered positively even if it is in part due to external
factors such as the improvement in the terms of trade
resulting from the stagnation of import prices. Despite
strong growth, the unemployment problem remains more
difficult. Although the employment situation has im-
proved the increase in the labour force continues to
absorb a large proportion of the additional jobs created.

TABLE 1

Key indicators

Ireland Unit ;3;;;3155 19765 19776 19786

Gross domestic volume % change 3.1 32 5.6 6.0
of which: industry ! 3.0 9.0 8.0 9.0
Gross domestic product in volume per person in
employment % change 32 4.7 49 4.0
Total employment (number of persons) 2 % change - 0.1 - 14 0.7 2.0
— Self-employed and other : : : :
— Wage and salary earners in company sector
— General Government
Unemployment as

labour force 6.3 94 9.4 8.9
Compensation of employees per wage and salary
earner % change 19.5 20.6 15.7 14
Price index of private consumption ! % change 13.5 17.0 13.6 7
Current account balance 3 Mio IRL —-972 — 138.1 — 120 — 210

National accounts concept, on annual basis.
Domestic concept
Source * Insh Statistical Bulletin, December 1977.

Source: Economic Review and Outlook, June 1977

- S SRV S

No data available

Geometric mean of the change from 1970 to 1975; unemployment and current account balance: arithmetic mean over the five years

Estimates of Commussion’s Departments, as at end-June 1978, and on the basis of policies prevailing at that time

The authorities’ strategy has been and remains expan-
sionary. By means of tax concessions (as was the case in
1977 and in the budget of January last) they have
improved employment by generating growth without
running into external constraints or fuelling domestic
prices (except perhaps in the construction sector).
However, the price paid for this has been high in terms of
Government financing and the borrowing requirement
looks set to reach the forecast level of 139 of GNP in
1978 in comparison with the shortfalls recorded in the
past two years.

2. Recent developments!

Total exports have accelerated (+10.2% in the period
January-April on the preceding four months)—prin-
cipally due to a more rapid demand from the UK (which
takes nearly 50 % of Irish exports). This development has
compensated for the fall in sales to Japan (— 15 %) as well
as the reduction or stagnation of deliveries to certain EEC

! Unless otherwise stated, this analysis 1s based on seasonally adjusted
data
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Demand for and supply of goods and services

TABLE 2

19752 1976 2 19773 19783
Ireland At % change on preceding year
cur'rent
prices
Mio IRL Volume Price Value Volume Price Value Volume Price Value
Private consumption 2 366 2.8 17.0 20.2 45 13.6 18.7 75 7.0 15.0
Public consumption 700 2.0 19.7 221 2.0 15.7 18.0 5.0 12.0 17.6
Gross fixed asset formation 873 44 17.9 23.1 8.0 18.1 27.5 10.0 9.0 20.0
— Construction 524 0 20 20 2 151, 18 9 12 22
— Equipment 349 12 15 2815 16Y5 21y, 41 11 St 1TY
Domestic final uses (excluding change in
stocks) 3939 3.0 17.7 21.2 48 150 20.6 7.6 8.4 16.6
Domestic final uses (including change in
stocks) 3870 6.7 16.4 243 4.7 15.0 20.4 8.0 8.3 17.0
Exports 1 1 631 84 21.8 321 14.0 15.6 31.8 10.6 9.0 20.6
Imports ! 1835 154 17.6 35.7 11.1 18.6 31.7 13.5 6.0 20.3
Gross domestic product at market prices 3 666 3.2 18.3 22.0 5.6 133 19.6 6.0 10.3 16.9
Contnibution to %, change in gross domestic product

Domestic final uses (excluding change in
stocks) 3939 3.2 22.8 51— 22.0 82 — 17.9
Change in stocks - 69 39 281 —01 — 0 04 — 0.5
Balance of exports and imports | — 204 — 40 - 36 0.5 — -23| —-26 — - 14

1 Goods and services
2 Source Economic Review & Outlook, June 1977.

3 Estimates of Comnussion’s Departments, as at end-June 1978, and on the basis of policies prevailing at that time.

partner countries; in particular BLEU (—139%)), the
Netherlands (—1.59%), Federal Republic of Germany
(+1%). Exports of raw materials (ores) and manufac-
tured goods experienced the most rapid progress (+23 %,
and + 159 respectively).

Domestic demand has accelerated markedly. As is shown
by the development of retail sales and in particular the
large increases in new car registrations (+139% in
January-April on the preceding four months), consumers’
expenditure has grown strongly. Its development can be
explained by the favourable impact of the improvement in
the conjunctural climate and by a fall in the savings ratio
linked in particular to anticipation of tax cuts and pay
increases. :

Stimulated by an increase in public capital expenditure,
investment activity has remained rapid. Judging from
imports of capital goods (+ 18 9, in the period January-
April) this category of investment has progressed sharply.
In addition, the construction sector has been particularly
dynamic, spurred on by more favourable financial
conditions (loan availability, interest level and the
abolition of local authority rates).

In conjunction with the expansion of overall demand,
industrial production has continued to progress. Agricul-
tural production has been restrained somewhat by
relatively weak cattle output but milk yields have been
substantially higher.
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Employment has improved. Helped probably by an
increase in emigration which has kept the growth of the
labour force within more modest bounds, unemployment
has fallen in recent months; in May the numbers out of
work were still 101 000! as against 106 000 in December.
The fall in female unemployment has been less pro-
nounced, reflecting persistent difficulties being experien-
ced by industries with a preponderantly female work
force.

The rise in prices has continued to slow down due to the
stability of food prices up to mid-May and the mode-
ration of import prices. This latter factor has influenced
the development of imports in value, the growth of which
weakened (4 2.1 % in the period January-April). Imports
of oil products were particularly slow declining by 1615 %,
in the period mentioned. A similar, though less marked
contraction was evident for other raw materials. Imports
in volume are likely, however, to have remained high,
since exchange rate changes take some months to be
reflected in import prices.

The trade balance has improved due to the rapid progress
of exports and the more favourable terms of trade. The
monthly average trade deficit fell from IRL 50 million in
the period September-December to IRL 30 million for
January-April.

1 8.7, of the total labour force



Quarterly rate

" of change (%)

i
o

%
10

500

300

200

0

Quarterly changes
at annual rate (%)
A

6
Industn{ial production* !
~20
v '
-
—-20
L
IIIIIJlllx[lllllll’ll’llJIAJJI —30
975 1976 1977 1978

| Mining and manuf. industries.
Source: C.S.0.

Quarterly rate
of change (°;)

Quarterly changes
at annual rate (%) ¢

-
N

1975

{40
sl

Wages !

‘ 430
120
=10

B / L
Consumer prices
||x xlllllllllIl(llllllfllllll
975 1976 1977 1978
I Hourly earmings n manuf industry
Source CS O
Mio EUC
Exports{(f.o.b.)*
C cquntn® \
N \

1977 1978

Ireland

Thousands ( @3)
140
Unemployed*
120

/"A‘*'—\J

100

80

[71] MU EUNPRN PRNTSN FENVIN ANSNEN SUNTS GNURUN INUPN G e ol
1975 1976 1977 1978

°; change during
A the last 3 months

Changes expressed as
an annual rate o,

12 350
*1
10| Money| supply ao
8 k 430
6 -
420
4
410
Al J
0 0
=2k
~~10
—4F
_¢k 4-20
_XAJ_LIIIKILllllltlllllllll!lljlll
1975 1976 1977 1978
M1y,
Mio EUC
500
Imports (c.i.f.)* A
400 ’./L\rv
MN/V Non-EEC couptries
300 A\
/
200
100
071975 1976 1977 1978

Mo EUC
+50
Balance of trade*
0
~50 ‘}L , Bt
~100 4 7\ hVA
Intra-EEC \/
. ] Non-EEC countries
—150 |41|||I|_1T0tlallll |L1| 1|JJ|4LJI Ll |4|LL
1975 1976 1977 1978

* Seasonally adjusted figures.
Source: EUROSTAT, except where otherwise indicated.

49



Despite this development, reserves have scarcely in-

from mid-October to the end of January, the weighted

creased due to the ebb of capital flows provoked by exchange rate of the pound has depreciated by 5% since
differentials in interest rates with the UK. Consequently then.
the money supply grew less rapidly. After appreciating
TABLE 3
The central government budget
1977 1978
Original budget Pr:l:/tlts‘:;;:al Ongmal budget
Ireland

Mio IRL change 2 Mio IRL Mio IRL chame 2
Expenditure ! 2 563 184 2 501 3005 +17.2
of which:
— current expenditure 2118 21.0 2 057 2 470 +16.6
— capital expenditure 445 77 444 535 +20.2
Revenue 2 000 323 1 960 2 186 + 93
of which:
— direct taxes 877 329 859 983 +12.1
— indirect taxes 878 29.7 844 913 + 40
Net borrowing requirement 563 - 137 541 819 +45.5

1 Disregarding debt extinction
2 On the preceding year’s onginal budget

Major economic policy measures

November 1977

— On 1 November, a new scheme of grants and loans for house
improvement and reconstruction was announced.

January :

— On | January, an ‘Enterprise Development programme’ to encourage
prospective entrepreneurs by providing grants and assistance was
mtroduced.

— On 1 January, exchange control rules were eased by the removal of the
25 9., surrender rule on portfolio investment outside the Sterling Area.

— Employee contributions to social insurance for workers earning less
than IRL 50 per week were reduced by IRL 1, on 2 January. The cost of
this measure will be IRL 13 million in a full year and it will benefit some
300 000 insured persons.

— A White Paper on the economy "National Development 1977-1980°
was published on 12 January. It established the government’s intentions
for economic and social development and set the following policy
objectives

(a) areduction m the government borrowing requirement as a percentage
of GNP to 8% m 1980;

(b) 7% growth in GNP to 1980;

(c) a reduction of inflation to 5%, in 1980;

(d) the creating of 29 000 net non-agricultural jobs per annum;

(e) a reduction in the tax burden and reforms and limitations of public
expenditure;

(f) a land structure reform;

(g) the encouragement of income restraint.

— On 18 January, a programme with the target of switching 3¢ of total
consumer spending from imports was inaugurated.

February

—— The Budget for 1978 presented by the Minister for Finance on
1 February, mncluded the following measures:
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Corporate taxation
(a) continuation of stock relef;
(b) easing of qualifications for the special reduced rate of tax;

(c) free depreciation on new industrial buildings and on new plant and
machinery;

(d) a raising of reduced tax thresholds for small companies;

(e) interest relief on borrowings by individuals to acquire ordinary shares
In private companies,

(f) underwriting by the Exchequer of the exchange rate risk on EIB loans
to small firms.

Income, capital and other taxation
(a) increases in personal income tax allowances;

(b) changes n reltefs for life insurance and retirement annuity policies and
exemption from mcome tax of interest on awards to thalidomde
children,

(c) abolition of wealth tax and easing of capital gains and acquisition tax;

(d) increase in multiplier for agricultural taxation and broadening of tax
base;

(e) modification of excise duty on beer and duty-free facilities introduced
between Ireland and Britain which had already been announced.

Expenditure
(a) increase 1n social transfers and improvements from April 1978

(b) job-creating schemes for 20 000 jobs were allocated a total of IRL 100
million of which IRL 90 million 1s expected to be commutted 1n 1978;

(c) abolition of domestic rates (property tax);
(d) grants and loans for house construction mncreased ;

(¢) anextralRL 11 5 million to be spent on health education and removal
of discimination against women 1n the public service;

(f) the public capital programme was increased by IRL 107 mulhion.

The projected borrowing requirement at IRL 821 mullion represents 13 %
of GNP as aganst 10.2%, n 1977.




March:

—— On 22 March, the 1978 national pay agreement was agreed upon. It
lasts for a period of 15 months and includes a first phase of 89, with a
minimum of IRL 3.50 per week covering the first 12 months and a second
phase gving an additional 29,. The agreement also provides for an
additional 2 % which is negotiable at local level, certain restrictions on the
right to strike and a clause providing for firms unable to pay the increases.
The pay pact will come into operation for the majority of workers from 1
March 1978, but is backdated to 1 January for others.

April:

— On 1 April, the Industrial Development Authority published its four-
year plan covering the period 1977-1980. It envisages the creation of
47000 new jobs in manufacturing industry and a further 2500 in
grant-aided services This will involve fixed capital investment of
IRL 1200 million of which IRL 300 million will come from government
grants,

May -

— The Central Bank announced, on 11 May, that it had agreed to provide
up to IRL 100 million 1n credit to the Bovernment if required.

TABLE 4

Main economic indicators

Ireland Year Jan. Feb. Mar Apr. May June July Aug. Sept. Oct Nov. Dec.
Industrial production* 1975 1139 112.8 113.2 1152
(1970 = 100) 1976 120.7 122.8 125.5 126.6
1977 129.5 1343 1333 138.9
1978 : : : :
Unemployed* 1975 83.4 85.4 88.6 929 96.9 99.6| 101.9; 104.3| 1058 107.2} 107.4| 1092
(1 000) 1976 107.4| 108.9F 110.4] 1117} 1120 112.2] 1143| 1141} 1129] 1120 111.5] 1109
1977 109.6( 109.0] 109.5| 109.0f 108.6] 1090 109.2( 109.2| 107.7} 107.1] 106.3| 106.1
1978 1049 1043} 1049( 1023 : : : : : : : :
Private consumer’s expenditure* 1975 180.1| 178.1) 184.0| 186.0 189.9( 187.9| 193.8] 197.7| 201.6] 203.6( 2134 2173
(1970 = 100) 1976 221.2] 2290 2153 2290 229.0| 2310 2153| 229.0( 244.7] 246.7| 2604 2604
1977 2531 2609| 264.5| 268.8| 2782 276.2| 278.8( 289.7| 288.2f 292.5| 300.3| 305.0
1978 308.7| 2958 : : : : : : : :
Consumer prices 1975 177.7 188.5 187.1 192.2
(1970 = 100) 1976 206.3 219.1 2224 2318
1977 240.6 249.7 2524 256.8
1978 260.5 265.0 : :
Visible imports* 1975 275.4( 2721} 2199 2521 240.1] 2284 2521 228.6] 253.7f 2622| 2741 2821
(million EUC) 1976 2664 2873} 316.8| 2942 287.8] 311.2| 3044 311.5| 331.9f 3100| 359.6| 329.0
1977 369.8| 363.6] 402.7| 364.6| 389.31 3954| 3889 395.5| 4220 4055 429.2] 4140
1978 453.1 : : : : : : : : :
Visible exports* 1975 2153 203.3) 1748| 2112 2117{ 1800 2257 206.5] 2346| 2721 2308] 2069
{mithon EUC) 1976 1997| 2130 219.7] 251.6| 2432| 250.5| 247.6| 229.7] 2809| 2727 2724| 2610
1977 252.5( 2824| 301.8| 2924 295.8| 317.5| 341.7( 3329| 3504 317.8] 3753| 364.6
1978 3729 : : : : : : : : : : :
Balance of trade* 1975 60.1 68.8 451 40.9 28.4 484 26.3 22.1 19.1{- 99 43.2 75.2
(mithon EUC) 1976 66.7 742 97.1 426 4.6 60.7 56.9 81.7 50.9 374 871 68.1
1977 117.2 812} 1010 72.2 934 719 47.1 62.6 7.6 87.7 54.0 494
1978 802 . : : : : :
Official foreign exchange reserves 1975 952 929 929 932 974] 1025 1106 1095 1140] 1097| 1139{ 1298
(million EUC) 1976 1422 1403f 1495| 1491| 1463 1382] 1313| 1362] 1490| 1476 1560{ 1 609
1977 1669 1604] 1665 1584 1588] 1552 1619 1728 1842] 1869 1766 1920
1978 1714] 1800f 1821 1619 : : . :
Money supply* 1975 981 9831 1104] 1017| 1010} 1024] 1058 1068] 1104 1107 1105| 1134
(million EUC) 1976 1139 1185] 1157 1124 1098] 1161 1161 1163| 1148 1096| 1104 1 146
1977 1131 1139] 1149 1172] 12201 1242 1240| 1258] 1333| 1384| 1423 1465
1978 1476 1461 : : : : : : :

Not available.
*  Seasonally adjusted.
Source. EUROSTAT (except as otherwise indicated).
Industrial production. CSO, Mining and manufacturing industry
Unemployment Number of registered unemployed.
Private consumers’ expenditure. CSO Retail Sales Index n value.
Visible trade Imports cif, exports fob.
Balance of trade: difference between values of imports and exports

the IMF
Money Supply: Currency and current accounts.

Official Foreign Exchange Reserves : Official External Reserves, Monetary Authorities’ reserves of convertible currency, holdings of special drawing rights and reserve position in
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italy

Output was still tending downwards in the fourth quarter of 1977, but the early months of 1978 saw a vigorous upturn in
activity, with stockbuilding and private consumption the key factors. The margin of slack in the economy narrowed a
little. Prices began to climb more steeply while the balance of payments continued to show a surplus. There is an
unusually high degree of liquidity in the economy, due mainly to the rapidly widening deficit of the enlarged public

sector.

1. Overall assessment

Following a decline in output during three-quarters of a
year, economic activity picked up significantly in early
1978. This was mainly, if not exclusively, the result of
larger stockbuilding and a sharp expansion in private

consumption, itself due to the very rapid increase in the
deficit of the enlarged public sector. With the average
number of hours worked per employee rising, the level of
employment tended upwards. The rate of price increases
accelerated in the first four months of the year. The
balance of payments continued to show a surplus.

TABLE 1

Key indicators

Ttaly Unit ;3;{";3155 19765 19775 19786
Gross domestic product, volume %, change 24 5.7 1.7 2.2
of which: industry ! 2.1 12.0 1.4 2.5
Gross domestic product in volume per person in
employment % change 23 49 1.3 22
Total employment (number of persons) 2 % change 0.1 0.8 04 0
— Self-employed and other - 1.8 0.3 0 0.1
— Wage and salary earners in company sector : 0.8 0.5 0
— General government 1.7 0.7 09
Unemployment as %, of

labour force 33 3.7 7.27 7.67

Compensation of employees per wage and salary
earner % change 17.6 20.8 21.1 15.5
Price index of private consumption 3 %, change 12.5 17.9 18.0 13.0
Current account balance ’000 Mio LIT — 961 - 2343 2014 3 200

Not available.

Excluding construction,

Domestic concept

National accounts concept, on annual basis.

B Y R N

New series, not comparable with earlier years

Geometric mean of the change from 1970 to 1975; unemployment and current account balance: arithmetic mean over the five years.
Source Relazione Generale sulla situazione economica del Paese, Annual Report of the Governor of the Banca d’Italia (May 1978).
Estimates of Commussion’s departments as at end-June 1978, and on the basis of policies prevailing at that time

¢

The new Government that was formed after a crisis
lasting almost two months and that enjoys a broad-based
parliamentary majority, has announced its intention of
taking action in the fields of public service charges,
taxation and public spending so as to hold the soaring
deficit of the enlarged public sector well below the
LIT 30 825 000 million ievel, ! indicated by the Treasury
Minister (15.5%, of gross domestic product in value
terms, as against 12.1 9, last year). At the same time, the
economic recovery is to be underpinned, with investment,
if possible, to take over from private consumption as the
main expansionary factor. The Government does not
expect price rises in 1978 to exceed an average of 13 9, and
the balance of payments on current account is to show a
surplus of the same order of magnitude as in 1977, that is
to say around LIT 2 000 000 miilion.
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2. Recent developments

After growing rapidly in the autumn of 1977, the value of
merchandise exports fell slightly in the first four months
of 1978 according to the foreign trade figures adjusted for
seasonal variations by ISCO. This movement would
seem, however, to owe much to a number of special
factors relating to the collection and processing of
statistics suggesting that the actual trend continued

I See Table 3 below. The Government's policy statement of 16 March still
mentioned a target figure of LIT 24000000 mullion. Since then,
however, it has been acknowledged that this figure could no longer be
achieved. A ceiling of LIT 14 450 000 million had been agreed with the
IMF and the Commumty in the spring of 1977.

See Quarterly Report 2/1977, p. 64.
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TABLE 2
Demand for and supply of goods and services

19752 19762 19772 19783
Italy At % change on preceding year
cur;ent
‘Ompﬂ?:sLIT Volume Price Value Volume Price Value Volume Price Value

Private consumption 77 492 34 17.9 219 2.1 18.0 20.5 23 13.0 15.6
Public consumption 15 832 1.7 17.8 19.8 2.7 21.8 25.1 20 16.7 19.0
Gross fixed asset formation 23 753 1.9 18.7 21.0 0.1 18.9 1901 — 13 12.5 11.1
— Construction 14 003 —24 19.5 166 — 0.8 20.7 19.7 0 13.0 13.0
— Equipment 9 750 8.0 17.8 27.2 1.3 16.6 181 — 3.0 12.0 8.6
Domestic final uses (excluding change in

stocks) 117 077 29 18.0 21.4 1.8 18.7 20.8 1.5 134 15.2
Domestic final uses (including change in

stocks) 116 591 5.7 19.9 26.8 0.1 17.7 17.8 22 134 159
Exports ! 26 313 13.7 20.0 364 5.8 19.1 26.0 5.5 8.0 139
Imports ! 27 832 149 24.6 432( - 1.0 17.6 16.4 55 6.5 124
Gross domestic product at market prices | 115 072 57 18.3 25.0 1.7 18.3 20.3 22 13.8 16.3

Contribution to 9, change in gross domestic product

Domestic final uses (excluding change in

stocks) 117 077 2.8 21.8 1.7 — 20.6 1.5 — 15.1
Change in stocks - 172 2.7 53] -16 — - 23 0.7 — 0.9
Balance of exports and imports ! - 1519 0.2 -21 16 — 2.0 0 — 0.3

I Goods and services
2 Source. Relazione Generale sulla situazione economica del Paese 1977.

3 Estimates of Commussion’s departments as at end-June 1978, and on the basis of policies prevailing at that time

upwards. In terms of volume, however, merchandise
exports clearly failed to contribute to economic growth.
The value of merchandise exports in the first four months
of the year was only 11.2 9, up on a year earlier, compared
with an increase of 19.29 in the fourth quarter of 1977.
Receipts from tourism in the first quarter were 509
higher than in the same quarter last year.

The real growth in domestic demand noted in the fourth
quarter of 1977 gathered further momentum in the early
months of 1978. The main, if not exclusive, source of this
acceleration was a rapid increase in stockbuilding and in
private consumption.

After a sluggish performance towards the end of last year,
private consumption indeed expanded appreciably in the
first quarter of 1978. There would appear to have been
three main reasons for this development: an extremely
sharp increase in pensions (up some 30 %) ; the abolition,
promised for May, of the forced saving scheme for higher
incomes, which had been introduced in October 1976;
and perhaps also the expectation of more rapidly rising
prices, which is clearly suggested by the EEC business
surveys.

Fixed investment, which was still declining in the fourth

quarter of 1977, is thought to have at least held steady in
the first few months of 1978. This is suggested by the trend
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of production and of domestic orders in the capital goods
industry. After falling sharply for three-quarters of a year,
stockbuilding has been growing strongly since the fourth
quarter of 1977, with the emphasis probably on raw
materials towards the end of last year and on finished
goods in the early months of 1978.

On the supply side, industrial production, after showing a
further fall in the closing months of 1977, expanded
briskly in the first quarter of 1978 in all the major sectors.
According to the ISTAT indices—seasonally adjusted by
ISCO—it was no less than 5.39 higher than in the
preceding quarter, compared with a drop of 2.7 in the
fourth quarter of 1977. Above-average rates of growth
were recorded in the transport equipment, chemical and
metal-working industries. The unadjusted level of
industrial production in the first quarter of 1978 was,
however, still distinctly lower than a year earlier (down

49%).?

According to the seasonally adjusted foreign trade
statistics, merchandise imports expanded sharply in the
fourth quarter of 1977 yet showed an absolute fall in the

1 Cf. Quartely Report 4/1976, p. 64.
2 On the bass of still provisional data, the unadjusted index for April we
somewhat lower than the March index.



first four months of 1978. However, as with merchandise
exports, special factors of a purely technical nature (strike
by the ISTAT staff, temporary breakdown of data-
processing equipment) appear to have distorted con-
siderably the import statistics for the first few months of
the year; the effective trend in imports during this period
was certainly not as sluggish as suggested by the official
figures. This assumption is made plausible not only by the
growth in demand and production in the early months of
1978 but is also supported by the statistics compiled by
the Foreign Exchange Office, which point to an
appreciably firmer trend in imports than the foreign trade
statistics. According to the latter, merchandise imports in
the first four months of the year were 1.39, down on a
year earlier, while they had been 39 up in the fourth
quarter of 1977.

The degree of utilization of the factors of production,
which had still been declining at the end of 1977, showed
something of an improvement in the first few months of
1978. According to the EEC business surveys, the degree
of plant utilization in industry in March stood at 72.1%,
(as against 71.5 9, in December 1977 and 75.1 %, in March
1977), showing the first increase for a year. The level of
employment! in the first quarter of 1978 also tended
upward again, at least in industrial firms with 500 or more
employees. The numbers employed, however, might well
have levelled off or declined slightly. With the expansion
in the labour force, this led to a further increase in the
number of unemployed, which, according to the latest
ISTAT sample survey, conducted in January 1978, stood
at 1520 000, of which 75.2%, were persons between 14
and 29 years of age. At 7.1%, the unemployment rate in
January was somewhat higher than a year earlier (6.8 %)
but down slightly on the level recorded in October 1977
(7.4%). The figures for female unemployment and for
unemployment in the Mezzogiorno were appreciably
higher than the average (12.29; and 9.7, respectively).

After slackening somewhat in the fourth quarter of 1977,
the upward movement of prices accelerated again in the
first four months of 1978. Expressed at an annual rate,
wholesale prices climbed by 10.3 9, and consumer prices
by 12.9% between December 1977 and April 1978, as
against 5.9 9% and 11.8 9, respectively between September
and December 1977. In April, wholesale prices and
consumer prices were 8.0% and 12.29; higher re-
spectively than a year earlier.

According to the foreign trade statistics the trade balance
showed a tendency to deteriorate in the first four months
of 1978 it closed with a deficit of LIT 388 000 million,
compared with one LIT 1 888 000 million a year earlier
and one of LIT 484 000 million in the last four months of
1977. With the surpluses on the services account and on
capital movements narrowing, the overall balance of
payments surplus in the period January to April shrank,
partly because of seasonal factors, to LIT 866 000 million
(as against a surplus of LIT 1 670 000 million in the last
four months of 1977); nevertheless, this result continued
the uninterrupted series of monthly balance of payments
surplus recorded since June 1977.

Although official net foreign exchange reserves, which
had still been rising sharply between September and

December 1977 (up LIT 742 000 million), fell somewhat
in the first four months of 1978 (by LIT 318 000 million),
the monetary authorities medium-term external position
improved significantly, by LIT 1 076 000 million, thanks
to substantial repayments of debt notably to the
Bundesbank (USD 500 million), the IMF (USD 400
million) and the Community (USD 350 million). In
addition, the commercial banks net short-term indebted-
ness abroad again fell (by LIT 187 000 million, to LIT
5542 000 million at the end of April). Taking into
account the recent further quarterly revaluation of gold
reserves, official gold and foreign exchange reserves 3 rose
by LIT 838 000 million to LIT 17 526 000 million (USD
20 400 million) between the end of December 1977 and
the end of April 1978. The weighted exchange rate of the
lira against all other currencies weakened by 3 %, between
September and December; minor fluctuations apart, it
subsequently remained virtually steady until May.
Taking the dollar rate, the lira strengthened slightly
throughout the fourth quarter of 1977 and the first
quarter of 1978, but then weakened somewhat in April
and in May.

Cash disbursements under the central government budget
expanded very sharply in the first quarter of 1978, yet
were in line with the rate of increase forecast by the
Commission’s staff for 1978. Cash receipts grew much
more slowly than disbursements, producing a signi-
ficantly larger cash deficit than a year earlier. Although a
substantial surplus was recorded on the Treasury
transactions, the Treasury’s net borrowing requirement
in the first quarter amounted to LIT 6 643 000 million, as
against LIT 2 870 000 million a year earlier; this sharp
increase partly reflected the fact that the taxes on interest
earnings were collected only in April instead of in March,
when they were theoretically due.

Under the impact of the balance of payments trend
described above and, in particular, the large Treasury
deficit, the growth in the monetary base¢ remained
decidedly brisk in the period under review and actually
gathered further momentum in the first quarter. S
Although the demand for credit picked up in the first few
months of the year as the economy improved, bank
liquidity grew at a faster rate in February and March. The
volume of notes and coin in circulation also rose more
rapidly. As a result, interest rates continued to tend
slightly downward. Interest rates on interbank deposits
eased from 12.25% in September 1977 to 11.91% in
December and to 11.73 %, in April 1978 ; the correspond-
ing figures for the yield on bonds issued by the institutions
lending against goods and securities were 14.447,
13.98% and 13.53%,. The downward trend of interest
rates continued in May.

I Number of persons employed multiphed by the average number of
hours worked per employee

2 According to provisional data a surplus of LIT 715000 million was
recorded mn May.

3 Excluding short-term debts of the monetary authorties.

4 Mainly notes andcoinsin circulation and assets convertible into central
bank money at short term. The Treasury-induced expansion 1n the
monetary base at the end of 1977 wasattributable to seasonal factors.

5 According to provisional information, the growth i the monetary base
came to a halt in Apnl.
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TABLE 3

Cash transactions of the enlarged public sector ! (1977 - 1978)

. (in LIT '000 million)
1977 1978
Italy .

Outturn chZ‘;ge Forecasts 3 cha/ﬂ g
Central government budget :
Revenue 42 371 +34.8 50 100 +18.2
Expenditure 53 560 +28.0 76 230 +42.3
Financial balance — 11189 — — 26 130 —
Other Treasury transactions:
Balance - 5213 — - 900 —
Financial balance of the Treasury — 16 402 — — 27030 —
Transfers to the specialized credit institutions + 192 — + 450 —
Adjusted financial balance of Treasury — 16 210 — — 26 580 —
Financial balance of the other bodies making up
the enlarged public sector — 47902 — — 4245 —
Enlarged public sector deficit — 21 0002 — — 30 825 —

1 Theenlarged public sector comprises general government, municipal undertakings, the autonomous State-owned enterprises (essentially, the Post Office and the railways) and the

State-owned electricity company (ENEL)
2 Esumates of Commission’s departments
3 Source Parliamentary report of the Treasury Minister dated 20 May 1978

Major economic policy measures

November 1977 :

— Under an agreement signed on 22 November, Italy granted the USSR
a USD 650 million loan tied to the export of manufactures and the
establishment of industnal infrastructure by Italian firms 1n the period
1977-79. For Italy this loan does not necessarily mean reduced foreign
exchange receipts since commercial bills will be issued that can be used if
necessary to guarantee international loans.

December :

-— On 18 December a law entered into force intended to encourage the

supply of risk capital. Its main provisions are:

(a) a tax credit, for the benefit of shareholders, of 30°% of dividends
recetved ;

(b) reduction to 30% of the flat-rate tax on dividends (‘cedolare secca’),
which had been increased to 509 in October 1976;

(c) reduction of the tax on appreciation of immovable property.

— On 23 December, the prices of the main petroleum products other than
petrol were increased (by up to 139

— On the same date, the Government approved a national plan on energy
supplies. From 1978 to 1981 investments totalling almost LIT 15 300 000
million will be made by the State-owned electricity undertaking (ENEL),
to build 14 new nuclear power-stations among other projects. At the same
time ENEL’s endowment fund will be increased by LIT 3 000 000 million.
ENI (Ente Nazionale Idrocarburi) for its part 1s to make investments
worth LIT 3 703 000 million between now and 1981.

— On 29 December the obligation on banks to invest at least 30 9, of the
growth of their deposits 1n fixed-interest securities was extended for the
first half of 1978, with the details left unchanged.

— By a Decree Law of 29 December, transformed into a Law on 27
February 1978, the Government authorized certain banks to grant short-
term State-guaranteed loans totaling LIT 300000 million, to assist
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undertakings in the chemical and steel industries in credit with the State

which might otherwise have been unable to make wage payments in

January. The endowment funds of the State holding companies were

increased by LIT 100 000 nulhion to cope with the difficulties experienced

by the undertakings they control.

— Another Decree Law of the same date and also transformed intoa Law

on 27 February 1978 contained certain transitional measures for putting

local finance on a sounder basis. Its main provisions are:

(a) aceihng of 7% (10 % in some cases) on the increase in certain types of
current expenditure;

(b) a ban on borrowing to cover current expenditure;

(c) transfer to the State, from 1 January 1978, of responsibility for the
repayment of loans granted, in the past, to local authorities to finance
their deficits;

(d) the ban on recruiting new officials to be extended for 1978;

(¢) communal and provincial taxes to be increased by between 50 %, and
100%;

(f) municipal transport undertakings to put up charges so as to cover the
increase in their deficits.

— A Decree Law which entered into force on 30 December 1977,

transformed into a Law on 23 February 1978, amends tax legislation ; the

main changes are the followings:

(a) the withholding tax on bank interest 1s increased from 16 to 18%;;

(b) localincome tax (ILOR) will in future be due when income 1s declared ;
in addition an advance payment amounting to 75 %, of the tax paid for
the previous year must be made each November (a similar system was
introduced 1 1977 for tax on the income of self-employed workers
and companies).!

(c) the quarterly payment of VAT is extended to smaller traders;

1 See Quarterly Survey 4/1976, p. 64.




TABLE 4

Main economic indicators

Ttaly Year Jan. Feb. Mar. Apr. May June July’ | Aug. | Sept. Oct. Nov. Dec.
Industrial production 1976 109.5| 1159 117.7] 1169 122.8| 1199 121.2| 114.8] 1252 123.6] 129.0] 1320
(1970 = 100) 1977 131.8( 131.3] 129.6] 1252 1253] 1189 1186 1181} 1207 117.0] 1162| 1132
1978 1171 1183} 1204 1182 : : : : : : : .
Unemployed 1976 | 1147.4| 1149.7{ 1 166.4| 1 170.4| 1 186.5| 1182.2] 1203.6| 1 200.2] 12159 1 179.3] 1203.2; 1215.2
(1 000) 1977 | 1250.81 1235.7} 1255.1] 1260.7| 1285.5| 1336.8] 1405.4] 1482.7] 1472.7| 1470.0] 1477.0] 1 500.9
1978 | 1485.3] 1530.8{ 1511.7] 1 506.8| 15169 : : : : : :
Construction: Housing starts 1976 | 136011 35485 213771 19692 18291} 14 877] 14 591| 15939] 15412| 14584 16263} 17898
(1 000} 1977 | 13056] 14385 16411] 17119| 16 985] 17 480] 16 360| 15196] 17 264| 16 647] 15813 14 865
1978 | (13 307] (12 567] (14 027 : : : : : : :
Private consumers’ expenditure: retail sales 1976 22461 2258 223.1] 2452| 237.5] 2489 238.8] 251.7 256.5| 261.5| 2659 2763
(1970 = 100) 1977 280.2) 277.8| 281.2f 295.1| 2954} 311.7] 303.6] 309.6 3152| 2982 312.8) 3282
1978 320.8] 3201 3336 : : : H : H : o :
Consumer prices 1976 181.1 185.1] 188.81 193.8( 197.7] 198.6] 199.6{ 201.8] 2052 211.1] 2157 218.6
(1970 = 100) 1977 221.4{ 2257 22851 2313 23421 235.8 237.2{ 239.4| 242.5{ 2457 248.1] 2493
1978 2514 254.0] 2572 2597 : : : : : : : :
Visible imports 1976 26821 2671 31821 3095/ 3305 3140{ 3011 3146] 3256/ 3371| 3843} 3579
(mithon EUC) 1977 3352 3484} 3789 3684 3877 3572 3163 3257} 3226] 3559] 3248} 3725
1978 3065 3200 3244] 3472 : : : : : : : :
Visible exports 1976 2417 2255;p 2670] 2490 28227 2650] 2815 2686] 28431 2957| 3109 3002
(mullion EUC) 1977 2921 3000f 3354 3280| 3428] 3587 3094 3319] 3147] 3132] 3422 3823
1978 3035 3194] 32311 3615 : : : : : :
Balance of trade 1976 |— 266(— 416j— 512|— 604(— 483|— 490|— 196|— 460]— 413(— 414]- 734]— 576
(millien EUC) 1977 |~ 431|— 484f— 435|— 404|— 450 15{—- 69 62— 191 427 174 98
1978 {— 30— 6l— 13 143 : : : : : :
Official foreign exchange reserve 1976 847 895} 1257 1378] 1313} 1607 2466 2595| 1451 1729 2730 2852
(mithon) 1977 2971 2707f 2650 2913 3896 55261 6157 6288) 5863 6566] 7107 6617
1978 6421 62691 5719 6330 : : : H : : : H
Monetary base 1976 | 41 774| 42 455| 43 413| 43 630| 43 958] 44 861| 45393| 45677] 45045| 46 930| 47 188 49 819
(LIT. "000 miilion) 1977 | 49 871| 50 571 51 506( 51 891| 52432{ 52247| 54262| 54 496 54 317| 54 822| 55 758| 58 989
1978 59 668 60 473} (62 853) (61 528 : : : . : : : :

() Provisional figure.
Source: EUROSTAT (except as otherwise indicated).
Industrial production, excluding construction adjusted for seasonal variations

Construction: private and public housing starts in Italy. Source: ISTAT.

Cc prices: d index.
Imports cif. exports fob, adjusted for seasonal variations.

e

Unemployed series provided by the Mimstero del Lavoro e della Previdenza Sociale adjusted for seasonal vanations by EUROSTAT

Private consumers’ expenditure: value index of the turnover of major retail outlets, adjusted for seasonal vanations.

—~— Balance of trade: difference between values of exports and imports, seasonally adjusted.

Official gold and foreign exchange reserves: position at end of month.

Monetary base: Includes, in particular, the fiduciary issue; sight deposits with the Banca d'Italia, the Treasury and the savings and loans bank ; deposits with the Post Office;

unused facilities for ordinary advances with the Banca d’Italia, unused liquid assets abroad, in convertible currencies, that banks can freely use.

(d) the special surtax on diesel-engined cars introduced in October 1976 is
raised to LIT 18 000 per h.p. (engine rating for tax purposes):

(e) the duty on certain petroleum products is increased.

January 1978 :

— By a Decree Law which entered into force on 30 January, the
Government extended by two months the scheme under which the State
takes over part of the burden of firms’ soctal security contributions,
originally due to come to an end on 31 January 1978.

February :

— In early February, the Deutsche Bank granted the IMI credit
institution a USD 100 milhon eight-year loan, which will be used to
finance export credit operations and to carry out investments. A further
USD 100 million loan was granted to IMI by the First Boston Bank.

— On 27 February, Parhament approved the changes introduced at the
end of 1977 by the Government to the special indexation arrangements for
pensions. The mamn ponts are:

(a) the repeal of certain preferential sliding scale rules;

(b) the discontinuance, for pensions exceeding LIT 840 000 per month, of
indexation to the real trend of wages.

March:

— On 16 March, following the formation of the new Christian Democrat

Government Mr Andreott: announced his economic policy programme.

The main points of the programme were:

(a) annual GDP growth 1n real terms should rise during the year to about
4.59, at the end of 1978;
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(b) the annual average increase in prices should not exceed 13 % in 1978,
this requires that wages should not rise faster than the cost of living,

(c) expenditure would be reduced or postponed, while total tax receipis
and public service charges would increase, thus reducing the deficit of
total public administration in 1978 to LIT 24 000 000 mullion in spite
of some LIT 4 000 000 million in additional investment expenditure;

(d) plurniannual planning to ensure more balanced development of the
Italian economy, achieved mainly through precise information about
the trend of public expenditure and wages.

— On 30 March the Banca d’Itahia decided to apply for a further four
months the ceilings on bank lending due to expire at the end of March.
Lira lending by individual credit mnstitutions to all domestic customers
whose borrowings exceed LIT 30 million may not grow by more than
spectfied percentages compared with the average level 1n the reference
period, which remains March-September 1976

— On the same date, the Government again extended, until 31 May, the
scheme under which the State shoulders part of the burden of firms’ social
security contributions.

April:

— On 28 April, as part of the reorganization of the social security system,
which 1s 1n heavy deficit, the Government approved a draft law proposing
stricter rules for the granting of an invalidity pension. The excessive

relaxation of these rules in 1969 had led to a 340 %, increase in the number
of mvalidity pensions between 1969 and 1977 (compared with a 549
ncrease for old-age pensions).

May -

— On 5 May, the Government presented Parhament with a draft law on
the defimtive transfer to the State, from 1 July 1978, of the burden of
certain social security contributions paid by industrial firms. The
“fiscalization’ of these social security charges, apphed since early 1977 and
extended until 31 May 1978, will remain in force until 30 June, pending
Parlhament’s approval of the draft law on the definite transfer. This
transfer would come to 5 °, {(for male employees) and 12.5%, (for female
employees) of the pay which serves as a basis for calculating sickness
msurance contributions. The reduction of the burden should not,
however, be less than LIT 24 500 per wage-earner and per month For
1978, social security charges ‘fiscalized’ in this way would amount to LIT
1 750 000 mullion, equivalent to 1.8 9, of the total wage and salary bill for
1977 '

— Towards the end of May, the Government approved measures to
increase certain taxes and charges, and to increase expenditure to support
the revival of activity. The measures will mean an icrease 1n the deficit of
the enlarged public sector (which 1s already excessive) of some LIT 800 000
million

Netherlands

Following the rapid upturn in the first half of 1977 domestic demand expanded more smoothly up to mid-1978. The
growth in output remained modest and, after having improved in the second half of 1977, the current external account
again fell into deficit in the first quarter of the current year. Unemployment resumed an upward tendency but the rate
of increase in consumer prices slowed down further, partly due to special factors.

1. Overall assessment

The cost performance of the Netherlands has improved
over the last two years and the rate of price increases is
now lower than earlier in the seventies. But part of this
improvement has been obtained through an appreciation
of the effective exchange rate of the guilder and has been
accompanied by a marked squeeze of profit margins in
export industries, a loss of market shares for traditional
exports and a deterioration of employment prospects in
many sectors. Thanks to energy exports and import
substitution of energy products the current balance of
payments has remained in surplus but the underlying
position at present is not far from equilibrium. The
nominal rate of unemployment—at some 4.39, of the
active population—is among the lowest in the Com-
munity but the number of persons covered by various
other social security schemes for persons in the active age-
groups—such as in particular the work inability pen-
sion—is much larger than earlier and actually now more
than twice as high as the number of unemployed.

In order to finance the ensuing rise in social transfers—
and despite the fact that the budget has been allowed to
fall into heavy deficit—the tax pressure—taxes and social
security contribution taken together—rose sharply in the
mid-seventies. This seems to have contributed to the
inflationary tendencies directly via the rise in social
security contributions and indirectly via higher wage
claims than might otherwise have been made.

The Dutch authorities were aware of the dangers involved
in this development and have in recent years taken
measures to limit the increase in the tax pressure,
strengthen the competitive position of Dutch enterprises,
reverse the rise in the labour income ratio (labour income
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as a per cent of national income) and—more generally—
improve the control over fiscal and monetary aggregates.
Such measures as have been taken have nevertheless been
timed with due attention to the need for a sustained
stimulus to private demand in a period with a low rate of
capacity utilization. In 1978 and 1979 short-run demand
stimuli will thus be greatly stepped up mainly through the
implementation of the new investment support scheme (in
force as from 23 May) replacing various special fiscal
allowances introduced in recent years. Although, at the
time of writing, measures were being prepared aimed at
dampening the growth of current expenditure of general
government, budgetary policy may on the whole be
expected to exert a strong expansionary impact on
activity over the next six to twelve months.

Within this general framework of policy objectives and
constraints the task of the monetary authorities has been
that of designing a policy mix capable of stimulating
capital exports in order to avoid a too strong appreciation
of the guilder and/or a high rate of increase in domestic
liquidity and to ensure appropriate financing of the net
borrowing requirement of the public sector without
loosing control of the monetary aggregates. In May 1977
the Nederlandsche Bank in addition to its traditional
instruments has used restrictions upon the growth of
bank credits as an additional instrument to control the
development of liquidity. According to an agreement
between the Nederlandsche Bank and the commercial
banks short-term bank credits to the private sector as well
as long-term credits not covered by long-term resources
should only increase by 8 %, in the period from the second
quarter of 1978 through the first quarter of 1979. This
development would be consistent with maintenance of the
liquidity ratio (M2 in proportion to national income) to
the level reached at the end of 1977.
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TABLE 1

Key indicators

Netherlands Unit ;3::;;3}55 19765 19776 1978 6
Gross domestic product, volume % change + 34 + 4.6 +24 +2.0
of which: industry ! + 3.6 + 6.8 +0.1 +1.2
Gross domestic product in volume per person in
employment % change + 3.6 + 49 +24 +2.1
Total employment (number of persons) 2 % change - 0.2 - 03 +0.1 - 0.1
— Seif-employed and other - 17 - 21 - 25 -15
— Wage and salary earners in company sector - 02 - 05 +03 -0.2
— General government + 21 + 29 + 1.6 +1.4
Unemployment as %, of
labour force 2.5 43 42 43
Compensation of employees per wage and salary
earner % change +14.1 +10.8 +8.2 +6.8
Price index of private consumption 3 % change + 9.1 + 92 + 6.7 +4.7
Current account balance 3 Mrd HFL + 4.0 + 75 +1.0 +2.2
1 Excluding construction.
2 Domestic concept.
3 National accounts concept
4 Geometric mean of the change from 1970 to 1975; unemployment and current account balance: arithmetic mean over the five years.
5 Source: Nationale Rekeningen 1976, CBS.
6 Estimates of Commussion’s departments as at end-June 1978, and on the basis of policies prevailing at that time.
TABLE 2
Demand for and supply of goods and services
19752 19762 19773 19783
Netherlands At 9 change on preceding year
current
M?: cl-ﬁ’L Volume Price Value Volume Price Value Volume Price Value
Private consumption 120.80 + 27 492 +1211+ 41 +67 +11.1| +32 +47 +8.1
Public consumption 38.37 + 43 +85 +131|+ 24 +74 +101| +07 +67 +74
Gross fixed asset formation 4396 (- 19 +82 + 62(+113 +69 +189) +20 +50 +71
— Construction 25.24 00 +91 + 91+ 82 +9.7 +187| +1.7 +65 +83
— Equipment 1872 |- 45 +7.0 + 22|+158 +30 +192| +24 +29 +53
Domestic final uses (excluding change in
stocks) 203.13 + 20 +88 +110{+ 53 +69 +125] +25 +51 +177
Domestic final uses (including change in
stocks) 201.63 + 44 +87 +135]1+ 54 +68 +126| +23 +50 +74
Exports ! 109.47 +104 +63 +174|- 22 +31 + 08| +28 +12 +40
Imports ! 102.17 +110 +65 +181|+ 25 +35 + 60| +33 —-12 +21
Gross domestic product at market prices | 208.93 + 44 +86 +133|+ 27 +66 + 95| +20 +62 +84
Contribution to % change in gross domestic produqt

Domestic final uses (excluding change in
stocks) 203.13 + 19 — +107(+ 50 — +119} +24 — + 7.6
Change in stocks - 1.50 +23 — 4+ 23|+02 — + 02} -02 — —-02
Balance of exports and imports ! +7.30 + 0.1 —_ + 03— 25 — =271 =03 — +0.9

! Goods and services
2 Source: Nationale Rekeningen 1976, CBS.
3

Estimates of Commission’s departments as at end-June 1978, and on the basis of policies prevailing at that time.
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- 2. Recent developments

Trends in demand and output have been somewhat
divergent over the last twelve months with the first half of
1978 marked by some acceleration of the output of the
service industries and stagnation of production in
manufacturing industries.

Among the components of domestic demand, the growth
of private consumption has accelerated: given a further
marked deceleration of consumer prices and a continued
increase of hourly earnings and social security benefits,
real disposable income of households is likely to have
increased rather fast so far in 1978. Gross fixed asset
formation, on the other hand, may have lost some
momentum after the marked increase in 1977. Dwelling
construction may have stagnated in response to a sharp
decline in housing starts and investment in the enterprise
sector may have increased only slightly. Public invest-
ment on the contrary was probably more buoyant
following a sharp decline in 1976 and 1977. The rate of
stockbuilding may also have been somewhat higher than
in the second half of 1977.

With slow growth of exports and an accelerated
expansion of imports the external balance deteriorated in
volume terms. Despite an improvement in the terms of
trade partly, in response to the effective appreciation of
the guilder the nominal trade deficit widened sub-
stantially as compared with the fourth quarter of 1977.

Reflecting these trends in domestic and foreign demand
the growth of output accelerated somewhat in the first half
of 1978 with a relatively fast expansion in the service
industries, despite the stagnation of industrial pro-

duction, which in the first four months of the year
(seasonally adjusted) actually was down some 19 over a
year earlier.

Reacting with delay to the slowdown of growth of
industrial production, unemployment (seasonally adjus-
ted) which bad been falling from September 1977 to
February 1978 rose again to 202 000 (4.2 %, of the active
population) at the end of May. The number of vacancies
outstanding, nevertheless, tended upwards—albeit ‘with
some fluctuations—in the most recent months.

The marked slowdown of inflation is a most positive
feature of recent developments. To some extent this is due
to the impact of the effective appreciation of the guilder,
the short-term fluctuations in world market prices and in
domestic prices for fresh foodstuffs, but the rate of
increase in domestic unit labour costs has also come far
down from the two-digit figures of 1974 and 1975. The
consumer price index for wage and salary earners in June
1978 was some 3.5 9 higher than a year earlier. However,
the underlying tendency may have been marginally higher
as the annual increase of rents (with an estimated impact
on the index of some 0.8 %) was postponed from April to
July this year.

The expansion of liquidity has been rather well in line with
policy objectives: foreign exchange reserves have re-
mained stable and monetary financing of the budget
deficit has been kept to a comparatively low level. Long-
term interest rates after a temporary increase in late 1977
in response to the increase in the discount rate in
November as from January 1978 resumed the declining
trend and in April stood about 1 percentage point lpwer
than a year earlier.

TABLE 3
The central government budget
1977 1978
.Original budget Pl::tits\‘lor:xml Original budget 3
Netherlands

Mrd HFL cha:"ge ) Mrd HFL Mrd HFL chage ?
Expenditure ! 84.8 +10.8 81.5 93.8 +10.6
of which:
— current expenditure 72.3 +138 69.6 81.1 +12.2
— capital expenditure 12.5 - 37 11.8 12.6 + 0.1
Revenue 72.0 + 14.6 75.8 83.7 +16.3
of which:
— direct taxes 34.1 +14.8 357 38.6 +13.2
—- indirect taxes 24.2 +16.9 25.0 27.1 +12.0
Net borrowing requirement - 12.8 — - 5.6 - 10.0 -—

! Disregarding debt extinction
2 O the preceding year's ongmal budget

3 Excluding the programme of 13 2 1978: 2 250 mio HFL (Arbeidsvoorwaardenbeleid 1978).
Note - The figures in this table are based on the national budgets and are recalculated on the basis of Community definitions.

v
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Major economic policy measures

December 1977 :

— The scheme under which Dutch firms may obtain junior-ranking
loans, with full State guarantee, was extended until 31 December 1978. In
future, greater emphasis would be placed on lending to firms making a
substantial contribution to exports.

— Credit restriction: the growth in short-term lending to the private
sector and in long-term loans not financed directly through the capital
market must not exceed 2.5% in the first quarter of 1978.

— Publication of the 1978 Price Regulation for goods and services, under
which industrial firms will be able to pass on in domestic selling prices the
following increases in costs since the reference date (12 Pecember 1977):
(a) increases in raw materials, auxiliary matenals, semi-fimshed products,
freight rates and indirect taxation ; (b) any other increases in external costs

(excluding interest payments) where the resulting price increase does not
exceed 0.5 %; (c) a 2% increase in the wage and salary bill. In the services
sector, increase in the costs of components, materials and auxiliary
materials, freight charges and indirect taxation may be passed on in full
while there is an overall ceiling of 2.5%, for all other cost increases.

— Publication of the 1978 Regulation on the notification of changes in
the prices of goods and services, under which larger firms are still required
to give at least one month’s notice of intended price increases.

January 1978 :

— A draftlaw was tabled on 18 January under which the increase in rents
for 1978 was to be postponed from 1 April to 1 July.

February :

— In aletter sent to the Second Chamber on 13 February concerning the
policy on wages and other conditions of employment in 1978, the
Government gave further details of the policy programme announced in

TABLE 4

Main economic indicators

Netherlands Year Jan. Feb. Mar. | Apr. May | June July Aug. | Sept. Oct Nov Dec.
Industnal production* 1976 124 124 124 126 125 126 124 127 131 128 127 13t
(1970 = 100) 1977 129 126 127 132 127 126 124 124 126 126 125 130
1978 126 127 125 128 . : .
Unemployed* 1976 207.5( 21271 2109 2107| 2120 213.7| 2136| 215.8] 213.1| 2098] 2067| 2039
(1 000) 1977 201.3] 197.2 1986| 199.8] 202.5| 204.3] 205.4| 2069 207.1{ 2062 2077| 2080
1978 2027 1987| 200.5] 2019; 2022 :
Permuts for residential construction* 1976 9.8 10.1 83 10.0 9.4 10.1 8.9 12.6 103 10.5 8.7 123
(1 000) 1977 97 10.7 7.6 124 10.8 53 8.8 84 7.7 8.7 L1 81
1978 87 113 7.6 7.6 : : :

Retail turnover* 1976 182.4] 179.9] 178.0] 190.9| 184.7] 190.3| 192.2| 187.7] 206.1| 191.8] 1926] 206.6

(1970 = 100) 1977 19521 1977| 2081 2074| 2034| 2143) 207.8( 2127| 2143 2066] 2150 2199
1978 209.1f 2085 : : :

Consumer prices 1976 1045 1054 1061| 1083 1087| 1087| 1083 1093| 1105( 1119 1121| 1121

(1969 = 100) 1977 112.3] 1131} 1136 1156] 1159{ 1160 1160 1165{ 117.2] 1177} 1179] 1179
1978 117.5] 1180 1190 119.8] 1200 : :

Visible imports* 1976 75000 7847 8168; 8699 8033 8702 8379 9133 8643| 9141| 8828 10378

(mllion HFL) 1977 9386 9433 94271 9301l 9044 9911 86271 9552| 9289 9063] 9518 9410
1978 9356 91231 9104 ‘ : .

Visible exports* 1976 7689 8047 8897} 86331 8072 8672] 8743} 8622 9108| 8975 10029 9659

(muthon HFL) 1977 86941 8773 93797 9112 8338 9029 8266 8843 8949| 8879 9583 9532
1978 91191 8790} 9101

Balance of trade 1976 |+ 189+ 200(+ 729]— 66|+ 39— 30{+ 364j— SI1|+ 465(- 166( +1201(— 719

(milhon HFL) 1977 |- 692{— 660[— 38!~ 199{— 706|— 882|— 3611— 709(— 340|— 184+ 65|+ 122
1978 |- 237(- 333|-— 3 : :

Official gold and foreign exchange reserves 1976 19 825( 21366 20 522| 19981 19 599 17 586| 17465 17 691 17 832] 18 506} 19 484| 19 607

(milhon HFL) 1977 | 19 180| 18 886| 19 151| 18966| 20 769 20 428{ 20 508| 20 877| 20 981{ 20 746 20 692| 20 016
1978 | 194221 19 094| 19 413} (19 400] (19 600 :

Money supply* 1976 | 75746| 77005| 77290 80026 80 634] 82 124| 83 841| 85994| 87 633| 89 179 89 110 90074

(million HFL) 1977 92 100| 94 169| 96 187 98 901| 96 780| 94 830{ 93 050] 91 273| 92459} 91 352| 92 381| 95363
1978 | 96 177{ 97 344| 98 445 :

Not available

Seasonally adjusted.

Source: EUROSTAT (except as otherwise mdicated).

Industnal production: excluding construction. Source * CBS
Unemployed * end-of-month figures. Source * CBS.

Number of dwellings authorized.

Value 1ndex of retail turnover.

Consumer prices: wage-and salary-earner households Source CBS
Imports cif, exports fob. value. Source CBS.

Balance of trade: difference between ﬁgu’res for imports and exports

*

Official gold and foreign exchange reserves. gross reserves of gold and foreign exchange in the Nederlandsche Bank at end of month. Source. CBS.
Money supply: Stock of money and near money at end of month Since April 1977, new senes. Source - CBS.
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the autumn. In particular, it stated that, subject to certain conditions,
financial support would be forthcoming to facilitate the conclusion of
employment contracts between employers and workers.

March:

— An experimental scheme on the employment of the long-term
unemployed i industry and commerce was adopted on 2 March.
Provided certain conditions are met, subsidies will be available for one
year to firms that are located in a restricted area and take on workers who
had been on the unemployment register for a contmuous period of one

year. The subsidy 1s equivalent to 100 %, of wage costs in the first half-year
and 50°, in the second half-year.

— Credit restriction: the growth in short-term lending to the private
sector and in long-term loans not financed directly through the capital
market from savings deposits or other long-term funds must not exceed
89 between the second quarter of 1978 and the first quarter of 1979.

Aprd:

— The Nederlandsche Bank lowered 1ts discount rate from 4145 9, to 49
with effect from 17 April

Belgo-Luxembourg Economic Union

Belgium

Economic activity picked up somewhat in early 1978, stimulated by a strengthening of exports and more dynamic
private consumption. The rate of increase of consumer prices, continued to slackeri, whereas the employment

situation showed no tendency to improve.

1. Overall assessment

Although the Belgian economy has been hard hit by the
recession and the consequent structural changes that have
accompanied it, nevertheless it has been able to keep up
with general Community trends over the past few years
thanks to the dynamism of its advanced technology
industries and the continued expansion of the services
sector. Unemployment, however, has grown at an
alarming rate, particularly among women, and the

consequent increase in welfare transfer payments has
been a heavy burden on the central government’s
budget. The average surplus on the balance of payments
on current account from 1970 to 1973 was equal to about
2.5% of GDP; it has since deteriorated perceptibly and
the present position is one of approximate equilibrium, if
not slight deficit. After a difficult period the relative
performance of prices and costs recently improved,
probably as a result of the determination with which the
par value of the Franc was defended.

TABLE 1
Key indicators
Belgum Umt avoraeds 19765 19776 1978 6

Gross domestic product, volume % change 3.7 5.4 2.0 2.6
of which: industry ! 4.3 79 1.0 24
Gross domestic product in volume per person in
employment % change 33 6.1 25 22
Total employment (number of persons) 2 % change 0.4 — 0.6 -~ 0.5 0.4
— Self-employed and other - 1.8 - 1.2 - 15 - 14
— Wage and salary earners in company sector 0.7 - 1.2 - 1.0 - 08
— General government 2.2 2.5 2.7 6.97
Unemployment (registered wholly unemployed) as 9 of

labour force 32 6.7 7.5 8.2
Compensation of employees per wage and salary
earner % change 14.7 15.2 10.8 1.7
Price index of private consumption 3 % change 8.0 7.1 6.6 5.0
Current account balance 3 Mrd BFR 34.0 - 6.2 - 0.6 1.0

Excluding construction.
Domestic concept
National accounts concept

Source Institut national de Statistique, National accounts.

B Y N S N

Geometric mean of the change from 1970 to 1975 unemployment and current account balance. arithmetic mean over the five years.

Estimates of Commussion’s departments as at end-June 1978, and on the basis of policies prevailing at that time.
Including persons on training, working under employment programmes with the public admimstrations or special tempory employment (Plan Spitaels)
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External and internal constraints, combined with the
automatic nature of certain categories of current
expenditure, have restricted the margin of manceuvre for
a discretionary tax and budgetary policy. The authorities
made no attempt to boost demand further (since powerful
built-in tax stabilizers made this unnecessary), but
endeavoured several times to increase the efficiency of
public expenditure and in particular to encourage public
and private investment and to reduce recorded unemploy-
ment. A set of specific measures was implemented to
increase the number of unemployed workers participat-
ing in the public authorities’ special employment schemes,
to provide training courses for young people, and to
encourage early retirement for older unemployed wor-
kers. A certain number of measures were proposed in
June with the aim of stabilizing public sector current
expenditure and strengthening economic structures. At
the time of writing the nature and scope of these measures
had not been finally decided.

Monetary policy in Belgium is geared essentially to
exchange rate objectives, and gives no direct control over
domestic demand. However, because of the determined
way in which par values were defended, monetary policy
has contributed to lowering the rate of inflation, which in

- turn should eventually lead to a drop in long-term interest

rates, thus encouraging the revival of investment. The
long-term interest rate, after dropping slightly in 1977 and
1978, was still 8.25% in May, considerably higher than
during the boom years of 1972 and 1973, when
inflationary pressures were strong. The liquidity rate (M2
as a percentage of GDP) continued to rise in 1978, and
savers seemed to prefer deposits for terms of between a
month and a year. Primary liquidity probably increased
less rapidly than in 1977.

TABLE 2

Demand for and supply of goods and services

19752 19773 19783
Belgium At % change on preceding year
current
Mll?n:rll cl:;k Volume Price Value Volume Price Value Volume Price Value

Private consumption 1 416.8 6.1 7.7 14.3 2.0 6.6 8.8 25 5.0 7.6
Public consumption 387.2 4.6 8.7 13.6 4.1 7.5 11.8 5.4 6.4 12.1
Gross fixed asset formation 511.9 0.8 8.7 9.6 04 6.8 7.2 1.6 6.1 1.7
—- Construction 337.6 5.9 9.8 164 — 04 8.6 8.2 1.2 6.7 8.0
— Equipment 174.3 - 6.7 35 —-34 2.0 29 5.0 2.5 4.6 7.2
Domestic final uses (excluding change in

stocks) 2 3159 48 7.9 13.1 2.0 6.8 9.0 2.8 5.5 84
Domestic final uses (including change in

stocks) 2301.1 6.1 7.8 14.3 1.9 6.8 8.8 29 5.5 8.5
Exports ! 1 065.2 11.4 59 17.9 24 38 6.3 3.8 2.5 6.4
Imports ! 1 061.1 13.0 7.1 209 2.1 33 55 44 1.6 6.1
Gross domestic product at market prices | 2 305.1 5.3 7.2 12.9 20 7.1 9.2 2.6 5.9 8.6

Contribution to %, change n gross domestic product

Domestic final uses (excluding change in

stocks) 2 3159 47 — 13.2 20 — 9.0 28 — 85
Change in stocks — 149 13 — 1.1 —0.1 — - 0.1 0.1 — 0.1
Balance of exports and imports ! 4.1 -07 - -14 0.1 — +03] -03 — 0.1

1 Goods and services
2 Source: INS, National Accounts.

3 Estimates of Commussion’s departments as at end-June 1978, and on the basis of policies prevailing at that time.

2. Recent developments

After the stagnation of the second six months of 1977,
activity showed some signs of improvement in early 1978
Although this certainly did not constitute a vigorous
economic upturn.

Thus exports in the fourth quarter of 1977 decreased in
terms of value (seasonally adjusted BLEU customs
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statistics), but rose again in the first quarter of 1978 ; some
components of domestic demand also picked up.

Consumption expenditure by households again increased,
particularly on private cars, perhaps an effect of the
temporary drop in the rate of saving. Fixed investment by
the company sector probably increased too, nodoubt asa
result of temporary stimulatory measures. Public invest-
ment remained firm, but residential building slowed down
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on the whole in spite of an expansion in public-sector
housing. Construction for the purposes of renting has
become less attractive, and this was probably a factor
contributing to the slowdown, although the high cost of
building and of building loans was, without doubt, also
important.

On the whole economic growth probably speeded up a
little: industrial production (seasonally adjusted) in the
first quarter was 1.2%, up on the fourth quarter of 1977.

In spite of the effects of the measures to combat
unemployment the labour market situation hardly
improved. The seasonally adjusted figures for registered
unemployed continued to rise during the first five months
of the year. At the end of April there were 311 600
registered unemployed, 23 600 trainees, 39 400 workers in
early retirement,and-900-werkers-participatingin-speeial
Short-time working was still
widespread. The unemployment rate (registered unem-
ployed as a proportion of the labour force) was 8.1% at
the end of April.

The downward movement of the wholesale price index
that began in March 1977 came to an end in February
1978 when the index began to rise again; none the less in
April it was 3.7% below the level of twelve months
previously. In spite of increased VAT rates on some
products and on rents, the rise in consumer prices
continued to slacken during the first five months of 1978
as it had in 1977, a result not only of the fairly low rate of
increase in the prices of imports but also of stiffer
competition due to slack demand. In May the rate of
inflation over the twelve-month period was down to 4.4 %
compared with 7.39, in May 1977.

During the first quarter of 1978 the large deficit on
transactions in goods meant a deficit on current account
for the BLEU of BFR 3 200 million, compared with a
surplus of BFR 500 million for the same period in 1977.
The bonus on capital movements contracted, and the
overall balance of payments showed a surplus of BFR
8 300 million compared with BFR 12 500 million in the
first quarter of 1977.

lo c:l Fc e er wcwc tn ]:»\(Lc. seche Sf[-f»‘mx"s

276cC LBem
eed o Rurifln ‘ioo wu o5 pent ccrpahing ™ 5)"i'““"J TABLE 3
\“C“" L\ S XY \&’ Schermm-e5 .
had Z ) ?"A e adennsivahon The central government budget
1977 1978
Original budget Plg‘rt'tsl'::_:al Original budget
Belgium

Mrd BFR chee 2 Mrd BFR Mrd BFR charze 2
Expenditure ! 993.4 +16.7 1 036.6 1 140.2 + 14.8
of which:
— current expenditure 852.0 +16.3 894.1 980.2 +15.0
— capital expenditure 141.4 +19.5 142.5 160.7 +13.6
Revenue 863.2 +18.0 830.3 967.9 +12.1
of which: .
— direct taxes 504.5 +21.4 458.7 539.6 + 7.0
— indirect taxes 326.2 +16.2 3324 392.3 +20.3
Net borrowing requirement —130.2 — — 2063 172.3 —
! Disregarding debt extinction
2 On the preceding year’s original budget.
Note The figures in this table are based on the national budgets and are Iculated on the basis of Commumty definitions

Major economic policy measures

December 1977 :

— The Banque Nationale decided to put up the offical discount rate and
the rate on advances from 6%, to 7%, with effect from 2 December

- The Banque Nationale raised the official discount rate and the rate on
advances from 7% to 9 %, with effect from 14 December ; the rate charged
on special advances outside the quota went up from 7.25%, to 9.25%,.

— The law concerning the budget proposals for 1977/78 was published,
as were various implementing royal decrees relating, among other things,
to the programme to combat unemployment, replacement of the 14 and
18, VAT rates by a single 16%; rate, replacement of the VAT charged on
the sale of secondhand motor vehicles by a 25% registration tax and
extension of the rules providing for the levying of a 4.8 ‘sohdarity’
contribution on exceptional profits (31 December).
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A royal decree was published that extended exemption from personal
income tax, corporation tax and the tax on non-residents to capital gains
realized by industnal firms between 1 March 1977 and 31 December 1978 ;
an amount equal to the realization price must be reinvested within three
years (30 December).

— A royal decree was published concerning the granting of loans to firms
in the textile industry, with the cost of interest borne by the central
government The facility is available for loans that do not exceed BFR
20 000 per person employed (the total cost is put at around BFR 700
million) (24 December).

— A law was published governing, for 1978, leases and other agreements
on the use immovable property and authorizing a 5%, rent increase.

- A number of royal decrees were published extending from 1 January to
31 December 1978 the schemes providing among other things for tax
reliefs designed to encourage private investment: exemption (rom
corporation tax for profits — up to 5% of capital — distnibuted to



TABLE 4

Main economic indicators

Belgium Year Jan. Feb. Mar Apr May June July Aug. | Sept. Oct. Nov. Dec
Industrial production* 1976 1116 1147] 111.4] 1192 117.7] 1174 117.8( 1164 119.2[ 1229]| 119.7] 1155
(1970 = 100) 1977 120.2{ 119.2] 1192 121.2 119.2] 1164 117.5 118.6] 1142 1165 117.0] 1172
1978 116 1] 1183 119.5| 1208 : : : : : :
Unemployed* 1976 2516 252.1f 2545| 2577 263.0] 2648| 2762 2794 277.9| 281.8( 284.6] 2788
(1 000) 1977 283.5{ 281.6] 286.0] 289.3| 2959f 2935 306.8( 311.4| 3150 3217] 3259| 3217
1978 3274| 3258| 3282] 3311 3373 : : :
Construction 1976 7909 8201 8116 7159 78951 8169 6598 84261 7985 8205 75231 9636
Permits for residential construction*® 1977 59231 5882 6657| 7392 5928F 722 6731 6629 5703 6023] 6983 6036
1978 6941 7040 : : : !
Private consumption : 1976 1336] 1323} 1311 136.8] 129.0] 132.4) 1353] 132.7] 1352 131.2] 132.7] 1361
Retail turnover* 1977 137.31 1369 137.6] 1410 1326} 1352| 1309| 1358| 1385 1335 1369] 1385
(1970 = 100) 1978 141.1] 144.8 : : : : : :
Consumer prices 1976 1580 158.5 159.5 161.0 162.2 162.4 163.7 164.4 166 5 166.9 167.5 168.4
(1970 = 100) 1977 170.1] 171.4] 171.3] 1722 173.9] 1750 1755 176.1] 1773 177.7 1784] 179.1
1978 1800 180.7] 181.1] 181.3| 1815 : : :
Visible imports* 1976 104.76] 102.62] 109.93] 119.96] 11275 11773 110.73] 117.24| 12230] 111.63] 118.91| 1i8.81
(BFR "000 mullion) 1977 116.94| 118.63] 12898 12482 120.22| 126.86( 103.21} 125.48| 122.48| 117.07| 120.52{ 11822
1978 12326] 12273| 12213 : : .
Visible exports* 1976 90.03] 100.76] 102.52] 10471{ 102.17| 109.48) 97.05] 113.80| 117.88] 110.11} 103.16] 114.70
(BFR °000 million) 1977 100.24 112.37] 120.78| 112.74; 109.63| 119.44| 101 51} 117.88| 123.40] 106.34| 107.54| 11363
1978 112.65) 113.78} 112.55 : : : :
Balance of trade 1976 |— 14.73| — 1.86|— 7.41] - 1525~ 10.58| — 8.25| - 13.68] — 3.44{ — 4.43|— 151|— 1575[~ 411
(BFR ’000 nulhon) 1977 |- 1670} — 6.26{ — 8.20] — 12.08] — 10.60| — 742}~ 170|— 7.60( + 0.92] - 10.72|— 1298~ 459
1978 {— 10.61| — 8.95|— 9.57 : : : : :
Offictal gold and foreign exchange reserves 1976 223.00 218.4| 216.0{ 208.2] 2078] 207.2 200.5] 199.4| 1857 1855] 1923 205.1
(BFR °000 mullion) 1977 209.1) 2127 2159] 21851 222.1| 223.1] 225.8] 226.2| 226.6] 2269| 224.8 221.5
1978 2231 2250{ 226.5| (226.7} (227.0 : : : : :
Money supply* 1975 1456.1 1517.5 16850 1648.8
(BFR '000 million) 1976 1706.6 1761.2 18189 1868.6
1977 1917.9 1951.7 1998.4 20539

Not available.
*  Seasonally adjusted

Source - EUROSTAT (except as otherwise indicated)
— Industrial production, excluding construction.

— Unemployed end-of-month figures.

— Construction: number of residential buildings authonzed.
— Pnivate consumption: volume index of retail turnover.

— Consumer prices: all households.

— BLEU: Imports cif, exports fob: value. Source: INS.
— BLEU: Balance of trade: difference between figures for imports and exports
— Official gold and foreign exchange reserves: gross reserves of gold and foreign exchange held by the monetary authorities; position at end of month. Source. BNB.

— Money supply. Stock of money and near-money at end of quarter Source: BNB

remunerate new capital subscribed and paid up during 1978 extension to
additional investment undertaken before 30 June of the arrangement
under which firms are free to choose the depreciation method to be applied
and of the arrangement permutting 110 9; depreciation of the investment
value.

January 1978 :

— The Banque Nationale reduced the official discount rate and the rate
on advances from 99, to 8.50 %, with effect from 5 January

— The Banque Nationale reduced the official discount rate on advances
from 8 509 to 7.50 %, with effect from 19 January.

— The Government decided to increase the number of unemployed to be
given work 1 1978 by the public authorities from 25 000 to 35 000

— The law exempting employers from paying social security contri-

butions for two consecutive quarters in respect of workers taken on during
the year. provided such workers represent a net increase in the workforce
as compared with the second quarter of 1977, was extended from 1
January to 31 December 1978

February

With effect from 2 February the Banque Nationale lowered its base
rate by | point; this brought the official discount rate and the rate on
advances down from 7.5%, to 6.5%.

March:

The Banque Nationale reduced, in two stages, the official discount 1ate
and the rate on advances: the cuts, each of 0.50 points, took effect on 16
and 30 March, bringing the rates down from 6.50 %, to 5.50 %, their lowest
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level since 5 July 1973. The financial intermediaries rediscount cethings
with the Banque Nationale were raised on i March from BFR 77 400
million to BFR 80 500 million.

Aprid.

— The Government announced a number of measures designed to scale
down the budget deficit: no tax increases in 1978 but a 2%, across-the-
board reduction in budget appropriations, cuts of 5% in current
expenditure, of 10 % 1n the amounts earmarked for the purchase of durabie
goods and of 20 9, in foreign travel allowances ; situation unchanged from
1977 as regards optional subsidies; any additional appropriations must be
offsct by equivalent cuts elsewhere (13 Apnl)

Luxembourg

May:

The Government and the public servants’ representatives concluded a
new collective agreement for 1978 and 1979. The agreement includes a
reduction n the working week to thirty-eight hours with effect from 1
October 1979, an increase in the end-of-year bonus, which will be raised by
BFR 1 000, to BFR 7 000, in 1978 and by a similar amount, to BFR & 000.
10 1979, plus 2.5 % of annual gross salary ; an increase of BFR 2 000 1n the
holiday allowance 1n 1978 (by 1979, this allowance 1s to reach an indexed
BFR 20 000, plus 1 9 gross annual salary ; an increase in salaries below the
legal minimum and possibility of retiring as of the age of sixty, after twenty
years’ employment. The direct cost of these measures i 1978 is put at BFR
3 300 million (5 May).

During the first half of 1978, Luxembourg’'s economy experienced some strengthening of foreign demand, while
domestic demand lost momentum. The rate of consumer price increases continued to decline, and the external

balance improved.

1. Overall gssessment

The Luxembourg economy, seriously affected by the
direct and indirect consequences of the steel crisis, has
recently demonstrated its resistance and adaptability. The
continuing dynamism of the tertiary sector and of certain
industrial branches has meant an increase in real gross
domestic product (GDP)—although the rate of growth

has been so modest that the level of GDP is still below that
reached in 1974. Unemployment has increased relatively
little over the country as a whole, a consequence both of
the reversal of migratory flows and of an active policy to
protect employment, worked out in consultation with
both sides of industry, and involving special work
schemes and short-time working.

TABLE 1

Key indicators

Luxembourg ;3;;;3155 1976 56 19776 19786
Gross domestic product, volume % change 1.8 2.8 1.1 1.8
of which: industry ! : 6 0.8 23
Gross domestic product in volume per person in
employment %, change -03 44 1.9 2.6
Total employment (number of persons) 2 % change 2.1 - 1.5 — 0.8 - 038
— Self-employed and other —-33 - 18 - 18 - 09
— Wage and salary earners in company sector 31 - 1.7 -1 -1
— General government 2.2 0.7 2.1 0.7
Unemployment as 9 of

labour force — 0.3 0.5 1.2

Compensation of employees per wage and salary
earner % change 13.3 10.2 9 6.8
Price index of private consumption 4 % change 72 9.8 6.7 35
Current account balance 3 Mio LFR : : : :

Excluding construction
Domestic concept.
National accounts concept.

Source STATEC.

e W -

Geometric mean of the change from 1970 to 1975; unemployment and current account balance: arithmetic mean over the five years.

Estimates of Commission’s departments as at end-June 1978, and on the basis of policies prevailing at that time.

Note Most recent revised national accounts statistics compiled by the STATEC have not been included in the above estimates

The tax base has been strengthened, thanks to a solid
tertiary sector, so that the trend of tax revenue has been
fairly favourdble. This has meant that—contrary to
expectations two years ago—the State has been able to
implement various specific readjustment and support
measures without going heavily into debt. Although the
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longer-term problems Luxembourg will have to face
should not be underestimated, short-term developments
have afforded the authorities some room for manceuvre
in pursuing a policy to support activity, to improve
employment prospects for young people and to streng-
then the structural foundations of the economy.
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TABLE 2
Demand for and supply of goods and services

19752 19763 19773 19783
Luxembourg At % change on preceding year
current
MIi)gl ieIS:R Volume Pnce Value Volume Price Value Volume Price Value

Private consumption 48.390 3 9.8 13.1 25 6.7 9.4 2 35 5.6
Public consumption 12 099 2.2 12.2 14.6 2.2 11.8 14.3 2.1 7.1 9.3
Gross fixed asset formation 25545 | — 4.2 8.7 4.2 32 8.6 12.1 1.1 6.6 7.7
of which: — Construction 17709 | — 43 9.8 5.1 1.6 8.1 9.9 2 7.3 9.5

— Equipment 6857 | —45 6.3 1.5 7.3 10 18 -2 5 29
Domestic final uses (excluding change in
stocks) 84 034 0.9 9.9 10.8 2.6 8 10.8 1.8 49 6.7
Domestic final uses (including change in
stocks) 85 944 0.4 9.7 10.1 1.7 79 9.8 1.7 48 6.6
Exports ! 65 130 32 14 4.7 16 —-24 -08 3.2 3.2 6.5
Imports ! 69 483 0.2 6.1 6.3 24 25 5 2.8 1.1 4
Gross domestic product at market prices 81 591 28 6.1 9 1.1 45 5.7 1.8 6.7 8.7

Contnibution to % change in gross domestic product

Domestic final uses (excluding change in
stocks) 84 034 09 — 11.1 28 — 113 19 — 7.4
Change in stocks 1910 | - 05 — -05( -09 — -09] —01 — - 0.1
Balance of exports and imports ! — 4353 24 — —-161 -08 — — 47 0 — 1.4

1 Goods and services
2 Source STATEC

3 Estimates of Commission’s departments as at end-June 1978, and on the basis of pohcies prevailing at that time
Note: Most recent revised national accounts statistics compiled by the STATEC have not been included in the above estimates

TABLE 3

The central government budget !

1977 1978
Original budget P‘:‘;’titslil?,:a] Original budget
Luxembourg

Mrd LFR cha‘;f'ge . Mrd LFR Mrd LFR cha:f’ge .
Expenditure 2 35.1 + 16.9 36.9 38.9 +10.8
Revenue 3 344 + 16.6 374 377 + 9.6
of which:
— direct taxes 18.7 +13.3 20.5 204 + 9.1
— indirect taxes 10.7 +13.8 10.6 11.8 +10.3
Net borrowing requirement - 07 — + 0.5 - 12 —

Ordinary and extraordinary budget
Dnsregarding debt extinction.

Excluding borrowmng

On the preceding year’s onginal budget.
Estimates.

w s W N -
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2. Recent developments

Since the beginning of 1978 foreign demand has revived
somewhat, while domestic demand has lost momentum.

Exports of goods have increased slightly, in particular
because of stronger demand for steel products.

On the basis of the trend in purchase of consumer
durables and of private sector investment indicators,
domestic demand as a whole would seem to have
developed more slowly than before. The only stimulus of
any importance to activity came from investment by the
authorities.

The STATEC index of industrial production shows, on the
whole, an appreciable improvement in activity during the
first four months of the year (6.1 on a year earlier).
However, if the steel sector is excluded the index shows an
increase of only 0.6 9. Indicators for the construction
industry, although only partial, confirm the impression of
persistent stagnation, particularly in the building in-
dustry.

Employment has continued to decline, in particular in the
steel industry, where it affected workers of Luxembourg
nationality as older workers reaching retirement were not
replaced. During the first four months of the year,
seasonally adjusted figures for job vacancies were 14.1%
lower than at the same time last year. The deficit was only
slightly offset by an expansion of employment in some
developing service industries.

The year-on-year rate of price rise continued to decline,
and stood at 2.9 9 in May, compared with 7.4%; a year
earlier and 4.3 % in December 1977. The price trend was
most favourable in foodstuffs, which increased by only
0.99 in a year.

The figures may show a surplus on the balance of
payments (current account), due to the solidity of the
Franc on exchange markets, and to a considerable surplus
in income from factors of production.

Major economic policy measures

December 1977

-— The law fixing the level of central government revenue and expenditure
for the linancial year 1978 was adopted. It provides for revenue totalling
LFR 39 200 millron, of which LFR 37 800 million will be ordinary revenue
and LFR | 400 million supplementary revenue; expenditure totals LFR
39 700 nullion (LFR 34 100 milhon ordinary and LFR 1400 million
supplementary) giving an aggregate deficit of some LFR 500 million (Law
of 17 December).

— To make it easier for students to take higher education courses,
whether or not at umversities, the Government may make available
financial assistance, in the form of grants or loans; interest on the loans
may or may not be charged depending on the financial situation of the
recipient and of his family (Law of § December).

— Under the Law of 24 December, the Government 1s authorized to take
the measures necessary to stimulate economic growth and to maintain full
employment. These measures will be introduced gradually depending on
the seriousness of the general economic situation, the short-term economic
situation and the structural situation. In addition to immediate action,
more far-reaching measures will be taken in the form of regulations once
unemployment rises above certain levels. Action may range from a
straightforward central government guarantee 1n respect of investment
loans to measures to reduce production costs mn the interests of
safeguarding jobs. Provision has also been made for measures aimed at
improving the pattern of work allocation and for the grant of a waiting
allowance 1n the event of early retirement, from which certain categones of
workers 1n the steel industry have already benefited.

— ltwasdecided to increase the premmum payable under the economic and
social conversion programme to owners on unprofitable business in
farming, the distributive trades and the small craft industnies who cease
working (Regulation of 19 December).

February 1978:

— The Government decided to set up vocational guidance and
itroductory courses and also training, re-training and general courses for
the unemployed and for workers in danger of losing their yobs (Regulation
of 21 February).

March :

— The prices of sohd mineral fuels other than coke were put up by 109,
(Regulation of 10 March).

April:
— It was decided that the funds of the Del Credere Office could be
Increased by LFR 400 million (Law of 21 April).

— The Government was authorized to float, if necessary, one or more
loans totalling LFR 1000 million 1n all (Law of 21 April)

TABLE 4

Main economic indicators

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

Industnal production* 1976 94.1 937 94.8 97.4 1059] 1023 942 937| 1070 1033 96.9 95.8

(1970 = 100) 1977 102.7 97.2 103.0] 100.1] 105.6] 105.7 99.9 981 98.8 961} 1024 98.6
1978 107.0( 106.81] 101.5 : : :

Unfilled vacancies* 1976 152 143 174 192 271 210 258 353 309 334 247 333
1977 255 260 180 191 178 159 138 150 160 170 mn 243
1978 208 170 178 205 217 : :

Consumer prices 1976 150.5( 151.3] 151.6[ 153.8] 154.7| 1549 156.1} 1573 1575 158.7] 159.7} 160.8

(1970 = 100) 1977 162.4| 163.5] 1642 165.2f 1658 1667 167.4] 167.0] 1666 167.3} 168.1] 167.8
1978 168.5] 168.9] 1694 1704 170.6 : . : : :

Not available
*  Seasonally adjusted
Source  EUROSTAT (except as otherwise indicated)
— Industrial production, excluding construction.
Unfilled vacancies. end-of-month figures
—  Consumer prices: all households.
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United Kingdom

At the beginning of 1978, the United Kingdom’s exchange rate and official reserves position was strong, the
underlying rate of inflation had fallen sharply and the current account of the balance of payments was in surplus; on
the other hand, output growth was sluggish. Against this background the UK authorities announced, in the April
budget, measures designed to raise the level of demand and the rate of economic growth. Subsequently, further
adjustments to fiscal and monetary policies have been made, in the light of parliamentary amendments to the budget
and developments in financial markets, so as to keep to the intended policy targets.

1. Overall assessment

At the start of 1978, the United Kingdom’s financial
position was strong, largely a result of the firm fiscal and
monetary measures taken in 1976 and 1977. The current
account of the balance of payments had moved signi-

ficantly into surplus in the second half of 1977, and the
underlying rate of inflation had fallen below 109, by the
fourth quarter of the year. On the other hand there were
no signs of any significant growth of economic activity—
industrial production in particular remained stagnant.

TABLE 1
Key indicators
United Kingdom Unit ;3;'3‘23155 19765 19775 19786

Gross domestic product volume % change + 1.5 + 3.0 + 0.6 + 2.7
of which: industry ! % change + 04 + 1.2 + 1.0 + 1.5
Gross domestic product in volume per person in
employment %, change + 14 + 35 + 0.7 + 22
Total employment (number of persons) 2 % change + 0.2 - 05 - 01 + 0.5
— Self employed and other 9% change - 0.1 — + 0.7 + 2.6
— Wage and salary earners in company sector %, change + 02 — 05 - 0.2 + 04
— General government % change + 22 - 1.7 -~ 0.5 + 0.1
Unemployment as 9, of total

labour force 27 5.2 5.7 6.0
Compensation of employees per wage and salary ‘
earner % change +175 +15.2 +10.1 +12.7
Price index of private consumption 3 % change +124 +15.5 +14.3 + 82
Current account balance Mio UKL — 962 - 1107 + 165 + 500

Manufacturing industry only.
Domestic concept.
National accounts concept, on annual basis

Source. Central Statistical Office.

LY S

Geometric mean of the change from 1970 to 1975; unemployment and current account balance: arithmetic mean over the five years

Estimates of Commussion’s departments, as at end-June 1978, and on the basis of policies prevailing at that time

It was against this background that the authorities
decided to introduce measures that would increase the
rate of economic growth and improve employment
prospects. In particular:

— the Government’s public expenditure plans pub-
lished in January ! pointed to a marked increase in the
planned volume of expenditure in 1978/79 after sharp
falls in the two preceding years;

— the Chancellor of the Exchequer announced in his
budget 2 on 11 April proposals for a fiscal stimulus for
1978/79 equivalent to UKL 2 000 million or 1.259, of
gross domestic product (GDP). It was officially estimated
that the measures, largely reductions in direct taxation on
personal incomes, would raise the rate of growth of gross
domestic product (GDP) from 2.259, to 3%, between the
first halves of 1978 and 1979. The public sector borrowing
requirement (PSBR) is estimated to rise from UKL
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5.7 000 million in 1977/78 to UKL 8.5 000 million (5.25¢,
of GDP) in 1978/79.

However, recent indicators suggest that the growth in
economic activity during the first half of 1978 has perhaps
been somewhat faster than anticipated at the time of the
budget. In particular, recent national accounts data point
to a growth rate of GDP of over 49 at an annual rate
during the first quarter, largely because of the continued
recovery in private consumption, resulting from an
acceleration in earnings, a fall in the rate of inflation and
the direct tax cuts introduced in 1977. In 1978, as a whole,
the growth of GDP is likely to amount to 3.

I The Government’s Expenditure Plans to 1981-1982. Cmnd 7094
* tor further details of the budget, see “Major economic policy measures’
below
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At the same time external and financial constraints have
recently reappeared. Visible trade figures point to strong
import penetration and to sluggish export growth.
Despite the large and growing contribution of North Sea
oil to the balance of payments (in 1978 the output of
North Sea oil should be equivalent to about two-thirds of
domestic consumption), the current account was only
slightly in surplus in the first half of the year. Since
February the downward pressure on sterling led to more
rapid increases in wholesale input prices.

An acceleration of the money supply occurred in the latter
months of the financial year 1977/78, bringing the growth
of sterling M3 during the year to 169, well above the
official target range of 9-139%. In addition Parliament
made amendments to the budget proposals in the form of

direct tax cuts which will increase the PSBR by UKL 500
million in 1978/79.

In response to these developments, the UK authorities
introduced measures aimed at ensuring that the rate of
growth of the monetary aggregates remained within the
limits announced most recently in the UK Government’s
Third Letter of Intent to the IMF to renew the stand by
credit, which was published on 25 May. Minimum
Lending Rate was raised in a number of steps to 10%,.
Also, on 8 June, the Government announced a 2.509,
surcharge, later reduced to 1.509%;, on employers’
National Insurance contributions with the aim of off-
setting the impact of the budget amendments on the
PSBR, and reintroduced the supplementary special
deposit scheme designed to restrict the level of bank
deposits.

TABLE 2

Demand for and supply of goods and services

19752 19762 19772 19783
Umted Kingdom At % change on preceding year
cur}'ent
Ms)ml:fls(L Volume Price Value Volume Price Value Volume Price Value
Private consumption 63 303 +04 +155 +160| —0.8 +143 +134( +50 +82 +13.6
Public consumption 22 908 +24 +130 +157; —02 +101 + 99| +13 +96 +11.0
Gross fixed asset formation 20 708 —-20 +159 +136| —39 +11.0 + 67| +41 +75 +119
— Construction 11946 | —31 +127 + 92 -84 + 71 — 19 : : :
— Equipment 8762 | —09 +20.7 +196| +06 +163 +17.0
Domestic final uses (excluding change in
stocks) 106 919 +04 +150 +155) — 1.3 +12.7 +1L3 ] +41 +83 +12.7
Domestic final uses (including change in
stocks) 105 275 +21 +152 +176| —06 +12.7 +120]| +36 +83 +122
Exports ! 26 899 +74 +21.0 +300| +52 +173 +234]| +28 +70 +10.0
Imports ! 28 938 +38 +216 +262| +08 +148 +1571 +58 +18 + 77
Gross domestic product at market prices | 103 236 +30 +150 +184| +06 +13.6 +142 +27 +99 +129
Contribution to %, change in gross domestic product
Domestic final uses (excluding change in
stocks) 106 919 +04 +160| - 1.3 — +11.5] +41 — +12.5
Change in stocks — 1644 + 1.7 + 19( +06 — + 07| -05 — — 04
Balance of exports and imports ! — 2039 +0.9 + 05 +13 — + 20| -09 — + 0.8

No data available
! Goods and services.
2 Source - Central Statistical Office

3 Estimates of Commission’s departments, as at end-June 1978, and on the basis of policies prevailing at that ume

2. Recent developments !

There was a recovery in economic activity in the first half
of 1978, and the level of gross domestic product (GDP) is
likely to have increased between 1.50%, and 29[ as
compared to the previous half-year. This acceleration in
the rate of growth of the economy can be largely
attributed to a continued recovery in private con-
sumption.
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This stronger growth of private consumption, which could
well have reached a level in the first half of 1978 some 3 %,

1 Unless otherwise stated, this analysis is based on seasonally-adjusted
data. In addition, volume changes are calculated on the basis of prices
of the preceding year (or half-year) rather than at constant 1970 prices
as in the official national accounts. As the use of a more recent price
basis increases the relative impact of North Sea oil, estimates of
growth of GDP and exports will be higher, and of imports lower, than
when using the 1970 price basis.



above that of the previous half-year, occurred as a result
of a distinct acceleration in the rate of increase of earnings
at a time when the rate of inflation fell dramatically,
coupled with the impact of direct tax reductions.
Nevertheless, because of the fast rate of growth of real
disposable income, the savings ratio has remained at a
high level. The sectors that benefited most from this
increased expenditure were cars and motorcycles and
durable household goods. Indeed, registrations of new
private cars and vans in the four months to April 1978
were over 249 higher than during the corresponding
period in 1977.

The level of public consumption continued virtually
unchanged in the opening months of 1978 as a con-
sequence of earlier budgetary measures although some
modest growth is to be expected from the beginning of the
new financial year.

On the basis of somewhat disappointing estimates for the
first quarter, the growth of fixed capital formation is likely
to have been modest in the first half of the year. This is
partly attributable to a further reduction in investment

related to North Sea oil activities. However, manufactur-
ing investment, after falling somewhat in the first quarter,
is expected to have strengthened again in the second
quarter in line with the relatively optimistic tone of the
investment intentions surveys. Recent indicators suggest
that renewed stockbuilding made a significant contri-
bution to growth in the early months of the year.

The marked shift of resources into the balance of trade
which had characterized 1977 did not continue in the first
half of 1978. Indeed, the volume of exports showed only
very modest growth (about 2%, above the level of the
previous half-year) reflecting the disappointing growth of
world economic activity and trade. The appreciation of
sterling during 1977 is unlikely to have had any marked
effects on UK exports so far. At the same time, the
increase in import volume is likely to have been in the
region of 49, with particularly high rates of growth of
imports of industrial materials, as stocks were rebuilt, and
of finished manufactures, in response to rising private
consumer demand. There was no further reduction in the
deficit on oil trade largely because various difficulties
associated with North Sea oil installations prevented the

TABLE 3
The budget
1977-1978 1978-1979
Budget forecast Egg::n:::d Budget forecast
United Kingdom
Mio UKL change 1 Mio UKL Mio UKL change !

Central government
Expenditure 57 152 + 4.8 55 482 64 585 +13.0
of which: — current 51 020 +114 51224 57 682 +13.1

— capital 6132 —29.7 4258 6903 +12.6
Receipts 50 293 +14.0 50 988 56 648 +12.6
of which: — direct taxes 20 480 + 48 20 649 23 680 +15.6

— indirect taxes 16 018 + 34.0 16 066 17 830 +11.3
Borrowing requirement ‘ 6 859 — 342 4 494 7937 +15.7
less:
Loans within public sector 2770 — 41.5 1628 3015 + 8.8
equals :
Central government contribution to public
sector borrowing requirement 4 089 — 28.1 2 866 4922 +20.4
plus:
Borrowing requirement of :
— local authorities 1 590 — 36.5 1419 1822 + 14.6
— public corporations 2792 - 259 1428 1793 — 358
equals :
Public sector borrowing requirement 8 471 -29.2 5713 8 537 + 08

1 As compared with initial budget estimates for previous year.

Note. On 26 October 1977 (after the imtial budget on 29 March 1977) direct taxes were reduced by a further UKL 1 000 mithon with respect to 1977-1978
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output of oil increasing as fast as originally planned. With
the terms of trade showing little further improvement,
and with net earnings on invisibles account somewhat
lower than in the second half of 1977, it is possible that the
surplus on the current account of the balance of payments
will fall to below UKL 250 million for the first half of
1978. compared to UKL 834 million for the preceding
half-year.

There was a recovery in industrial production in the first
quarter of 1978 (+1.7% on the previous quarter) with
output rising particularly fast in public utilities, and in the
extractive industries. The slow but persistent decline in
the number of registered unemployed, which began in
October 1977, continued during the first half of 1978 ; by
May 1978, unemployment had fallen to 1 366 400
equivalent to 5.7 % of all employees. The reasons for this
fall are still unclear; certainly the present upswing in
economic activity is too recent to be considered as a
satisfactory explanation of this downward trend.

The rate of inflation decelerated further in the opening
months of the year as the beneficial effects of the fall in
commodity prices and of sterling appreciation during
1977 continued to affect prices at the retail level. Indeed
the all-items index of retail prices ! in April was only 7.9,
above the level of a year earlier and, until recently, the
underlying rate of inflation was in line with the average
for the OECD area as a whole. The trend of average
earnings suggests a rate of growth of 139 to 149, for the
twelve months ending in July 1978.

The outturn for public sector borrowing for 1977/78
(Table 3) fell well below the level foreseen at the time of the
March 1977 budget. This was largely due to a significant
shortfall on expenditure, associated with the effect of the
system of cash limits appiied to the major part of central
government and local authorities’ expenditure. In
particular a very marked fall below planned levels
occurred for central government expenditure on capital
account.

The exchange rate came under some pressure in the
spring, in part a reaction to a deterioration in the
financial situation. In particular, it became clear that the
money supply was growing at a rate that was inconsistent
with the Government’s target range of 9-139, for the
fiscal year 1977/78. Indeed, in the three months to April
1978, the money supply (sterling M3) grew at an annual
rate of nearly 259%,. Support operations by the Bank of
England, together with early repayments of certain
foreign debts, including USD 943 million to the IMF in
April, contributed to the fall in foreign exchange reserves

of USD 3-660 million in the first five months of the year.
39c0

Major economic policy measures
November 1977 :
-- On 8 November, the Bank of England agreed to sterling denominated
securities being issued on international markets. The first issue was for
UKL 15 mullion of 12-year bonds for the European Coal and Steel
Community.

On 9 November, the Secretary of State of the Environment outlined a
package of additional expenditure for the construction tndustiy
amounting to UKL 400 million in 1978/79.

December
— On 12 December, the Department of Energy launched a programme of
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energy conservation measures involving expenditure of UKL 320 millions
over the next four years.

- The second Letter of Intent, sent by the Chancellor of the Exchequer to
the IMF, was published on 15 December. In the letter, the growth of
sterling M3 1n 1977/78 was forecast to be in the range 9-13",, the
expansion of domestic credit in 1977/78 and the first quarter of 1978/79
15 months) was expected to be within a total of UKL 7.7 thousand million,
and the public sector borrowing requirement for 1978/79 was not expected
to exceed UKL 8.6 thousand million.

Following discussions between the Government and the Commission
on capital movements covered by Article 124 of the Act of Accession,
modifications to UK exchange control rules were announced on 21
December. The changes, which took effect on 1 January 1978, included the
abolition of the *25Y, surrender rule’ on dealings in foreign currency
securities, and relaxation of certain rules governing direct investment and
personal capital movements.

January 1978 :

The annual White Paper on ‘The Government’s Expenditure Plans 1978/
79 to 1981/82’ was published on 12 January. It was forecast that the
volume of public expenditure would grow by 2.25% in 1978/79, and that
the rate of growth in the following four financial years would be lower
than that of real GDP.

— On 23 January, a Government proposal to devalue the ‘green pound’
by 59, was defeated in the House of Commons tn favour of a 7.50%,
devaluation proposed by the Opposttion.

On 26 January, the Chancellor of the Exchequer announced that the
Government 1ntended to pursue a policy of spreading the hump of
external debt repayments falling due in 1979 to 1984 by combining early
repayment of certain loans (including part of the IMF loan) with new
borrowing at later maturity dates.

— On 31 January, EEC Agricultural Ministers reached agreement on a
two-stage devaluation of the ‘green pound’.

Februar .

— On 7 February, the Secretary of State for Prices announced that all
future contracts between the Government and private companies would
wclude a clause to ensure that the Government’s guidelines on pay were
observed

—- On 25 February, the Government announced the imposition of a
maximum wholesale price on tea, following a report by the Price
Commussion.

— On 28 February, the Manpower Services Commission announced a
programme of aid for young unemployed people, called the Youth
Opportumties Programme. It is designed to provide about 234 000 people
with training or work experience, at a cost of UKL 140 milhion in the first
financial year (1978/79).

March:

— On 15 March, the Secretary of State for Employment announced a
UKL 300 million package of new and extended geographical coverage of
the Small Firms Employment Subsidy and the Job Release Scheme,
modifications to the Temporary Employment Subsidy that -were agreed
with the Commission of the European Communities and the announce-
ment of a new scheme of support for short-time working in the textiles,
clothing and footwear industries.

— On 21 March the Government published a White Paper (The
Challenge of North Sea Oil, Cmnd 7143) explaining how it intends that the
benetits of North Sea O1l should be used. It outlined four uses of the
revenue:

(1) a sustained increase in industrial investment '
(1) improved industrial performance,

(1) investment in energy, from conventional and alternative sources;
(1v) to improve essential services and infrastructure.

The Prime Minister summarized the Government’s objectives as the
strengthening of the country’s industrial and social base

April

— On 3 Apnil, the National Enterprise Board outlined a new UKL 1.3
thousand million investment programme for British Leyland, which was
fully approved by the Government, and will include UKL 850 miilion of
State funds over the next four years.

— On 3 April, a White Paper on the Nationalized Industries (Cmnd 7131)
was pubhished as a response to the National Economic Development
Office’s 1976 report. The White Paper dealt with the control of the
nationalized industries, their financial and economic objectives, and their
relations with Government

I Not seasonally adjusted.



TABLE 4

Main economic indicators

United Kingdom Year Jan. Feb. Mar. Apr. May June July' | Aug. Sept. Oct. Nov. Dec.

Industnal production 1976 99.2( 100.7{ 100.5{ 101.}{ 102.7{ 100.8{ 1009( 100.3{ 10L.5{ 102.5{ 103.0{ 103.2

(1970 = 100) 1977 103.2] 103.2( 103.1f 102.3| 103.2| 1003 102.8| 102.7{ 102.6| 1020 101.9( 1028
1978 10291 1035 1032} 104.8 . . : . : : : .

Unemployment 1976 | 1203.5| 1225.8| 12316{1241.8{ 1253.3| 1261.1} 128389} 1308.8( 1318.7( 13079 - | 13257

(1 000) 1977 | 1329.9{ 1330.0} 13285] 1333.8] 1323.8; 1364.3] 1398.5] 1410.3]| 14349 1431.5{ 1429.6]| 14223
1978 [ 1419.2( 1409.0] 1400.0| 1387.1( 1 366.4 . : : . : : .

Construction. Housing starts 1976 315 29.1 31.1 28.6 29.8 285 29.5 217 216 22.0 220 20.0

(1000) 1977 21.0 180 21.2 22.3 22.3 228 238 20.7 254 24.7 21.9 238
1978 221 18.4 209 235 ' : : : . .

Average earnings 1976 248.31 250.0| 254.4| 2550 259.6{ 261.2] 263.1| 26721 266.1| 269.0{ 2722| 277.1

(1970 = 100) 1977 278.1F 2787| 2838] 2831} 286.2| 2862 2865 288.7] 291.0( 2958 300.5| 3048
1978 306.3f 3112 3142 : . : : . : : : H

Private consumers’ expenditure. value of retail sales 1976 191.2{ 188.5) 189.2] 196.9{ 194.6( 196.6] 199.8] 203.7) 206.1] 208.4 212.8] 2127
(1971 = 100) 1977 2157 217.4| 2161 2199] 2229 2229 231.5] 2358| 2350 2342 236.3] 246.0
1978 241.0( 246.5| 249.81 2503 : . : . . : .

Retail prices 1976 1479 149.8} 150.6| 153.5( 155.2f 156.0{ 1563 1585| 1606 163.5] 165.8] 168.0
(January 1974 = 100) 1977 172.4| 1741} 175.8| 180.3| 1817y 183.6| 1838| 1847} 1857 186.5{ 1874 1884
1978 189.5] 190.6{ 191.8( 194.6] 1957 ' : . . '
Wholesale prices ! 1976 2615F 263.9] 2742| 2863} 292.0| 299.6| 3020 304.0{ 3144{ 3277 331.8] 3302
(1970 = 100) 1977 337.9] 339.5( 3472 349.7] 348.3( 3452| 3446| 338.8| 338.1( 333.8| 329.9| 3280
1978 3249] 3242 331.0f 337.5{ 3418 : : : : : :
Wholesale prices 2 1976 204.8| 207.3| 2086 211.5] 214.8] 21701 2198 2234| 2263 230.0; 234.6| 2372
(1970 = 100) 1977 2449 2482| 2508 2554| 259.87 2624 2658| 268.1| 2692 271.6} 2720 2733
1978 2771 279.2] 280.6 282.8| 284.4 ' . : : . :
Exports 1976 3187 32427 3396/ 3275] 3377 3421 3359] 3569{ 3488) 3454] 3411] 3664
(mullion EUC) 1977 37911 3796 3897 3959 3942| 4185 4188| 43407 4435] 4227| 4157 4301
1978 4140 4698] 4311] 4438 4282 . . : . . .
Imports 1976 3556] 3648| 3567 3700 3910 3946 4126f 3999| 4051 3885 4064 4003
(milhon EUC) 1977 4570 4078] 4284} 4215] 4366 4667 4431] 4095| 4351 41450 4051| 4419
1978 4674 4630 4736 4109 4534 : . . : : :
Balance of trade 1976 |— 369(— 406j— 170|— 425(— 533j— 525|— 767(— 431)—- 563|— 4301- 653} 340
(milhon EUC) 1977 (- 779(— 282|— 388|— 257(— 425|— 483|- 243 245 84 81 106]— 118
1978 |- 534 681 — 425 330|— 252 . : ' : . '
Terms of trade 1976 100.2] 100.3 99.2 98.2 98.0 97.6 98.0 99.0 99.1 97.2 972 97.6

1977 99.3 99.1 98.4 99.8] 100.7| 1004 9991 1015] 101.71 10L7( 1024] 103.1
1978 105.5] 104.8( 104.8] 104.0] 1052 . : : . : : .

Exchange rate 1976 728 72.7 70.5 67.2 65.8 64.3 65.1 64.8 62.5 59.2 59.1 60.5
1977 61.8 61.7 61.9 61.7 61.6 61.5 61.0 62.0 624 62.5 63.6 638
1978 66.0 66.0 64.1 61.8 61.5 : : . : :

Official foreign exchange reserves 1976 5871 6085] 5244 4367| 4920 4813 4884| 4551 4664 4291 4620{ 3661
(milllon EUC) 1977 6462 6947| 8573 8970 8757{ 10207| 11693| 13028{ 15022] 17245| 17 429] 16699

1978 16 968] 16 521 16 088 . : : : : : . : :
Money supply 1976 | 63 660| 64272| 62512 61 775] 59 818| 61 025| 62 192| 62 569 59 498| 57 738( 59 747 60 621

(mithon EUC) 1977 | 61 044] 59 933| 60 187| 61 108] 61 389| 61 727] 62346 63 068 64 393| 67 240( 66 957| 67 841
1978 | 70 579{ 69 516| 66 653 . . : . : : : .

Not available.
Seasonally adjusted unless otherwise stated.
Key to sources. (a) Central Statistical Office.
(b) Department of Employment.
(c) Bank of England.
(d) Department of Manpower Services (Northern Ireland).
(e) Department of Trade and Industry.
(f) Department of the Environment.
(g) EUROSTAT.
— Index of industnal production (ail industries) (a)
— Unemployment: wholly unemployed, excluding school-leavers and adult students (b + d)
— Construction: private and public housing starts in Great Britain (f).
— Average earnings. (all industries) Great Britain (b).
— Retail sales: index numbers of the value of sales at current prices ().
— Retail price index (all items) (not seasonally adjusted) (b).
- Wholesale prices. ! Input prices (all manufacturing industries) (not seasonally adjusted) (a).
2 Qutput prices (home sales, all manufactured products) (not seasonally adjusted) (a).
— Exports (fob) and imports (fob) of goods on a balance of payment basis (¢ + g).
— Balance of trade: difference between the seasonally adjusted figures of imports and exports (¢ + g).
— Exchange rate: effective exchange rate on Smithsonian basts (21 December 1971 = 100) (c).
— Official foreign exchange reserves end-month figures (not seasonally adjusted) comprising gold IMF Special Drawing Rights, convertible currencies and the UK's reserve
position at the IMF Before conversion into EUC, values have been converted into sterling at closing market rates (¢ + g)
— Money supply. Steriing M3 (1ncluding interest-bearing deposits) (¢ + g)




— On 11 Apnil, the Chancellor of the Exchequer presented his budget
proposals for the fiscal year 1978/79. The measures proposed included.
(1) reductions in direct personal taxation, amounting to UKL 2.4
thousand mullion in a full year, in particular by means of a new lower
rate of tax (25%) on the first UKL 750 of taxable income, and
increased tax-free personal allowances;

(1) corporation tax rates to remain unchanged but the profit imits, below
which the preferential rate of 42 9 1s charged, to be raised from UKL
40 000 to UKL 50 000 p.a.;

(tn) allowances to be ntroduced for capital expenditure on agricultural
buildings and hotels;

(iv) ndividuals to benefit from an increase in the limit below which capital
gans are exempt from tax and from new lower rates of tax on gains up
to UKL 9500 p.a.;

(v) anincrease in the excise duty on cigarettes with a high tar content (of
UKL 2.25 per 1 000 cigarettes);

(v1) the allocation of UKL 550 million from the Contingency Reserve for
1978/79 to specific programmes including the additional measures to
support employment announced in March 1978, (UKL 156 million)
and an increase in child benefit (UKL 165 mullion).

The public sector borrowing requirement for 1978/79 was estimated to
be UKL 8 537 mullion, compared with an estimated outturn for 1977/78 of
UKL 5 713 mullion.

The Chancellor also reaffirmed the Government’s policy of spreading the
burden of external debt repayments, and announced that arrangements
would be made to repay a further USD 1 000 million to the IMF (in
addition to th¢ USD 1000 million advance payment announced in

78

January) and that an issue of British Government Bonds totalling USD
350 million would be made on the New York market

Muay

— On 23 May, the Government published a White Paper (Cmnd 7231)
detatling 1ts policy on industrial democracy, including giving employees
the right to representation on the board of their companies.

— On 25 May, the Government announced that it had reached agreement
with the IMF on the terms for continuing the standby credit until
2 January 1979. In announcing this agreement, the Chancellor reasserted
his determination to observe the limits, of UKL 8.5 thousand mullion for
the public sector borrowing requirement and of UKL 6 000 million for
domestic credit expansion in the financial year 1978/79, which he
announced when presenting the budget on 11 April.

— Also on 25 May, the Bank of England announced thal it was
abandoning 1ts market related formula for determining the official
Minimum Lendmg Rate used over the last 51/ years. Instead, the rate will
be determined by administrative decision, and changes will normally be
announced on a Thursday.

June.

— On 8 June, the authorities announced a set of measures designed to
reaffirm the stance of monetary policy and to offset the cost (UKL 500
million in 1978/79) of the amendments to the budget, introduced by the
Opposition, which further reduced income tax. These measures included a
surcharge of 2.50 %, on employers’ national insurance contributions. the
remtroduction of the supplementary special deposits scheme which
penalizes excessive growth of bank deposits, and the raising of Minimum
Lending Rate by 19, to 10%,.



Il — Results of the business and consumer surveys

Since 1962, the Commission of the European Communities has been conducting business surveys in Member States,
on the basis of standardized questionnaires and methods. A corresponding survey of consumers was launched in
1972. The surveys, which are based on representative samples, are designed to elicit the opinions and assessments
of managements in industry and of heads of household on various aspects of the economic situation as they see it. For
the Community as a whole, the picture given by recent surveys is one of managements and consumers showing a fair
degree of confidence as regards the outlook for industrial production and as regards economic and financial
developments in the second half of this year.

The short-term outlook for industrial production in the production outlook question indicated that confidence
Community improved gradually from November 1977 to had stabilized at about the April level which was,
April of this year, according to the results of the however, still relatively low, owing to the substantial
Community survey of chief executives in the non-food deterioration in industrialists’ production expectations
manufacturing sector. In May and June, the replies to the which had occurred between May 1976 and October 1977

Industrial production: survey expectations
compared with actual outturn

% %
EEC
20 4 L 40
Managements’ production
15 4 expectations - 30
I |
A J . . 3
10 ‘\.,j Industrial production, change over twelve months L 20
\..
‘l
5 - ‘ - 10
/\NV""L
0 - - 0
‘!

5 “ 10
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Source: EUROSTAT and harmonized survey among industrialists in the Community.

1 Seasonally adjusted series.

2 EEC - 6 until August 1974; since September 1974, including Ireland.

3 Since May 1976, including the United Kingdom.

N.B.: Left-hand scale: industrial production expressed as a rate of change over the preceding three months.
Right-hand scale: industrial production expressed as a rate of change over twelve months and percentage balances of positive over negative rephes to
the question in the harmonized survey among industrialists in the Community.
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TABLE ]

Managements’ views on the industrial situation — the Community as a whole

Balances of positive over negative replies (%) to the questions asked in the monthly business survey
(seasonally adjusted series)

1977 1978

Septem-| Octo- |Novem-{ Decem-

June July | August

r ber ber ber January [February March | April May June

Production expectations for the 3 to 4

months ahead -3 -4-5-4-8-6- T7-5-4-2 0 - 1 +

1

Assessment of total order-books — 4] — 42 — 46 — 47 — S0 —47 —47{— 47 — 44 — 44 — 47 — 42 —

39

Assessment of stocks of finished products 22 24 26 27 31 29 29 27 26 26 24 23

23

Assessment of production capacity 35 41 39

Community business surveys among industrialists, which were first conducted in 1962, are carried out at the
Commission’s request in all Member States except Denmark. On the basis of a harmonized questionnaire and
nomenclature, almost 20 000 industrialists are asked each month for their views on, among other things, their
order-book situation, the level of their stocks and their expectations on the production and prices fronts. The
sample taken in each country is made up in such a way as to represent manufacturing industry as a whole
(excluding the food industry). The surveys are conducted in the Federal Republic of Germany by the IFO (Institut
fur Wirtschaftsforschung) among 5 000 firms, in France by the INSEE (Institut National de la Statistique et des
Etudes Economiques) among 3 500 firms, in Ireland by the Cll (Confederation of Irish Industry) and the ESRI
(Economic and Social Research Institute) among 500 firms, in Italy by the ISCO (lIstituto Nazionale per lo Studio
della Congiuntura) among 5 000 firms, in the Netherlands by the CBS (Centraal Bureau voor de Statistiek)
among 1 000 firms, in Belgium by the Banque National de Belgique among, 1 400 firms, in Luxembourg by the
STATEC (Service Central de la Statistique et des Etudes Economiques) among 100 firms, and the United
Kingdom by the CBI (Confederation of British Industry) among 1 800 firms. Business surveys are also carried
out in Denmark but these are comparable only in some respects with the Community surveys.

The monthly surveys among managements, the results of which are given below, contain the following
questions :

1. Do you think that over the next three or four months your firm’s seasonally-adjusted production trend will be :
up, unchanged, down?

2. Do you consider that your present total order-book is, for the season : above normal, normal, below normal ?
(Firms having no order-books are requested to estimate the level of demand.)

3. Do you consider that your present stocks of finished products are, for the season . above normal, normal,
below normal (no stocks of finished products) ?

4. Taking into account your present order-book and the probable trend of orders over the next twelve months,
do you consider that your present capacity is: not sufficient, sufficient, more than sufficient?

The detailed results are published each month, except September, in the publication ‘Results of the business
survey carried out among management in the Community’ (reference ISS-N 0378.4479) by the Office for Official
Publications of the European Communities, Boite Postale 1003, Luxembourg. [Annual subscriptions or
subscriptions for individual issues are available and details can be obtained from the Sales Offices (see last-
but-one page of this publication).] The results are broken down by twenty-one industrial sectors and are also
given for the consumer goods, intermediate goods and capital goods industries.
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(seechartonp. 79). Between these two dates, the difference
between the percentage of chief executives indicating that
production would increase over the following three or
four months as against the percentage forecasting a
decline, represented a shift of 22 points. By comparison,
the extent of the recent improvement in the production
outlook has been fairly small: +9 points from the low
point in October 1977 to June of this year. This
improvement may also be compared, for example, with
the +44 point (net) change in production expectations
recorded from January 1975 to June 1976; this excep-
tionally large swing in production expectations was itself
followed with a few month’s lag, by an increase in the
industrial production index of 13.4% from mid-
1975 to September 1976. The present recovery in
industrial production, which had been predicted by the
earlier improvement in the (survey) production outlook,
amounts to a rise of 2°, from the low point in
November 1977 to April 1978,

The stronger production trend of early 1978 appears,
moreover, to have reduced somewhat the margin of
unused production capacity and to have stimulated
planning for industrial investment (building excluded)
(see Tables 1 and 2). In the context of the recession, the
investment outlook is relatively positive. Among the
different sectors of industry, it is in the mechanical and
electrical branches, in particular, that investment activity
will be most buoyant.

TABLE 2

Results of the industrial investment
survey for 1978

Investment survey industriahsts’
forecasts of gross fixed capital
formation, 1n money terms, in industry
in 1978 (%, change on preceding year)
Country
November 1977 April 1978
survey survey -
FR of Germany 7 8
France ' 12 12
Ireland 21 41
Italy 10 2
Netherlands 3 6
Belgium ) -1
Luxembourg 6 48
United Kingdom 26 26

The Commumty investment surveys, which have been conducted since 1963,
normalily cover all industnal activities, with the exception of building and
construction Two surveys a year are carned out, one in March/Apnl and one in
October/November. The March/April questionnaire concerns investments made
during the preceding year and the current year, while the October/November
questionnaire also asks for forecasts covering the year ahead.

The consumer surveys, which were first conducted in 1972, are carried out, on the Commission’s initiative, in all
Member States, except Luxembourg. Three surveys are carried out each year: in January and in May among
2 500 heads of household in each country, and in October among a larger sample of 5 000 heads of household in
each country. The questionnaire includes questions relating to heads of households’ expectations and views
regarding the general economic situation, trends in unemployment and prices, their own financial position,
savings, etc. and their purchasing intentions. The surveys are conducted in the Federal Republic of Germany by
the Glk (Gesellschaft fir Konsum-Markt- und Absatzforschung) and by the FES (Forschungsstelle fir
Empirische Sozialékonomik), in France by the INSEE (institut National de la Statistique et des Etudes
Economiques), in Italy by the ISCO (Istituto Nazionale per lo Studio della Congiuntura), in the United Kingdom
by the CSO (Central Statistical Office), in the Netherlands by the CBS (Centraal Bureau voor de Statistiek), in
Belgium by the INS (Institut National de la Statistique), in Ireland by the Agricultural Institute and in Denmark by
Danmarks Statistik.

The consumer survey questions of which the results are given below, are the following :

1. Howdo you think the general economic situation in this country has changed over the last twelve months : got
a lot better, got a little beiter, stayed the same, got a little worse, got a lot worse, don’t know ?

2. Howdoyou think the general economic situation in this country will develop over the next twelve months : get
a lot better, get a little better, stay the same, get a little worse, get a lot worse, don’t know ?

3. Howdoyou think the level of unemployment in the country will change over the next twelve months : increase
sharply, increase slightly, remain the same, fall slightly, fall sharply, don’t know ?

4. Compared to what they were twelve months ago, do you think that prices in general are now : much higher,
moderately higher, a little higher, about the same, lower, don't know ?

5. By comparison with what is happening now, do you consider that in the next twelve months : there will be a
more rapid increase in prices, prices will increase at the same rate, prices will increase at a slower rate, prices
will be stable, prices will fall slightly, don’t know ?

6. How does the financial situation of your household now compare with what is was twelve months ago : got a
lot better, got a little better, stayed the same, got a little worse, got a lot worse, don't know?
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7. How do you think the financial position of your household will change over the next twelve months : get a lot
better, get a little better, stay the same, get a little worse, get a lot worse, don’t know?

8. Do you think that there is an advantage for people to make major purchases (furniture, washing-machines,
TV sets, etc.) at the presenttime ? : yes, now is the right time ; it is neither the right time nor the wrong time, no, it
is the wrong time, the purchase should be postponed; don’t know.

9. In view of the general economic situation at the present time, do you think that this is a reasonable time to
save?: yes, certainly ; yes, perhaps, probably not; certainly not; don’t know.

10. Over the next twelve months do you think that you, or any member of your household, will manage to save
some money?: yes, certainly; yes, perhaps, probably not; certainly not; don’t know.

The results are published in the form of press releases (‘Results of the ... economic survey among European
consumers’), circulated among journalists accredited to the Commission. The press releases are also
available from the Commission’s Information Offices.

The consumer confidence index is based onfive questions dealing with the financial positions and expectations
of households, the general economic situation and outlook, and the advisability of making major purchases.
(See Questions Nos 1, 2, 6, 7 and 8 above.) The index is calculated as follows : first, a weighted total of the
different replies to each question (see the notes on the statistical appendix) is calculated, since the weighted
total is, in most cases, negative and since this negative figure can be as low as but not below — 200, a figure of
200 is added to the weighted reply to each question, the index is then constructed by calculating the average
balance, adjusted in this way, for the five questions.

The confidence of Community consumers regarding the
economic situation and their personal financial circum-
stances, as well as their attitudes to major purghases, is
summarized in the confidence index presented in the
following chart and table (see, also, the box-insert,
Consumer confidence, as measured by this index,
reached its last cyclical peak in January 1973. The decline
began in May of that year, already before the oil crisis, as
consumers appeared to react to the rising inflation rates
and may have begun, perhaps, to conclude that the very
high rate of economic activity was unsustainable. The
downward movement was then accentuated by the oil
crisis and consumer sentiment remained depressed in
1974 and into the early part of 1975. Consumer
confidence improved moderately in mid-1975 however,

and this movement continued until the corresponding
period of 1976, during which time industrialists’ pro-
duction outlook was also rising. The confidence of both
groups deteriorated thereafter, until mid- to late 1977,
according to country. The surveys of October 1977, and
of January and May 1978 indicate a distinct recovery in
the mood of European consumers. The overall improve-
ment over the year to May 1978 has been strongest in
Italy, the United Kingdom and Ireland. In the Federal
Republic of Germany, there has been a moderate
improvement in the survey of May 1978. For other
Member States, that is in Denmark, France and Belgium,
the trend of consumer sentiment is rather flat, though
remaining at a high level in Denmark.

European consumer confidence index (May 1974 = 100)

140
EEC TABLE 3
120 -
- pr— 1972 1973 1974 1975 1976 1977 1978
100 |- \\/\_/—4/\--—/
January oo f114.8) 9250947 [104.7(103.7 | 1111
80 May 109.2(100.0| 99.7 {107.4|102.4|111.4
October 113.8]106.2] 94.5|99.2 |101.7]109.1
60

72 73 74 75 76 77 78
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The overall impression given by recent trends by the
business and consumer surveys is that of a distinct
recovery following the 1976/1977 period of stagnation.
The survey indicators now project the resumption of a
higher but still not very strong rate of increase in
economic activity in the months ahead.

In the following paragraphs, recent developments in the
opinions of industrialists, as to the outlook for pro-
duction and investment, and of consumers, as to the
economic and financial situation, are described for each
individual member country.

Following an almost continuous decline between January

1976 and April 1977, production expectations as
indicated by the survey carried out among industrialists in
the Federal Republic of Germany improved, although
somewhat hesitantly, between September 1977 and
January 1978. During the following months, expectations
deteriorated once again. Nevertheless, and despite a low
level of demand (stocks of finished products still too high
and order levels too low), expectations and assessments
stabilized in May and June 1978. In the consumer
durables and capital goods sectors, the outlook has even
been tending to improve. However, the state of German
industrial opinion, based on the mid-June 1978 surveys,
does not yet suggest any sustained upturn in production.

Industrial production: survey expectations compared with actual outturn
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Source: EUROSTAT and harmonized survey among industrialists in the Community.

1 Seasonally-adjusted series.

N.B.: Left-hand scale: industrial production, expressed as rates of change.

Right-hand scale: percentage balances of positive over negative replies to the question in the harmonized survey carried out among industrialists in the

Community.
Assessment of production capacity
Balance (%) of positive over negative replies to question No 4
(see the box-insert above, relating to the monthly business survey). Inverted scale.
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The modest improvement in the economic climate in the
capital goods sector seems to be confirmed by the results
of the March/April investment survey. German in-
dustrialists expect for 1978 a growth in investment of the
order of 89, in value terms, a percentage already
suggested by the October/November 1977 survey. It also

seems that this will largely be accounted for by
rationalization investment, since industrialists anticipate
a smaller increase in production capacity in 1978 than in
1977, whereas the growth in investment is likely to be
more rapid.

TABLE 4

German managements’ view on the industrial situation

Balances (%) of positive over negative replies to the questions in the monthly business survey
(seasonally-adjusted series)

1977 1978
June July | August Se term- ol;:et?- N%‘ge‘_m' Dic;m- January [February] March | Apnil | May June

Production expectations for the 3 to 4
months ahead -9 —-10-13 -13 -10 - 6 — 6{— 4 — 6 — 6 — 9 — 8 — 8
Assessment of total order-books — 40 — 42 — 45 — 45 — 42 — 43 — 44|42 — 43 — 44 — 45 — 42 — 44

NB For the wording of the questions, sce the box-msert on the business survey.

The decline in industrial confidence at the beginning of
1978 in the Federal Republic of Germany was matched by
a drop in consumers’ confidence, although the results of
the May consumer survey were distinctly more favour-
able. More German consumers now anticipate an

improvement in the months ahead in the general
economic situation and in their financial situation,
despite the fact that the fear of worsening unemployment
has definitely not been dispelled.

German consumer confidence index (May 1974 = 100)

140
FR GERMANY TABLE S
120 |- -
/ N—" 1972 | 1973 | 1974 | 1975 | 1976 | 1977 | 1978
100 + r-/\/
January — 1120.1] 89.7] 98.3]112.9]113.5]112.3
80— May 115.3(107.4]100.0]110.1|118.2|111.4|116.0
October 117.7]1103.4| 99.21104.1]119.1}113.3
60
72 73 74 75 76 77 78

The pattern of managements’ expectations as to the trend
of short-term production in France strongly resembles
that of the Federal Republic of Germany for the period
1974-1977. In France, however, there was a sharp upturn
in industrial confidence in April, following the elections.
This movement was corrected somewhat in May,
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although managements remained optimistic; this is
confirmed by the June survey. Judgments as to order-book
levels have become generally more favourable since
March, due mainly to more optimistic views concerning
export demand.



Industrial production: survey expectations compared with actual outturn
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Source: EUROSTAT and harmonized survey among industrialists in the Community.

! Seasonally-adjusted series.

N.B.: Left-hand scale: industrial production, expressed as rates of change.

Right-hand scale : percentage balances of positive over negative replies to the question in the armonized survey carried out among industrialists in the

Community.

In France, managements expect a rate of growth of
industrial investment (excluding building and con-
struction) in 1978 of some 12 % in value terms, compared
with 1977. In line with the results of the investment
survey, order books in the capital goods sector improved
in May and June.

Although French industrialists are fairly optimistic in

their expectations, consumers are less so. The stability of
the confidence index since October 1977 nevertheless
represents an improvement compared with the first half
of last year. The views of French consumers regarding
inflation coincide with those of industrialists, who expect
an increase in selling prices, particularly in the consumer
durables sector.

Assessment of production capacity

Balance (%) of positive over negative replies to question No 4
(see the box-insert above, relating to the monthly business survey). Inverted scale.
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TABLE 6

French managements’ views on the industrial situation

Balances (%) of positive over negative replies to the questions in the monthly business survey
(seasonally-adjusted series)

1977

1978

June

July

August

Septem-
ber

Octo-
ber

Novem-
ber

Decem-
ber

January

eeh
[rebruar

March

Aprnl

May

June

Production expectations for the 3 to 4

months ahead 8 8

7

6 — 5

7

4

3

11

6

Assessment of export order-books

—32 — 3 —37 —37 -35 —-34 -33

—30 -3 —29 —20 —16 — 21

NB  For the wording of the questions, see the box-tnsert on the business survey

French consumer confidence index (May 1974 = 100)

140
FRANCE TABLE 7
120}
;F\ 1972 | 1973 | 1974 | 1975 | 1976 | 1977 | 1978

100 |- v\//r—\A\/——
January — [111.8| 96.6( 96.8[102.3| 99.3{101.3

80} May — |112.57100.0 98.7|103.5| 94.9|101.6
October 109.51104.3 | 91.1|100.5{ 97.8 |100.0

60

72 73 74 75 76 77 78

In Italy, expectations regarding production in manufac-
turing industry improved in the second half of 1977. This
upturn in confidence on-the part of managements, which
was reflected in a distinct increase in production at the
beginning of 1978, accelerated in the first quarter of this
year.

%

Industrial production: survey expectations compared with actual outturn

The results of the April and May 1978 surveys neverthe-
less showed that industrialists had become much more
hesitant in their expectations, particularly with regard to
the consumer durables sector. This development was only
partly reversed by the better June results.

%

15 30
10 - ITALY - - 20

5 - 7 v, - 10

7
0 \\ e ~ 0
\/’ \\
— 54 \," +— 10
P 4
-104 So oo T +—- 20
Industrial production, change over 12 months
- 154 \ | | +- 30
Vs v \ Industrial production, change over last 3 months !
- 204 ’ L ! | 4— 40
’ Managements’ production expectation !
-25 ] | - 50

1975 1976

1977 1978

Source: EUROSTAT and harmonized survey among industrialists in the Community.

1 Seasonally-adjusted series.

N.B.: Left-hand scale: industrial production, expressed as rates of change over the preceding 3 months.
Right-hand scale: industrial production, expressed as an annual rate of change and percentage balances of positive over negative replies to the question

in the harmonized survey among industrialists in the Community
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TABLE 8

Italian managements’ views on the industrial situation

Balances (%) of positive over negative replies to the questions in the monthly business survey
(seasonally-adjusted series)

1978

June July | August

Olfelf' N%‘Z,m' D %c;m- January [February] March | Apnl { May | June

Production expectations for the 3 to 4
months ahead

-18 -21 -19 —18 —18 - 16 —17{—-11 - 7 -1 — 7 —13 - 7

Assessment of total order-books

—42 —41 —48 —44 — 51 — 55 —54]— 53 — 50 — 56 — 52 — 47 — 40

NB. For the wording of the questions, see the box-insert relating to the busimess survey

The view of Italian consumers, while still somewhat
cautious, have clearly improved since January 1977.
Thus, in May 1978, the confidence index reached its

highest level since 1973. This was largely due to a
substantial fall in the number of people expressing
pessimism concerning the general economic trend.

Italian consumer confidence index (May 1974 = 100)

140
ITALY

120 - TN

100 |~ \/\/\\///

TABLE 9

1972 1973 1974 1975 1976 1977 1978

January — (117.1{ 954 88.0( 952 | 95.8(104.3
80 - May 125.01 111.11100.0 | 101.4| 94.6 | 99.5]1109.1
October 121.21114.0| 66.0| 958 90.3 |106.1
60

72 73 74 75 76 77 78

Managements’ assessments and expectations in the
United Kingdom, as elsewhere in the Community,
reflected an upturn in confidence in 1975/1976, but
optimism flagged with regard to industrial output which
emerged in September and October of 1977 subsequently
moderated, and declined in the spring of this year. In the
United Kingdom, however, the actual level of industrial
confidence still remains positive, as is also the case in
Ireland. The results of the surveys also point to somewhat
higher selling prices in the United Kingdom in the coming
months.

The favourable climate is echoed in the field of
investment: according to the last investment survey
(spring 1978), managements anticipated an increase in
value terms of 26 % in investment spending in 1978.

United Kingdom consumers displayed growing optimism
during 1977 and early this year. The May 1978 survey
indicates, despite a slight downward movement, that their
assessments and attitudes remained at a high level of
optimism. Like the industrialists, United Kingdom
consumers expect the upward price movement to gather a
little momentum.
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Industrial production: survey expectations compared with actual outturn

%

10+ UNITED KINGDOM

Industrial production, change over 12 months

Industrial production, change over last 3 months ?

Managements’ production expectation 1

1975

1976

Source: EUROSTAT and harmonized survey among industrialists in the Community.

I Seasonally-adjusted series.

N.B.: Left-hand scale: industrial production, expressed as rates of change.
Right-hand scale: percentage balances of positive over negative replies to the question in the harmonized survey carried out among industrialists in the

Community.

TABLE 10

1977

UK managements’ views on the industrial situation

Balances (%) of positive over negative reples to questions in the monthly business survey
(seasonally-adjusted series)

1978

1977 1978
June July | August Se te;m- Ol;:et:)- N%\;im- Debceerm- January [February] March | Apnit | May June
Production expectations for the 3 to 4
months ahead 20 18 17 26 28 21 22 23 24 15 13 17 12
Assessment of total order-books — — — — — — 18 — 18| —-30 - 20 —20 — 35 —27 - 25

NB For the wording of the questions, see the box-insert relating to the business survey

United Kingdom consumer confidence index (May 1974 = 100)

140
UNITED KINGDOM ™\ TABLE 11
120 |-
1974 1975 1976 1977 1978
100 |- ,\v
January — | 96.0 | 106.1 | 1033 | 1366
80} May 100.0 | 856 | 1115 | 1009 | 130.1
October 100.6 | 960 | 90.6 | 128.6
60
72 713 14 75 716 17 78
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In Denmark, the present low level of economic growth is
accompanied by market fluctuations in industrialists’
expectations. However, the results of the first-quarter
survey in 1978 held out the prospect of a modest recovery
in industrial output in the second half of the year.

Danish consumers continue to be cautious in their

attitudes to the general economic situation and unem-
ployment. Their financial assessments and expectations
nevertheless remain fairly favourable. Furthermore, most
consumers believe that the time is ripe for making major
purchases. '

Danish consumer confidence index (May 1974 = 100)

140
DENMARK

TABLE 12
— 1974 1975 1976 1977 1978
100 \,
January 100.8 | 101.8 | 123.3 | 109.9 | 111.8
80 - May 100.0 | 1122 | 116.4 | 109.1 111.5
October 994 | 119.3 | 106.4 | 108.5
60

72 73 74 75 76 77 78

In Ireland, the trend of the climate of industrial
confidence has differed from the other member countries
since 1976, foreshadowing a period of sustained growth in
industrial production since that time. Thus, as from the
beginning of 1976, the number of optimistic replies in the

%

Industrial production: survey expectations compared with actual outturn

industrial survey has far exceeded the number of
pessimistic opinions. There was a decline in industrial
confidence in March and April 1978, but this was partly
reversed in May.

40 A 40
N N R
30+ IRELAND ~l /7 v \ AL e~ \ + 30
i / Vet N L —
201 ;SN A N - 20
/ \ v
101 I‘\ /,\", M\W/\/ r 10
0 AN I 0
T 2
A ) 4
- 101 II ~\ Industrial production, change over last 3 months 2 1t 10
- | I

- 204 ™ Managements’ production expectation ! +- 20
- 30 — 30

1975 1976

1977 1978

Source: EUROSTAT and harmonized survey among industrialists in the Community.

t Seasonally-adjusted series.
2 Quarterly figures before July 1976, monthly figures thereafter.

N.B.: Left-hand scale: industrial production, expressed as rates of change.

Right-hand scale: percentage balances of positive over negative replies to the question in the harmonized survey carried out among industrialists in the

Community.

The replies concerning the level of order-books and
stocks of finished products show that these appear to be
running at virtually a normal level, and production
expectations remain very favourable. On investment,
industrialists’ forecasts improved spectacularly in April.
Whereas, in November 1977, growth in terms of value
was forecast at 219 for 1978, the figure was 419 in the
investment survey of March/April this year.

The acceleration in the growth of private consumption in
1977 was also spectacular. Some of the answers in the
May survey indicate, however, a moderation in consumer
optimism, but the level of the confidence index remains
very high.
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TABLE 13

Irish managements’ views on the industrial situation

Balance (%) of positive over negative rephes to the question in the business survey
(seasonally-adjusted series)

1977 1978
June July | August Septe;m- Og;l?' N%V:rm' D%c;m' January [February] March | April | May June
Production expectations for the 3 to 4
months ahead 25 24 30 26 28 30 28 34 40 26 15 26 25
NB For the wording of the question, see the box-insert on the business survey
Irish consumer confidence index (May 1974 = 100)
140
IRELAND A\ TABLE 14
120 |-
1974 1975 1976 1977 1978
100
N January — | 742] 900 | 957 1319
80} May 100.0 81.6 } 909 98.6 | 125.6
October 77.8 | 102.5 | 90.1 124.5
60
72 73 74 75 76 77 78

In the Benelux countries, uncertainty continues to prevail
amongst industrialists. In the Netherlands, after a brief
upturn at the end of 1975 and the beginning of 1976, the

trend of industrial production expectations has been
marking time since the middle of 1976.

Industrial production: survey expectations compared with actual outturn

% ] %
15+ - 30
NETHERLANDS Industrial production, change over 12 months
10} T 2
51 A + 10
. ,/\ , .
[\ 7 \V/\
-~
— 54 +-10
- 104 Industrial production, change over last 3 months ! 1—20
|
— 151 \Managements production expectation ! | — 30
1 ]

1975

1976

1977

Source: EUROSTAT and harmonized survey among industrialists in the Community.

1 Seasonally-adjusted series.

N.B.: Left-hand scale: industrial production, expressed as rates of change.
Right-hand scale : percentage balances of positive over negative replies to the question in the harmonized survey carried out among industrialists in the

Community.

By contrast, production expectations in Belgium have
been declining since the first quarter of 1976, though there

90

1978

was a short-lived recovery at the end of 1977.



TABLE 15

Benelux managements’ views on the industrial situation

Balances (;) of positive over negative rephes to questions in the monthly business survey
(seasonally-adjusted series)

1977 1978

June July | August

Se‘p;:;m- Otf;" N(i)\g;m- Deg::rm- January [Februaryl March | April | May | June

Belgium — production outlook -29 —30 -35 —28 —29 —23 —22|—-20 —15 - 24 - 23 —-25 - 25
Netherlands — production outlook -2 -6 - 1 1 - 5 - 17 0 14 -1 -5 0 -5 1
Luxembourg — production outlook -12 - 2 —-12 - 8 9 16 — 7{—18 — 3 — 5 —16 — 4 — 4

NB: For the wording of the questions, see the box-msert relating to the business survey.

This recovery of confidence among Belgian industrialists surveys in May and June 1978 showed a further
came to a halt in the spring of 1978, and the results of the deterioration in industrial production expectations.

Industrial production: survey expectations compared with actual outturn

% ‘ %
161 . . - 30
BELGIUM «}—Industrial production, change over 12 months
101 T 20
51 /\ /\N 10
4 A /\
0 v \u—g 0
. 4 W
— 54 v \\\ _ +-10
N . N

- 104 v\ . P2 i
\/1 v - N 20
-154 Mo Y 1- 30

\/
- 204 [ . +— 40
,/ \ Industrial production, change over last 3 months !

— 25 4 - ~ ”~ | | i .

{ \V, S ™~ Managements’ production expectation ! 50
]
1975 1976 1977 1978

Source: EUROSTAT and harmonized survey among industrialists in the Community.
1 Seasonally-adjusted series.

N.B.: Left-hand scale: industrial production, expressed as rates of change.
Right-hand scale: percentage balances of positive over negative replies to the question in the harmonized survey carried out among industrialists in the

Community.
As regards industrial production expectations, the trend November 1977 did not continue in 1978, the expec-
in the Netherlands and in Luxembourg is almost the same, tations of Luxembourg industrialists showing appreci-
with very little cyclical movement, reflecting uncertainty. able fluctuations, without any definitive trend.

The promising results of the period from September to
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Industrial production: survey expectations compared with actual outturn

%
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Source: EUROSTAT and harmonized survey among industrialists in the Community.

1 Seasonally-adjusted series.

N.B.: Left-hand scale: industrial production, expressed as rates of change over the previous three months.
Right-hand scale : industrial production, expressed as annual rates of change, and percentage balance of positive over negative replies to the question in

the harmonized survey among industrialists in the Community.

The reserved industrial climate in the Benelux countries is
also reflected in the industrial investment forecast for
1978. In Belgium, the forecasts (pointing to a drop of 1 9
in value) are distinctly less favourable than in the

Netherlands, where managements forecast 6 % growth in
the value of industrial investment in 1978. Taking
industry alone, the growth in the value of investment in
Belgium is expected to be higher.

Belgian consumer confidence index (May 1974 = 100)

140

BELGIUM TABLE 16
120 |-

\_/_\ 1972 1973 1974 1975 1976 1977 1978
100~ AU~ NN~

"/\/ January — 1109.2] 95.1| 88.9 | 98.8( 96.2| 97.8
80 May 110.6{111.51100.01 95.7 1102.8{103.5] 98.0
October 107.5[112.8] 90.7( 91.0 | 100.7| 94.3

60

72 73 74 75 76 77 78

Heads of household in the Benelux countries, like
industrial managements, are guarded in their views on the
economic future. Though heads of household in Belgium
are less inclined to expect an increase in inflation and
unemployment, which is a favourable sign, they do not
anticipate any increase in their real incomes, thus
restricting the scope for expansion in private con-

sumption. Dutch consumers show little optimism on the
trend of economic activity.

Their financial expectations, though not pessimistic, are
less buoyant than at the beginning of the year, but fewer
persons expect an acceleration in inflation. These factors
are generally reflected in a decline in the consumer
confidence index in May 1978.

Dutch consumer confidence index (May 1974 = 100)

140
NETHERLANDS TABLE 17
120 -
1972 1973 1974 1975 1976 1977 i978
V\W January — | 99.4| 84.1| 86.9 | 95.5 | 102.1106.7
80 |- May 91.0 [101.7]100.0] 93.2 | 96.6 |103.2|101.5
October 98.2 [107.6] 96.6| 87.1 | 96.1 | 95.2
60

72 73 74 75 76 77 78

92



Selected results of the business and consumer surveys

Notes on the indicators of opinions and attitudes of heads of household

The results presented in the tables on the consumer survey are based on the following questions,

the indicators having been calculated according to the weighting method shown below.

Weighting of Weighting of .
the gﬁiﬁ:{age Wording of the questions the gf lgggltage Wording of the questions
replies rephies
— How do you think the general economic — How do you think the financial position of
situation in this country has changed over your household will change over the next
the last twelve months? twelve months?
+ 2 1. Got a lot better. + 2 1. Get a lot better.
+1 2. Got a little better. + 1 2. Get a little better.
0 3. Stayed the same. 0 3. Stay the same.
-1 4. Got a little worse. -1 4. Get a little worse.
-2 5. Got a lot worse. -2 5. Get a lot worse.
0 6. Don’t know. 0 6. Don’t know.
How do you think the general economic How do you think the level of unemploy-
situation in this country will develop over ment in the country will change over the
the next twelve months? next twelve months?
+ 2 1. Get a lot better. -2 1. Increase sharply.
+ 1 2. Get a little better. —1 2. Increase slightly.
0 3. Stay the same. 0 3. Remain the same.
-1 4. Get a little worse. +1 4. Fall slightly.
-2 5. Get a lot worse. + 2 5. Fall sharply.
0 6. Don’t know. 0 6. Don’t know.
- Compared to what they were 12 months . here i
ago, do you think that prices in general are Do you think that t ereisan advantage f o'r
now: people to make major purchases (furni-
_ 3 L Much higher. i:ze, rv::z::;'ng ”rlrgchines, TV sets, etc.) at
-2 2. Moderately higher. P ) )
-1 3. A little higher. + 1 1. Yes, now is the right time.
0 4. About the same. 0 2. Itis nei.ther the right time nor the
+ 1 5. Lower. wrong time.
0 6. Don’t know. -1 3. No, it is the wrong time, the purchase
: ‘ . ) should be postponed.
By comparison to what 1s happening now, ,
. . 0 4. Don’t know.
do you consider that in the next twelve
months : _ N ‘ In view of the general economic situation
-3 1. There will be a more rapid increase in at the present time, do you think that this is
prices. a reasonable time to save?
-2 2. Prices will increase at the same rate. .
. o + 2 1. Yes, certainly.
-~ 1 3. Prices will increase at a slower rate.
. . + 1 2. Yes, perhaps.
0 4. Prices will be stable.
. . . -1 3. Probably not.
+1 5. Prices will fall slightly. .
0 6. Don't kn -2 4. Certainly not.
- vont Xnow. 0 5. Don’t know.
How does the financial situation of your )
household now compare with what is was Over the next rwelve months do vou think
twelve months ago? that you, or uny member of your house-
+ 2 1. Got a lot better. hold, will manage to save some money?
+ 1 2. Got a little better. + 2 l. Yes, certainly.
0 3. Stayed the same. + 1 2. Yes, perhaps.
-1 4. Got a little worse. -1 3. Probably not.
-2 5. Got a lot worse. -2 4. Certainly not.
0 6. Don’t know. 0 5. Don’t know.
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TABLE 1

The EEC Consumer Survey
Indicators ! of the opinions and views of heads of household
Denmark

QUESTIONS

1972

1973

1974

1975

1976

1977

1978

Octo-

ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
vary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-

Jan-
uary

May

Opinion on the general econ-
omic situation over the last
twelve months

Opinion on the general econ-
omic situation over the next
twelve months

Opinion on the price level
compared with twelve
months ago

Opinion on price trends over
the next twelve months

inion on the financial situ-
ation of the household com-
pared with twelve
months ago

Opinion on the outlook for
the financial situation of the
household over the next
twelve months

Opinion on the trend of em-
ployment over the next twelve
months

Advisabulity of making major
purchases (furniture, washing
machines, TV sets, etc.) at the
present time

Advisability of saving m view
of the general economic situ-
ation at the present time
Ability to save over the next
twelve months

- 98

- 58

—242

—~ 184

—116

— 66

—248

-192

—11i8

-39

—251

—175

—125

—230

—121

+ 30

- 170

-221

—140

+ 27

— 50

—184

—119

—178

—-137

— 64

- 26

—201

—145

- 92

— 46

-217

— 160

+ 3

— 80

-4

—206

—160

- 55

—220

—183

— 49

—205

—156

— 64

— 46

—202

—152

— 65

- a8

—189

—152

1 See introductory notes.
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TABLE 2

The EEC Consumer Survey
Indicators ! of the opinions and views of heads of household

Federal Republic of Germany

QUESTIONS

1972

1973

1974

1975

1976

1977

1

978

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Opinion on the general econ-
omic situation over the last
twelve months

Opinion on the general econ-
omic situation over the next
twelve months

Opmion on the price level
compared with twelve
months ago

Opinion on price trends over
the next twelve months

Opinion on the financial situ-
ation of the household com-
pared with twelve
months ago

Opinion on the outlook for
the financial situation of the
household over the next
twelve months

Opinion on the trend of em-
ployment over the next twelve
months

Advisability of making major
purchases (furniture, washing
machines, TV sets, etc ) at the
present time

Advisability of saving in view
of the general economic situ-
ation at the present time
Abihty to save over the next
twelve months

+ 65

+ 31

+ 72

~ 47

— 26

-232

—153

—~ %

- 67

-217

—203

—228

-179

- 42

-210

—176

- 92

- 25

—194

—156

- 20

- 53

—171

—143

+ 1

+ 20

+108

—-192

—166

+ 88

- 34

— 168

—151

+ 21

—182

—163

+ 23

—161

—161

—160

—168

- 25

—162

—169

+ 82

— 140

—156

- 30

—138

—166

—134

—161

I See introductory notes

TABLE 3

Business survey among industrial managements in the European Community

Federal Republic of Germany

Percentage balance of positive over negative replies !

Year Total order Stocks of fimshed Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 ‘BALANCES 2 BALANCES
1968 -2 - 2 + 23 + 6
1969 + 28 — 16 + 20 - 21
1970 + 7 0 + 4 - 7
1971 - 27 + 15 - 8 + 16
1972 — 26 + 14 + 6 + I8
1973 - 6 + 1 + 4 + 4
1974 - 32 + 19 - 17 + 26
1975 -- 60 + 33 - 10 + 52
1976 — 34 + 11 + 35 + 35
1977 — 42 + 18 - 8 + 37
Q.1 — 34 + 12 - 8 + 35
g Q.2 — 41 + 17 -~ 10 + 36
- Q.3 — 45 + 21 — 12
Q4 — 42 + 20 - 5
January — 42 + 22 - 4
February — 43 + 18 - 6 + 3
I3 March — 44 + 19 - 6
2 April — 45 + 19 - 9
May - 42 + 19 - 8
June - 4 + 20 - 8

For the wording of the questions asked, see notes on page 80
The sub-annual figures are seasonally adjusted
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TABLE 4

The EEC Consumer Survey

Indicators ! of the opinions and views of heads of household

France

QUESTIONS

1972

1973

1974

1975

1976

1977

1978

May

Octo-
ber

Jan-
uary May

Octo-
ber

Jan-
uary

Octo- | Jan-
May ber uary

May

Octo-
ber

Jan-
uary May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Opinion on the general econ-
omic situation over the last
twelve months

Opinion on the general econ-
omic situation over the next
twelve months

Opinion on the price level
compared with twelve
months ago

Opimon on price trends over
the next twelve months

Opinion on the financial situ-
ation of the household com-
pared with twelve
months ago

Opinion on the outlook for
the financial situation of the
houschold over the next
twelve months

Opmon on the trend of em-
ployment over the next twelve
months

Advisability of making major
purchases (furniture, washing
machines, TV sets, etc.) at the
present time

Advisability of saving in view
of the general economic situ-
ation at the present time
Ability to save over the next
twelve months

- 26

-275

—248

- 27

-7

—-272

—223

~ 47 -~ 65| — 52

- 23 - 64] — 33

—286 —278] —265

—144 —148| —129

— 40 —108| — 74

— 46

- 25

—246

—-127

-39

- 24

—240

+ 34

-3 - 32

—245 246

~151 —162

)

- 36

—-261

-~ 138

-4l

- 28

—244

—133

- 57

s

~257

—156

— 38

- 20

—231

—136

- 33

—204

—129

— 28

— 25

—223

—199

1 See ntroductory notes.

TABLE 5

Business survey among industrial managements in the European Community

France

Percentage balance of positive over negative replies !

Year Total order Stocks of fimished Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 ‘BALANCES 2 BALANCES
1968 - 4 + 2 + 23 + 2
1969 + 30 - 15 + 28 - 32
1970 + 1 + 7 + 16 — 31
1971 - 12 + 17 + 19 - 13
1972 - 3 + 6 + 24 — 10
1973 + 19 - 9 + 25 — 22
1974 - 1 + 6 - 2 - 20
1975 — 52 + 36 - 11 + 39
1976 - 20 + 6 + 12 + 22
1977 — 38 + 28 - 5 + 26
Q.1 - 23 + 15 - 1 + 21
E Q2 - 37 + 26 - 7 + 23
- . Q3 — 41 + 31 - 7
Q.4 — 43 + 34 - 6 + 34
January — 43 + 31 - 4
February - 38 + 31 - 3 + 29
® March - 38 + 27 + 2
2 April - 32 + 25 + 11
May — 31 + 29 + 5
June - 29 + 31 + 6

I For the wording of the questions asked, see notes on page 80.
2 The sub-annual figures are seasonally adjusted.

96



TABLE 6

The EEC Consumer Survey

Indicators I of the opinions and views of heads of household

Ireland

QUESTIONS

1972

1973

1974

1975

1976

1977

1

978

May

Octo- | Jan-

ber uary May

Octo-
ber

Jan-
nary

Octo- | Jan-

May ber uary

May

Octo-
ber

Jan-
uary May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-

uary

May

Opinion on the general econ-
omic situation over the last
twelve months

Opinion on the general econ-
omic situation over the next
twelve months

Opmion on the price level
compared with twelve
months ago

Opinion on price trends over
the next twelve months

Opinion on the financial situ-
ation of the household com-
pared with twelve
months ago

Opmion on the outlook for
the financial situation of the
household over the next
twelve months

Opinion on the trend of em-
ployment over the next twelve
months

Adwisability of making major
purchases (furniture, washing
machines, TV sets, etc ) at the
present time

Advisability of saving 1n view
of the general economuc sttu-
ation at the present time
Ability to save over the next
welve months

— 84 —146 | —165

—280 —289 | —290

—202 -223} -234

- 71 - 99| -103

—289

—245

—-117 =121

—268 =279

—-193 178

—116

—111

— 92

— 43

=279

—198

I See introductory notes

TABLE 7

Business survey among industrial managements in the European Community

Ireland

Percentage balance of positive over negative replies !

Year Total order Stocks of fimshed Production Assessment of

Quarter books products expectations production capacity

Month BALANCES 2 BALANCES ? BALANCES 2 BALANCES

1968

1969

1970

1971

1972

1973

1974

1975 — 56 + 21 - 3 + 25

1976 - 22 + 10 + 19 + 21

1977 - 13 + 4 + 29 + 1

Q1 - 7 + 2 + 31 + 6
N Q2 - 14 + 4 + 23 + 8
- Q3 - 14 + 6 + 29

Q4 - 18 + 6 + 31 - 3

January - 20 + 8 + 34

February - 2 + 12 + 40 + 5
® March —~ 14 + 13 T %
£ April - 14 + 1 + 15

May - 5 + 2 + 26

June — 4 + 1 + 25

For the wording of the questions asked, see notes on page 80
The sub-annual figures are seasonally adjusted
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TABLE 8

The EEC Consumer Survey
Indicators ! of the opinions and views of heads of household

Italy

QUESTIONS

1972

1973

1974

1975

1976

1977

1978

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

Octo- | Jan-
May ber uary

May

Octo-
ber

Jan-
vary May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Oprnion on the general econ-
omic situation over the last
twelve months

Opinion on the general econ-
omic situation over the next
twelve months

Opimion on the price level
compared with twelve
months ago

Opinion on price trends over
the next twelve months

Opmion on the financial situ-
ation of the household com-
pared with twelve
months ago

Opmnion on the outlook for
the financial situation of the
houschold over the next
twelve months

Opmion on the trend of em-
ployment over the next twelve
months

Adwvisability of making major
purchases (furmture, washing
machines, TV sets, etc.) at the
present time

Advisabihity of saving 1n view
of the general economuc situ-
ation at the present time
Ability to save over the next
twelve months

—267

—187

—133

—131 —158[ —155

— 60 —131| —122

—258

—142

—130

—257

—173

— 45

- 21

—100

—134 —154

—152

—140

- 47

—271

—186

—187

— 44

—261

— 180

- 90

—244

—179

—105

—237

—174

- 92

- 25

—231

—-171

I See introductory notes.

TABLE 9

Business survey among industrial managements in the European Community

Italy

Percentage balance of positive over negative replies !

Year Total order Stocks of finished Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 "BALANCES 2 BALANCES
1968 - 6 + 7 + 11 + 21
1969 + 18 — 11 + 24 + 1
1970 - 9 - 2 + 10 + 3
1971 — 43 + 28 - 7 + 37
1972 — 23 + 11 + 7 + 29
1973 + 12 - 15 + 25 + 10
1974 — 21 + 4 - 8 + 21
1975 — 68 + 39 — 19 + 57
1976 — 25 + 12 + 3 + 41
1977 — 46 + 31 - 15 + 40
Q.1 - 28 + 19 - 4 + 35
'.; Q.2 — 40 + 31 - 19 + 38
- Q.3 — 46 + 35 — 18
Q — 53 + 34 - 15 + 48
January — 53 + 31 — 11
February — 50 + 29 - 7 + 53
® March - 56 + 32 - 1
2 Apnl - 52 + 32 - 1
May — 49 + 30 — 13
June — 40 - 25 - 7

I For the wording of the questions asked, see notes on page 80
2 The sub-annual figures are seasonally adjusted
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TABLE 10

The EEC Consumer Survey

Indicators ! of the opinions and views of heads of household
Netherlands

QUESTIONS

1972

1973

1974

1975

1976

1977

1978

May

Octo-
ber

Jan-
vary

May

Octo-
ber

uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

May

sinion on the general econ-
nic situation over the last
elve months

»inion on the general econ-
nic situation over the next
elve months

ymwon on the price level
mpared with twelve
»nths ago

nnion on price trends over
: next twelve months

nnion on the financial situ-
on of the household com-
red with twelve
mths ago

nnion on the outlook for
: financial situation of the
uschold over the next
:lve months

anion on the trend of em-
yment over the next twelve
mths

visabihity of making major
rchases (furniture, washing
chines, TV sets, etc ) at the
sent time

visability of saving 1n view
the general economic situ-
n at the present time
ility to save over the next
Ive months

-9

~ 64

—106

+ 42

— 109

—110

— 50

—284

—201

~ 63

— 53

—282

—212

— 115

—281

~204

—133

+ 30

- 95

— 43

—269

—194

—116

—267

-192

- 78

- 76

— 34

274

—193

— 46

- 47

—272

—192

- 77

— 54

—228

—-174

—208

- 169

— 44

— 187

—158

See mtroductory notes.

TABLE 11

Business survey among industrial managements in the European Community
Netherlands
Percentage balance of positive over negative replies !

Year Total order Stocks of finished Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 BALANCES 2 BALANCES
1968
1969
1970
1971
1972 - 19 + 16 + 12 0
1973 0 + 3 + 20 + 3
1974 - 9 + 13 + 5 + 10
1975 — 43 + 49 — 10 + 52
1976 - 31 + 31 + 1 + 43
1977 - 29 + 22 + 1 + 45
R Ql - 27 + 16 + 4 + 47
N Q.2 — 24 + 16 - 1 + 44
. Q3 - 29 + 25 - 1
Q - 33 + 25 + 2 + 45
January - 31 + 22 + 14
February - 29 + 25 - 1 + 45
? March — 26 + 20 - 5
: April — 28 + 18 0
May — 24 + 18 - 5
June — 28 + 16 + 1

“or the wording of the questions asked, see notes on page 80
[he sub-annual figures are seasonally adjusted
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TABLE 12

The EEC Consumer Survey

Indicators ! of the opinions and views of heads of household

Belgium

QUESTIONS

1972

1973

1974

1975

1976

1977

1978

May

Octo-
ber

Jan-
uary May

Octo-
ber

Jan-
uary

Octo- | Jan-
May ber uary

May

Octo-
ber

Jan-
uary May

Octo-
ber

Jan-
uary

May

Octo-
ber

Jan-
uary

Opinion on the general econ-
omic situation over the last
twelve months

Opinion on the general econ-
omic situation over the next
twelve months

Opmion on the price level
compared with twelve
months ago

Opinion on price trends over
the next twelve months

Opinion on the financial situ-
ation of the household com-
pared with twelve
months ago

Opmion on the outlook for
the financial situation of the
household over the next
twelve months

Opmion on the trend of em-
ployment over the next twelve
months

Advisability of making major
purchases (furniture, washing
machines, TV sets, etc.) at the
present time

Advisability of saving 1n view
of the general economuc situ-
ation at the present time
Ability to save over the next
twelve months

- ¥7

- 92

— 76 —104| —122

— 64 — 81| — 81

—-291 291 | —292

—198 —172| —167

- 70 —123| —13Y

— 11l

(¥

~ 84

—280

—149

— 98

- 52

—278

—163

- 75

—273

—137

- 97

— 64

—255

—152

- 93

— 40

—228

—135

I See mtroductory notes.

TABLE 13

Business survey among industrial managements in the European Community

Belgium

Percentage balance of positive over negative rephes !

Year Total order Stocks of fimshed Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 BALANCES 2 BALANCES
1968 - 18 + 4 + 6 + 26
1969 + 13 - 8 + 22 - 6
1970 — 11 + 7 - 2 - 5
1971 — 20 + 12 - 9 + 14
1972 - 19 + 7 + 6 + 20
1973 + 4 - 4 + 16 - 2
1974 - 17 + 3 - 19 + 8
1975 — 6l + 24 — 36 + 54
1976 — 41 + 6 — 16 + 51
1977 — 54 + 18 — 27 + 61
Ql — 48 + 5 24 + 57
N Q2 — 56 + 20 — 32 + 62
z Q3 - 57 + 24 - 30
Q4 - 52 + 18 - 22 + 64
January - 50 + 16 - 20
February — 50 + 25 — 15 + 61
13 March — 51 + 22 — 24
B April - 55 + 26 - 23
May - 50 + 26 + 25
June — 52 + 24 — 25

1 For the wording of the questions asked, see notes on page 80
2 The sub-annual figures are seasonally adjusted
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Business survey among industrial managements in the European Community

TABLE 14

Luxembourg

Percentage balance of positive over negative replies !

Year Total order Stocks of fimshed Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 BALANCES 2 BALANCES
1968 - 3 - 2 + 3 + 2
1969 + 75 - 4 + 7 - 2
1970 + 7 + 4 — 15 — 1
1971 — 28 + 1 — 10 + 28
1972 - 10 0 + 18 0
1973 + 57 0 + 39 - 27
1974 + 27 + 11 -~ 18 - 21
1975 ~ 81 + 24 — 40 + 51
1976 - 72 + 8 - 17 + 72
1977 - 73 + 13 - 8 + 72
Q1 — 60 + 5 - 13 + 71
N Q.2 — 66 + 6 - 6 + 72
Z Q3 - 87 + 29 - 7
Q4 — 64 + 11 -9 + 72
January — 63 + 10 — 18
February — 61 + 17 - 3 + 69
® March — 68 + 12 - 5
x April - 72 + 14 — 16
May — 64 + 17 - 4
June — 63 + 9 — 4

For the wording of the questions asked, see notes on page 80
The sub-annual figures are seasonally adjusted
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TABLE 15

The EEC Consumer Survey
Indicators ! of the opinions and views of heads of household

United Kingdom

QUESTIONS

1972

1973

1974

1975

1976

1977

1978

Octo-

May ber

Jan-

nary May

Octo-
ber

Jan-
uary

Octo-
ber

Jan-

May uary

May

Octo-
ber

Jan-

uary May

Octo-

Jan-
uary

Octo- } Jan-

May uary

May

Opinion on the general econ-
omic situation over the last
twelve months

Opinion on the general econ-
omic situation over the next
twelve months

Opinion on the price level
compared with twelve
months ago

Opinion on price trends over
the next twelve months

Opmion on the financial situ-
ation of the household com-
pared with twelve
months ago

Opinion on the outlook for
the financial situation of the
household over the next
twelve months

Opimon on the trend of em-
ployment over the next twelve
months

Advisability of making major
purchases (furmture, washing
machines, TV sets, etc.) at the

present time

Advisability of saving tn view
of the general economuc situ-
ation at the present time
Ability to save over the next
twelve months

—117 }—132

— 49 |- 6l

—228 —224 |-231

—170 —184 |-188

- 59 — 33 |— 43

20 §- 29

80 |—113

24

+ 28 |+ 16

—147

—~ 74

—236

—190

~ 54

- 36

—128

~ 40

—215

—152

— 55

- 25

—-102 —

—-207 —204

—152 122

—~ 54 — 58

—142

- 52

—232

- 167

— 68

— 43

— 65

— 51

~114

—241

—197

- 69

- 28

—104 — 8 {+ 15

-1 + 44 |+ a7

—241 198 |-178

—187 —133 |-139

-~ 8 - 50 |- 23

-2 + 13 1+

30 |+

- 37 -2 |- 8

—168

—164

1 See introductory notes.

TABLE 16

Business survey among industrial managements in the European Community

United Kingdom

Percentage balance of positive over negative replies !

Year Total order Stocks of fimshed Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 ‘BALANCES 2 BALANCES
1968
1969
1970
1971
1972
1973
1974
1975 - 8
1976 + 33
1977 + 24
- Q1 . + 33
5 Q2 + 20
= Q3 + 24
Q4 - 22 + 4 + 22
January - 30 + 3 + 23
February - 20 + 4 + 24
= March - 20 + 16 + 15
2 Apnl — 35 + 14 + 13
May - 27 + 14 + 17
June - 25 + 12 + 12

1 For the wording of the questions asked, see notes on page 80
2 The sub-annual figures are seasonally adjusted
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Business survey among industrial managements in the European Community

TABLE 17

Community as a whole

Percentage balance of positive over negative replies !

Year Total order Stocks of fimshed Production Assessment of
Quarter books products expectations production capacity
Month BALANCES 2 BALANCES 2 BALANCES 2 BALANCES
1968 - 5 + 1 + 20 + 8
1969 + 26 — 15 + 23 - 20
1970 + 1 + 3 + 8 - 3
1971 - 24 + 18 + 1 + 14
1972 — 18 + 10 + 12 + 14
1973 + 6 - 5 + 16 - 4
1974 ~ 19 + 12 — 10 + 13
1975 ~ 58 + 35 - 13 + 49
1976 - 29 + 11 + 10 + 33
1977 - 40 + 22 - 3 + 36
- Q.1 - 34 + 16 - 1 + 33
N Q.2 - 39 + 21 - 3 + 35
= Q3 — 43 + 24 - 2
Q4 — 46 + 27 - 5 + 41
January — 47 + 27 - 5
February — 4 + 26 - 4 + 39
x March — 4 + 26 - 2
ES April — 47 + 24 0
May - 42 + 23 - 1
June - 39 - 23 + 1

For the wording of the questions asked, see notes on page 80

The sub-annual figures are seasonally adjusted.
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Annex A

Multiplier effects of concerted action

I. The principles of concerted action

1. The underlying principle behind an internationally
coordinated expansionary programme 1s that through
reducing the sources of leakage by way of imports the
final effects in the participating countries of any given
stimulus to demand are greatly increased. The stimulus to
domestic demand is reinforced by an increase in exports
generated by the demand stimuli in the partner countries.
Because the multipliers — the ratios between the initial
demand stimulus and the final increase in GNP — are
substantially enhanced, to achieve any final increment in
growth the initial stimuli need to be correspondingly
smaller. This in turn implies that the temporary
worsening in the public deficits — which is a serious
constraint in several Member States — need be smaller. In
quantitative terms, an isolated stimulus in the form of an
increase in domestic demand equivalent to 1 % of GDP 1s
calculated to have an effect on real GDP on average in the
second year after the impetus of about 1°, in the more
open economies among the Member States (the Nether-
lands and the Belgo-Luxembourg Economic Union) and
of the order of 12/;% in the other economies for example
in France and in the Federal Republic of Germany. If on
the other hand all the Member States apply the same
stimulus together, the average second-year GDP effects
are generally greater than 29;, and rise to 2.50 ¢, for the
open economies and come to 2.259; for the Community
as a whole. This last figure 1s close to those usually cited
for the second year multiplier in the United States where
the marginal propensity to import is probably similar to
that of the Community’s. The ‘mechanical’ effects of
coordinated as opposed to unilateral action are illustrated
in the accompanying table. The model on which the
calculations are based 1s briefly described in the box.

2. The second major justification for concerted ex-
pansionary action lies in concern with the balance of
payments as a constraint on expansion. To the extent that
the initial stimulus derives from export demand this
constraint is attenuated. As can be seen in the table,
individual stimulatory action leads to a deterioration in
the trade balance as a percentage of GDP which ranges in
the second years from about 0.9 9/ in the case of Ireland to
0.5 % in the case of Germany.Coordinated action reduces
the deterioration by as much as a half in the case of the
Netherlands and in all cases by a significant amount, even
though GDP, as has been pointed out, grows con-
siderably faster.

3. A third strand among the arguments in favour of
concerted action lies in its potential impact on the
behaviour of firms and households. It may be argued that
the advantages of a well-presented programme of action
throughout the Community, particularly from the points
of view of the government budget and the balance of
payments, and by implication the exchange rate, will
encourage both consumers and investors to become less
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reticent as regards their consumption and investment
propensities, which are currently below their normal
levels in most countries. These increases in expenditure
could considerably enhance the effectiveness of the
.action, both through magnifying the strength of the
initial impulse and through augmenting the size of the
multiplier. On the other hand, independent action in
certain countries might contribute to a rise in the savings
rate or further depress investment through increasing
instability in the exchange and domestic financial
markets.

The ‘mechanical’ effects of concerted action described
earlier are likely to be supplemented by additional
accelerator effects. It is clear from the EEC business
survey that sectors which depend largely on exports are at
present experiencing above-average capacity utilization
and thus are more likely to respond to increased demand
through capital investment. This suggests that the greater
the extent to which the stimulus is generated by export
growth, the greater will be the final effect on GNP. These
additional effects are not included in the illustrative
figures in the accompanying table.

2. Concerted action and the inflation problem

1. The experience of the expansionary years, 1972/1973,
might generate concern about the implications of a
synchronized boom among the developed countries for
inflation. In the present environment the greatest danger
may lie in the deterioration of the balance of payments of
the weaker countries and consequent exchange rate
depreciation, leading to increases in the price of imported
goods. A major part of the justification for concerted
action lies in the additional degree of freedom it offers vs-
a-vis the balance of payments. But clearly the contri-
butions of different countries to concerted action need to
be differentiated according to the balance of payments
situation in each country. In this context, measures to
render the international monetary system less sensitive to
erratic short-term fluctuations and the further develop-
ment of loan mechanisms to alleviate temporary balance
of payments difficulties also have major roles to play.

2. The other main source of inflation might derive from
the sensitivity of raw material prices to the business cycle
in the industrialized world. According to estimates made
by the services of the Commission a 1Y% increase in
industrialized production in the OECD area will lead to a
rise of somewhat less than 3 % in industrial raw material
price. This suggests that a 19 increase in the Com-
munity’s growth rate of GDP (with the rest of the OECD
area’s growth rate unchanged except for the impact of
additional exports to the Community) would increase
industrial raw material prices by only about 1Y,
equivalent, on average, to an increase in the import price
index of less than 0.1%.



The Model

The model on which the figures in the table is based is to be considered as illustrative. Fifteern countries or groups of
countries (the Member States, treating the Belgo-Luxembourg Economic Union as a single Unit, Canada, Japan, USA,
other European OECD member countries divided into two groups — North and South, OPEC and the raw-material
producing countries) are linked by a matrix of average 1977 import-shares which is assumed constant over the
simulation. An impulse in the form of a sustained rise in autonomous demand in any one country is then translated
through a quarter-by-quarter domestic multiplier profile into rises in domestic demand, which given an import
elasticity and its import-share matrix, imply a set of quarterly export increases in the partner countries. The increases
in demand are then subjected to quarterly multiplier profiles to generate additional imports which generate further
demand increases in all their trading partners. In the case of OPEC countries and the raw-material-producing
countries domestic multipliers were not used, but for these purposes it was simply assumed that the former spent none
and the latter all of their increased export earnings on additional imports. The total increases in GNP, exports and
imports for each country are solved simultaneously for each successive quarter.

The import elasticities and domestic multipliers were based on a review of the available econometric work for each
country, especially the annual econometric models, COMET and METEOR, constructed for the use of the Commission
services, and in some cases discussions with model-builders in the Member States. The following table gives a view
of the essential parameters:

Domestic Multiphers

Import

Country elasticity
with respect to GDP Average Final

Ist half year
Denmark 1.9 1.0 1.1
FR of Germany 2.0 1.0 1.5
France 23 0.9 1.7
Ireland 2.0 0.7 0.8
Italy 2.6 0.8 1.3
Netherlands 2.0 0.8 0.9
BLEU 2.0 0.8 0.9
United Kingdom 1.8 0.8 1.4
United States 2.1 1.5 2.0
Japan 1.8 1.5 2.0
Canada 1.8 1.0 1.5
Other OECD Europe:

North . 2.0 1.0 1.5
South 1.9 0.9 1.7

105



Estimates of GDP and trade balance effects under alternative assumptions

(average of quarterly increments relative to no change situation)

I ' I
Each Member State t %, GDP All Member States 1%, GDP
stimulus independently ! stimulus together !
Country Year I Year 11 Year I Year 11

TB TB TB TB

°, GDP as %, °; GDP as % °; GDP as % % GDP as %,

GDP GDP GDP GDP
Denmark 1.01 - 0.58 1.10 - 0.62 1.43 — 041 1.82 —0.38
FR of Germany 1.19 - 0.39 1.62 — 0.50 1.58 - 0.21 2.35 - 0.28
France 1.15 — 0.45 1.71 — 0.65 1.50 - 0.30 241 - 0.51
Ireland 0.76 — 0.86 0.80 — 091 1.45 —0.75 1.95 —0.78
Italy 0.93 — 0.56 1.29 - 0.76 1.30 — 040 2.04 —0.62
Netherlands 0.84 — 0.68 0.95 - 0.74 1.70 —0.36 2.37 - 036
BLEU 0.84 —0.73 0.94 —0.81 1.76 — 046 2.48 - 0.50
United Kingdom 0.93 — 0.40 1.38 — 0.59 1.24 —0.23 2.02 — 0.40
EC 2 — 2 — 1.49 — 0.29 2.26 — 0.42
Other OECD Europe — — — — 0.40 0.15 0.75 0.17

1 Under scenarios I und 11 expansionary measures are assumed to be applied simuitaneously at the begmning of Year 1.
2 The effects on the EC range from about 0.01 m both years when Ireland expands unilaterally to 0 51 1 Year I and 0 75 in Year Il when Germany expands umlaterally
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Annex B

Trend of industrial wage costs

In 1976, the rate of increase in wage costs per unit of value
added slackened everywhere in the Community. This
trend did not continue in the following year; indeed,
except in Ireland and the United Kingdom, rates began to
rise again although they did not reach the particularly
high level of the period 1972/1975. The acceleration in
1977 can be attributed mainly to production expanding
more slowly, while gross remunerations progressed
moderately in all the Member States.

On the basis of calculations in national currencies, the
1977 growth of unit costs in industry was fastest in Italy at
18.50%,. The figures for France, Ireland and the United
Kingdom were between 7.50 9 and 10 9;. The lowest rate
were found in the Federal Republic of Germany,
Belgium, the Netherlands and Denmark: from 49
(Germany) to 6.50%;. The upward movement gathered
momentum in the USA too, with an increase of 59 in
1977.

Trends in the Member States diverged slightly further in
1977, although the average difference between rates of
change was inflated by the very high figure recorded for
Italy. If this figure is excluded, divergencies within the
Community are no wider in than in 1976; at all events,
they are still narrower than they were from 1973 to 1976,

when costs per unit progressed very rapidly everywhere
but at considerably different rates from one country to
another.

The revival of the rise in industrial wage costs in the
Community can be attributed mainly to slower economic
expansion. The growth of gross value added in industry
slackened perceptibly in 1977, with rates between 0.50 %,
and 2.509%, except in Ireland: 69%,. Productivity pro-
gressed very slowly, despite the fact that the labour force
contracted everywhere but in Ireland and in the United
Kingdom.

Gross value added per person employed increased by
between 2.50%; and 39 in 1977, except in the United
Kingdom, where productivity remained unchanged, and
in Ireland, where it increased by 6 %,. At the same time,
employment in most Member States contracted by
between 0.50 9, and 2.50 ;. However, there was a slight
increase in the number of industrial wage earners in two
countries: the United Kingdom (+.50%) and Ireland
(+37%)

Gross remuneration per wage earner again grew more
slowly in all the Community countries except Italy, where
the rate of increase again reached 209. The rate for

Industrial wage costs per unit of gross value added at constant prices

(including building)

In national currency In dollars ! In EUA 2 Adjusted for
weighted 3
exchange-rates
movements
Total Change on Total Change on Change on preceding
Country change preceding year change preceding year preceding year year
1970-1977 1976 1977 1970-1977 1976 1977 1976 1977 1976 1977
Denmark 187 4.8 6.5 233.5 - 04 7.1 10.4 53 7.1 5.9
FR of Germany 143.5 0.9 4.0 225.5 - 14 12.5 9.2 10.2 6.8 12.7
France 184 6.3 7.5 207.0 — 47 4.8 5.8 3.0 2.5 24
Ireland 248.5 10.7 8.0 177 - 10.1 4.7 - 03 2.5 — 0.6 4.7
Italy 283.5 114 8.5 201.5 — 12,6 1.5 - 29 9.6 — 7.6 8.9
Netherlands 162 2.5 5.5 238.5 - 2.0 139 8.7 11.6 53 11.9
Belgium 178 53 7.2 241.5 0.3 15.4 11.2 13.1 7.6 13.7
United Kingdom 266.5 144 10.0 189.6 - 7.1 6.6 3.1 4.3 — 25 4.7
Community 4 199 7.5 9.0 212.5 - 0.5 9.8
United States 138.5 2.8 5.0 138.5 2.8 5.0 14.1 3.5 8.1 35

Figures based on data expressed 1n national currency adjusted for exchange rate with dollar
Figures based on data expressed n national currency adjusted for exchange rate with EUC

Figures based on data expressed 1n national currency, adjusted for exchange rate weighted for the structure of foreign trade in 1974.

1970 Weights
ource  Commussion’s Departments
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Ireland was 14 %, that for France 12 9, and those for the
Federal Republic of Germany, the Netherlands, Den-
mark, Belgium and the United Kingdom between 7 ©,
and 10 %,. In 1976, most of the Member States had rates of
about 11 %, except France (15 %), Italy and Ireland (both
over 22°)).

If these rates based on national currencies are adjusted for
exchange rate trends, the position of the Community
countries in terms of relative costs shows a considerable
deterioration. The series adjusted for exchange rate
variations relative to the dollar show that the drop in unit
costs recorded in 1976 in all the Member States was
followed by a considerable rise in 1977. In comparison
with the figures calculated on the basis of national
currencies, the adjusted figures show a smaller increase in
1977 in France, Ireland, Italy and the United Kingdom;
however, they show a greater increase in the other
Member States, whose currencies have increased con-
siderably in value against the dollar. Adjusting the
national currency series for weighted exchange rate trends
also increases the rise in industrial costs per unit;
moreover, in all the Member States, it shows an
acceleration in 1977 relative to 1976, especially in the
Federal Republic of Germany, the Netherlands, Italy and
Belgium.

The rise in the USA’s wage costs per unit of gross value
added is lower when expressed in figures adjusted for
weighted exchange rate variations than when expressed in
dollars; it is also lower than in any Community country
except France, whereas in 1976 it was higher.

Notes on methods

The definitions and methods of calculation used are as
follows:

Compensation per employee covers wages, salaries and
social security contributions. The series for gross value
added are calculated at market prices. For the calculation
of gross value added at constant prices, 1970 has been
used as the reference year. Although it would have been
preferable to take as a base changes in gross com-
pensation of employees and gross value added at constant
prices per hour worked, this proved impossible because
the statistics on the number of hours worked in the
Community countries are not complete. Consequently,
these two items could only be calculated per employee.

Labour costs per unit of gross value added at constant
prices have been calculated by dividing the index for gross
compensation of employees by gross value added at
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constant prices. These figures can also be obtained by
dividing per capita compensation of employees by gross
value added per person employed.

The Annex gives figures showing labour costs adjusted
for changes in exchange rates. Unril 1971, these were
calculated on the basis of parities declared to the
International Monetary Fund. After 1971, the data were
converted into dollars on the basis of market rates and
into EUC (European unit of account — for definition see
EUROSTAT Monthly General Statistics Bulletin No 3
1977, Table 753-annex ; they have also been corrected on
the basis of exchange rates weighted by the geographical
structure of exports of member countries of the Com-
munity.

The implicit price index is obtained by dividing gross
value added at current prices by gross value added at
constant prices.

The figures for 1977 are based wholly or partly on
estimates.

As to the significance of the series used the statistics have,
as far-as possible, been drawn from the publication
‘National Accounts ESA (1970-1975) of the Statistical
Office of the European Communities. However, com-
parability is established only in respect of changes in the
indices within each country.

Use of national accounts has méant that only annual
figures could be referred to. Changes in the course of the
year are reflected only in part in the corresponding annual
figures and also influence the results for the following
year. This makes assessment of a short-term change
particularly difficult.

The notion of value added differs from that of ‘industrial
production’ as generally applied in calculating monthly
indices of industrial production. The difference between
value added and industrial production (as defined for
production indices) appears most clearly in the implicit
price index for gross value added. In respect of effective
market prices, this index neglects two important factors,
namely firm-to-firm supplies within an industry and
supplies from other industries, including abroad. The
implicit price index is therefore not in line with the market
prices index ; the discrepancy varies from one country to
another as a function of the relative share of value added
in the gross production of industry.

As these remarks suggest, the series which follow should
be used cautiously. They are not fully comparable from
country to country, and their variations over time are
different from those of series which are based on value
added rather than on gross output.
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