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COUNCIL DECISION

of 15 December 1980

adopting the annual report on the economic situation in the Community (1980) and laying
down the economic policy guidelines for. 1981

(80/ 1265/EEC)

THE COUNCIL OF THE EUROPEAN
COMMUNITIES,

Having regard to the Treaty establishing the Euro­
pean Economic Community,

Having regard to Council Decision 74/ 120/EEC of
18 February 1974 on the attainment of a high degree
of convergence of the economic policies of the
Member States of the European Economic Commu­
nity ^ 1 ), as amended by Decision 75/787/EEC (2 ),
and in particular Article 4 thereof,

Having regard to the proposal from the Commis­
sion ,

HAS ADOPTED THIS DECISION :

Article 1

The Council hereby adopts the annual report on the
economic situation in the Community ( 1980) as con­
tained in Section I of the Annex and lays down the
guidelines to be followed by each Member State in
its economic policy for 1981 , as contained in
Sections II , III and IV of the Annex.

Article 2

This Decision is addressed to the Member States .

Done at Brussels, 15 December 1980.

For the Council

The President

J. SANTER

Having regard to the opinion of the European Par­
liament ( 3 ),

, Having regard to the opinion of the Economic and
Social Committee (4 ),

(») OJ No L 63 , 5 . 3 . 1974, p. 16 .
( 2 ) OJ No L 330, 24. 12 . 1975, p . 52 .
( 3 ) OJ No C 327 , 15 . 12 . 1980, p . 42 .
(4 ) OJ No C 348, 31.12.1 980, p . 30 .
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ANNEX

ANNUAL REPORT ON THE ECONOMIC SITUATION IN THE COMMUNITY (1980)
AND ECONOMIC POLICY GUIDELINES FOR 1981

I. THE COMMUNITY ECONOMY AFTER THE
SECOND OIL PRICE SHOCK

world markets , and as a result its share in the OECD
current account deficit has been increasing from
about a third in 1979 to about a half of the much lar­
ger totals expected for 1980 and 1981 . Thus the
Community is taking a bigger role in shouldering
the counterpart to the OPEC surplus than the
United States and Japan .

1 . The external price shock and the world economy

The oil price rise from the end of 1978 to mid- 1980
reached a magnitude comparable in real terms to
that experienced in 1973/74 . The Community's oil
import bill has as a result risen from 2-4 % of GDP
in 1978 to about 3-7 % in 1980 (*) and the mechani­
cal impact on the consumer price level would be
about 3 • 5 % before allowing for rises in other energy
prices . The weaker rise in other commodity prices ,
and the stronger performance of European
exchange-rate currencies have, however, meant that
the overall terms of trade loss for the Community in
1979/80 has been under half that seen in 1973/74.

2 . Current trends and prospects in the Community
economy

The business upswing that ended in early 1980
lasted about two and a half years , during which the
average annual rate of GDP growth was 3-5 %. This
growth proved just sufficient to stabilize total , offi­
cially recorded level of unemployment at about \
5-5% of the active labour force . However, this
figure conceals the fact that labour shortages in key
regions and skills tightened considerably over the
period, thus pointing to a trend rise in structural
unemployment .

Nonetheless the overall depressive influence coming
from the external sector is powerful . The growth of
world trade, estimated to have been 6 -5 % in 1979,
is likely to have dropped to 2-5 % in 1980 and is
forecast to be some 2 % for 1981 . Business cycles in
the OECD area have moved more closely into line
in 1980, with falls in output approximately coincid­
ing in the United States and the Community in the
second quarter : falling or stagnant output is
expected in both cases until about the end of this
year.

While the Commission 's forecasts for the years 1980
and 1981 (see Table 1 ) show continued low growth
of 1-3 % and 0-6 % respectively, the more precise
cyclical profile expected within these annual aver­
ages is one in which the low-point in activity is
reached in the second half of 1980, with a gradual
resumption of slow growth to emerge during 1981 .
Total unemployment is expected to rise on average
in both years , reaching 6-8 % for 1981 as a whole .

The current account of the Community has as a
result of the oil shock and cyclical influences passed
from q. substantial surplus in 1978 to a very large
deficit in 1980 . The oil bill alone increased by
$ 60 000 million over these two years . In part this
has to be accepted as an inevitable change that will
endure for some time . However, the Community
economy has at the same time been losing ground in

The growth of real disposable household incomes
came to a halt in early 1980 as the increased price of
oil and other inflationary factors worked their way
through to consumer prices, with a less sharp paral­
lel acceleration of wage incomes . Until the second
quarter of 1980 a reduction in the savings ratio had
maintained the growth of private consumption , but
then it seems that a modest compensatory recovery
in savings took place, causing reduced levels of real
consumption in middle quarters of 1980. Thus , the
most important, direct contribution of the slow­
down in activity has come from the drop in real pri­
vate consumption in the middle of 1980. Domestic
demand as a whole has slowed down (from 4-6 %
growth in 1979 to 1 • 1 % in 1980) more sharply than
exports and production .

(') The hypothetical increase in the Community's oil bill
due to the rise in oil prices in dollars between end
1978 and end 1980, assuming no change in the volume
of oil imports , represents 3-4 % of Community GDP
in 1978 , or 3 0 % taking account of the appreciation of
the ECU against the dollar. The reduction in oil
import volumes and the rise in the Community's nom­
inal GDP between 1978 and 1980 lead to an actual
rise of 1 - 6 % in the oil import bill as a share of GDP
in the current year .
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in 1980), and public consumption has likewise con­
tinued to grow in volume terms, albeit at a slower
rate (2 • 0 %) than the year before .

A moderate weakening of stockbuilding activity has
quickly followed the private consumption trend in
1980. On the other hand, private investment activity
has so far remained relatively buoyant (rising 2 1%

TABLE 1

The Community economy 1960 to 1981

s GDP
volume
growth

(%)(')

Produc­
tivity
growth

(% )( 2 )

Rise in
consumer

prices

(%)(')

Compen­
sation per
employee

(% )(')

Current
account
balance of
payments

(% ) GDP

General
govern­
ment
financial
deficits

(%) GDP

Savings
ratio of

households

(% )

Monetary
supply
growth
M2/M3

(%)(')

Unem­
ployed in
labour
force

(% )

1960 to 1972 4-8 4-6 40 9-3 0-5 - 0-3 11-3 2-2

1973 5-9 4-8 8-2 14-3 01 - 0-7 181 17-5 2-5

1974 1-7 1-6 12-7 16-9 - 1-0 - 1-7 18-6 12-4 2-9

1975 - 1-4 - 01 12-5 16-5 0-0 - 5-6 19-4 13-2 4-3

1976 5 ; 0 5-2 10-3 12-4 - 0-5 - 3-8 18-0; 12-7 4-9

1977 2-3 2-0 9-8 10-1 0-2 - 3-3 16 8 12-7 5-3

1978 30 2-6 7-3 9-7 0-8 - 40 16-8 13-5 5-5

1979 3-4 2-6 8-6 10-6 - 0-5 - 3-6 17-1 12-2 5-6

1980 ( 3 ) 1-3 1-2 12-0 13-1 - 1-5 - 3-5 16-6 10-6 6-0

1981 ( 3 ) 0-6 0-9 9-7 10-3 - 1-2 - 3-9 16-9 9-0 6-8

(') % change over previous period .
( 2 ) Per occupied person , whole economy .
( 3 ) Forecasts of the Commission staff on the basis of present or anticipated policies .

The expected resumption of growth in 1981 is based
on the assumption that real disposable incomes will
be beginning to increase again slowly in the first
half of next year, with only a small further rise in the
savings ratio , thus contrasting with the sharp rise in
savings observed in 1975 , which was the main trig­
ger of the severe recession after the first oil shock.
The weakening of stockbuilding and investment in
1981 is also likely to be relatively mild , this being
consistent with the much lesser erosion of corporate
profitability and liquidity in the present cycle, com­
pared again to 1973 to 1975 . The balance of foreign
demand should also strengthen in the course of
1981 . The overall risks in this outlook weigh perhaps
more heavily on the down-side .

deflator and labour units costs , which are more reli­
able indicators of the underlying rate of inflation ,
showed a smaller acceleration in 1980. A more
marked slow-down in consumer price rises is
expected in 1981 (to 9-7 %) than in the case of these
other measures . Correspondingly, the divergence
inflation performance has been worse at the con­
sumer price level , than for GDP prices and labour
costs : the difference between the highest and lowest
rates of increase of consumer prices is expected to
fall from 15 percentage points in 1980 to some
10 points in 1981 .

II . POLICY ISSUES FOR THE COMMUNITY

1 . The policy framework

The underlying, medium-term objectives of policy
must be to increase employment in conditions of
improved stability of prices and competitivity . In

The acceleration in consumer price inflation , with a
rise of some 12 % in 1980 compared to the low-point
of about 7 • 5 % recorded in 1978, has been almost as
severe on average as in 1974/75 . However, the GDP
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terms adapted more closely to the immediate eco­
nomic situation , as it stands in the autumn of 1980,
policy in the Community in general must aim to :

elements of common policy orientation, and on
the other hand, where there is divergence
between Member States, in what respects con­
vergence towards a Community norm is
desirable ;

(b) apply its own financial , monetary and sectoral
policy instruments consistently towards fulfill­
ment of these objectives .

(a) achieve a firm and substantial deceleration in
inflation , and a renewed convergence between
Member States : some deceleration is now in
sight on average, and sbme aspects of recent
price and cost performance have been com­
mendable , but these better features of the situa­
tion need to be rapidly consolidated and streng­
thened ; The concerted response to the present general eco­

nomic situation should be based on the right stra­
tegic mix of demand and supply policies and not­
ably the right balance in their application to short
and medium-term problems. Short-term adjustments
should be more moderate than at times in the last
decade, and a heavier weight has to be given to
reducing medium-term inflationary expectations
and improving supply conditions in the economy.

(b) prevent the present cyclical down-turn from
becoming a cumulative recession , and assure
that the likely recovery of growth in 1981 keeps
to a sustainable trajectory ;

(c) maintain control over monetary developments
within Europe, and help adapt Community and
international monetary arrangements to new

> needs ;
This in turn means a steadier management of mone­
tary aggregates , exchange rates and budget balances
than in earlier economic cycles , and giving a strong
twist to the numerous policy variables within the
overall structure of public expenditure, taxation and
regulation in order to strengthen economic poten­
tial .

(d) give priority in budgetary policy to adapting
public expenditure and taxation to the needs of
restoring productive potential ;

(e) proceed rapidly with investment in energy sav­
ing and production ;

( f) improve the Community's competitiveness ,
strengthen investment, encourage the movement
of resources into new industries and sectors with
continuing growth potential , and sharpen the
efficiency of market mechanisms to favour
productive investment and employment ;

Diversity in the economic structure in the Member
States is in many respects natural and desirable —
certainly in the pursuit of maximum comparative
advantage and adaptation to local tastes and condi­
tions — although 'the Community aims at a conver­
gence of levels of economic development . In addi­
tion , convergence between Member States in infla­
tion and costs, in the profitability of the enterprise
sector, and in financial policies conditioning com­
petitiveness is a matter of vital concern to the Com­
munity as a whole . In this regard there is increasing
consensus throughout the Community that this con­
vergence needs to be combined with an improve­
ment in the average rate of inflation, average degree
of international economic competitiveness , and
average rate of investment in the Community ; suc­
cess in each of these respects would be mutually
reinforcing.

The Community's own instruments of policy, actual
and potential , can contribute to a constructive res­
ponse to present problems inter alia through a
coherent management or development of its instru­
ments of policy in the domains of trade, agriculture,
industry, competition, employment and the regions .
In the present context, two domains of policy at the
Community level have a particularly important role :
monetary and exchange-rate policy, and energy pol­
icy. The European Monetary System is an essential

(g) face the problems of unemployment with a
combination of actions to favour the creation of
economically viable employment, to adapt the
labour force to new needs, and ease the burden
of the temporarily unavoidable level of unem­
ployment .

Whilst most of the instruments of economic policy for
the pursuit of these objectives lie with Member
States , the Community has a substantial role and
responsibilities which are of two kinds :

(a) define a concerted framework for action by
Member States , identifying on the one hand,
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postulated would not curb a recovery of growth . If
the expected, underlying rate of inflation is signifi­
cantly lowered, in addition to achieving immediate
results in terms of prices and costs, the prospects for
further significant interest rate reductions would
become good, subject also, however, to interna­
tional interest rate movements .

component in the articulation of compatible,
national monetary policies aimed at stability and
convergence . It is also an essential bridgehead for
the Community in its economic relations with the
rest of the world in several ways : the exchange rates
between the ECU, dollar and yen are of vital con­
cern to the coherence of the Community's trade pol­
icies in the world ; the ECU has a potential role in
the changing structure of international reserve
assets . Common action in energy policy would
require further effort in investment and research
(supported in part by the Community's own finan­
cial instruments such as, loans by the EIB and the
use of the new Community instrument) as well as a
reinforced concertation of national energy policies
in the pricing, fiscal and regulatory domains .

(b) Incomes

A pronounced slowdown of inflation is a major
condition for an improvement of the propensity to
invest and a strengthening of the confidence of
households , which in turn is required to prevent a
precautionary rise in the rate of savings and decline
in consumption . Trade unions and enterprises for
their part have an important role for securing the
necessary process of disinflation . Wage bargaining
behaviour must adapt to the constraints set by
stabilization policy and to needs of a competitive
structure of costs as between industries and coun­
tries . If this is done, employment prospects can be
improved at the same time as inflation is reduced . If
these needs are disregarded, then the employment
costs of price stabilization will be made much
higher.

2 . Measures for stabilization and recovery

(a) Monetary policy

The priority objective of monetary stability, both for
itself and as a precondition for the resumption of
growth, requires that control of the monetary aggre­
gates be kept on a steady course . Policy has in this
respect been more effective in the recent period,
than for example in 1973 to 1975 . Notwithstanding
short-run problems of money supply management
that have arisen at times, money supply in the aggre­
gate in the Community has decelerated from 13-5%
in 1978 to about 10% at present, whereas in 1973 it
rose to 17-5%. In the year ahead the growth of
money supply should decelerate a little further on
average, allowing for some easing in monetary con­
ditions in Member States where performance is
below the target range and considerably slower
money supply growth in others .

Given the need to allocate an increasing share of
GDP to investment and to expand the volume of
exports relative to the volume of imports so as to
reduce the current account deficit , there should be at
best in some Member States only a slight increase in
real wages in the year ahead . In other Member
States where the profitability of the enterprise sector
in plainly inadequate , where inflation rates are high­
est and unemployment rates are rising steeply and
where the largest balance of payments adjustments
are needed, some decline in real wages is appro­
priate . Thus in the Community as a whole real
wages cannot be allowed to rise fully in line with
productivity over the coming years .

A steady money supply policy in the period ahead is
not incompatible with helping assure a recovery in
the business cycle . On the contrary, it could be com­
patible with a decline in interest rates , which has
already begun to take place in several Member
States . However, the restrictivendss of monetary
policy, and the desirability of a concerted easing in
interest rates, both depend vitally on a reduction in
the rate of inflation . If the rate of inflation is
reduced, then the average money supply growth

Given the priority need to reduce inflation and the
little or no scope for real wage increases, nominal
wage settlements must on average decelerate in the
year ahead. In the past year they have accelerated,
although less so than at a comparable period after
the first oil shock. Some elements of a better adjust­
ment to the second oil shock, compared to reactions
to the first oil shock, have thus been achieved in the
past year. In some countries the terms of trade loss
has been absorbed in nominal wage settlements . In
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tion as soon as circumstances permit); and a more
unified position of the Community in international
monetary cooperation , including, as soon as possi­
ble , the development of a coordinated policy
towards the main international currencies , notably
the dollar and yen .

some countries with wage indexation practices steps
have been taken to modify indexation mechanisms
(Denmark) or to suspend indexation temporarily
(Netherlands) to prevent the oil price rise leading to
secondary cost inflation . But performance in this
regard has been uneven . Some other countries have
adapted their indexation mechanisms insufficiently,
or seen too high nominal wage settlements and
these divergences cannot be continued without
inflicting real damage on the economy.

The Community should help assure the adequacy of
arrangements for the recycling of OPEC surpluses .
In addition to supporting the efforts of the interna­
tional organizations which bring together all groups
of countries , the Community should proceed with
an adaptation of its own balance of payments bor­
rowing and lending facilities to the new circum­
stances .

It is not appropriate to make simple, sweeping judg­
ments on the effects of indexation mechanisms as
such, because they can exist with differences in
degree which at the limit become hardly * distinct
from the problems of general pay bargaining. It
remains highly desirable, nonetheless that such
indexation mechanisms as do exist are used with
sufficient flexibility or limitations to avoid passing
on into prices unavoidable terms of trade losses ,
and to allow other necessary adjustments in income
distribution or tax structure without causing extra
inflation .

(c) Internationalfinancial policy

Exchange rates as defined in the framework of the
European Monetary System are the cornerstone in
the implementation of the Community's economic
policy guidelines . Exchange-rate stability in the
Community over the past year has helped contain
divergences in inflation rates , and to limit the uncer­
tainties created by the second oil shock . Monetary
policy in the last year, internal and external , has
been more convergent than the behaviour of the real
economy . The latter must now adjust more rapidly,
in ways already indicated above .

(d) Budgetary policy

Given the prevailing monetary and financial con­
straints there is only little scope for taking global
budgetary policy measures to stimulate activity
during the cyclical slowdown . The growth of tax
revenue is , however, due to the operation of auto­
matic fiscal stabilizers likely to slow down over the
next 12 months and the present level of budget defi­
cits could only be maintained through additional
expenditure cuts which would tend to depress activ­
ity even further. Member States should therefore as
a group be prepared to accommodate a certain rise
in borrowing requirement of general government in
1981 ; this nonetheless leaves some Member States
obliged to reduce their public deficits in the cases
where these have become massively excessive, and
prejudicial to monetary stability and efficient
resource allocation . The major changes in budgetary
policy in the Community as a whole need to come
within the structure of public expenditure and taxa­
tion . Here priority must be given to strengthening
the structural base of the economy and promoting
economic growth through adaptation of supply con­
ditions . Governments should pursue efforts to res­
trict the expansion of expenditure on public con­
sumption , subsidies or transfers financing private
consumption in order to provide room in the public
budgets for expenditure to promote economic
growth through investment .

The measures to be taken in passing to the second
phase of the European Monetary System, as pro­
vided by the European Councils of Bremen and
Brussels in 1978 , should further improve its func­
tioning, and strengthen its role — already important
— in stabilizing exchange rate relations . Among the
objectives set by the European Council the follow­
ing may be recalled : the development of the role of
the ECU to permit it to be used fully as means of
settlement and reserve asset ; the consolidation of
the credit mechanisms of the system in the Euro­
pean Monetary Fund ; the complete membership of
all Member States (the United Kingdom has indi­
cated that in principle it envisages its full participa­

This means changing trends evident in recent years .
While public expenditure in the Community has
increased to a record level in proportion to GDP, an
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investment now typically exist in such fields as envi­
ronmental improvement, urban renewal and energy
saving in housing .

increasing part of this expenditure has been allo­
cated to a financing of consumption either directly
in the form of public consumption or indirectly
through transfers to finance household consump­
tion . Substantial subsidies or capital transfers to
industries in difficulties have also been given prior­
ity as stop-gap measures to prevent lay-offs or clos­
ures , although this often implied supporting low­
productivity enterprises , and blocking necessary
structural changes . (e) Energy policy

Energy supply is at present a major constraint upon
economic growth . This has led the Council , on
13 May 1980, to adopt new energy policy targets for
1990 as follows :

( i ) reduce to 0-7 the ratio between the growth of
energy consumption and the growth of GDP
(subsequently lowered to 0-6 at the Western
Summit in Venice);

( ii ) reduce the share of oil in total energy consump­
tion to 40% ;

(iii ) increase the share of coal and nuclear power in
electricity production to 70/75 % ;

- (iv ) accelerate the utilization of new and renewable
energy sources ;

(v ) follow energy price policies appropriate for
achievement of these objectives .

Public investment and other categories of non-obli­
gatory expenditure have, on the other hand, been
severely restricted in order to maintain the overall
budget deficit within limits compatible with mone­
tary and financial stability . Moreover, despite a
need for a revival of investment and a strengthening
of business confidence, tax systems on the whole
maintain a comparatively heavy tax burden on
enterprises . Similar reasons explain why budgetary
measures aimed at granting tax relief for energy sav­
ing investment and stimulating research and deve
lopment , as well as capital transfers and grants to
promote the expansion of public utilities and com­
munications often remain severely restricted .

Thus the structure of public expenditure and taxation
needs to be twisted strongly in favour of action to
increase productive potential , implying the need to
curb the automatic growth dynamics of welfare and
consumption expenditures, and rigorously cutting
down subsidies which no longer correspond to
priority economic needs . Similarly pricing policies
in public enterprises should reflect full economic
costs . The pure macroeconomic, cyclical demand
management function must be more constrained .
The objectives of employment and growth have to
be pursued from within the given budgetary aggre­
gates by the changing of priorities at the level of
individual expenditure programmes and fiscal
instruments .

While costing around $ 110 000 million, oil imports
in 1980 to the Community are estimated to have
fallen in volume from the 1979 level ( 14% in the
first nine months of 1980 over the corresponding
period of 1979). This , however, is to a large extent
attributable to the slow growth of activity and to a
technical adjustment following the large stockhold­
ing in 1979 and is not indicative of an adequate
energy saving performance . The Commission is cur­
rently reviewing the adequacy of national energy
programmes, and will make a communication to the
Council on this subject shortly . Increased efforts
may in fact be needed if the energy policy targets
are to be reached at the end of this decade.

Programmes for investment by public authorities and
public utilities take time to prepare , and experience
has shown , at least in some Member States , that the
lack of mature projects and delay of administrative
procedures often exert a more effective constraint
upon investment activity than the availability of
funds . Member States which do not already possess
a certain reserve of projects might now therefore
usefully take steps to speed up the planning of
investment programmes — not least in the case of
projects eligible for Community funds or other
financial assistance . In the course of the next half­
year it will be evident whether activity will recover
sufficiently firmly . The greatest needs for public

There are positive opportunities for investment and
employment in energy saving or production . The
scale of activity required in energy saving in particu­
lar, in both the household and enterprise sectors, is
such that it would have some significant impact on
overall investment and employment trends . While
investment in energy saving is increasingly competi­
tive against the price of energy supplies, the actual
scale of investment is so far failing to exploit the
opportunities available . A lowering of oil imports
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part of GDP allocated to gross fixed capital forma­
tion . Moreover, the necessary renewal of parts of the
production apparatus to reduce energy consump­
tion , comply with anti-pollution regulations , reduce
costs , etc., will require at least a temporary increase
in the investment ratio without giving an accelera­
tion of the growth of output.

through energy saving investments, the expansion of
domestic energy supply, and a reduction of energy
consumption for heating and transport will exert a
larger stimulus on economic activity than conven­
tional demand management measures which nor­
mally are considerably weakened due to the leakage
into imports . Much of energy saving investment
involves the construction sector, where there is spare
capacity at the present time in most countries ; but
bottlenecks exist in the supply and organization of
skills and services for energy saving work . Economic recovery has to be based on the expansion

of industries with future growth potential , and an
increased investment effort to assure the change of
economic structures that this would imply . It is not
easy to summarize adequately for the Community as
a whole the steps that would achieve these objec­
tives . Some major examples can be quoted together
with identification of broad areas of policy that war­
rant closer attention .

The principal economic policy requirements for
assuring a massive effort to improve energy saving
and production lie in the domain of pricing and fis­
cal policy, and investment financing ; on both sub­
jects the Commission has submitted communica­
tions to the Council during the current year. In
general, Member States have, rightly, adopted har­
der pricing policies than after the first oil shock :
price rises have been passed through quicker to the
consumer, and there have been substantial upward
fiscal adjustments in the past year in several Mem­
ber States. Energy consumption prices vary greatly
between Member States . Concerted action between
national energy policies should be increased, in par­
ticular in the prices and fiscal sectors.

Industries with growth potential are in part new
industries , for example microelectronics , in which
the Community needs to strengthen rapidly its rela­
tive position in the industrial world . The energy sav­
ing sector, already mentioned, is one in which there
is a massive latent demand that can be supplied by
inserting new skills and products into the existing
structure of the construction sector and household
services .

The Community has its own role in aiding the deve­
lopment of new industries and products . The Com­
mission intends for its part, notably in the area of
internal market regulation , to favour the setting of
technical norms for new products ex ante at the
Community level , rather than to rely on ex post har­
monization of national practices .

In the financing of investment in the energy field ,
public budgets should give appropriate priority to
supporting energy saving and research and develop­
ment programmes. Outside oil and gas production
there are very large loan financing requirements for
ambitious investment programmes, for example in
nuclear power and coal mining, and in these cases
the Community's financial instruments may have a
role to play.

It is increasingly recognized that small and medium­
sized enterprises offer great scope for employment
creation , flexibly adapted to changing market condi­
tions . The Commission will shortly submit a com­
munication to the Council , to open the debate at the
Community level , on how best to help the develop­
ment of enterprises of this category.

(f) Industrial and investment policy

Since 1974 the rate of fixed investment has been con­
siderably lower than in the 1960's : the ratio of gross
fixed investment to GDP has fallen from some 25 %
in the period up to 1974 to close to 20% in 1980.
Partly as a consequence of this fall in capital forma­
tion, the potential rate of growth output may have
declined from around 4*5% in the period 1960 to
1973 to some 2-5 % in the period since the 1973 oil
shock. A gradual return to higher rates of economic
growth cannot be realized without an increase of the

The propensity to invest and the supply of capital to
the enterprise sector depend in part upon the state
of demand and activity in the economy but several
elements of the system of taxation and financing
such as taxation of profits and dividends, deprecia­
tion rules, preferential financing, direct subsidies,
etc. may also exert a strong influence upon the
investment climate . Existing policies in these res­
pects are highly different as between Member States
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and extremely complex . Several Member States
have recently adapted their aids or tax systems
affecting investment, and a more extensive enquiry
at the Community level into the most effective tech­
niques in this area would seem warranted . In some
Member States there are grounds also for removing
subsidies to savings that go into riskless government
bonds and other forms of passive investment , which
have the effect of depressing the relative profitabil­
ity of risk-taking capital .

like energy saving and many service sector activities .
Budgetary constraints on public expenditure are of
course severe ; however, the desirability of expendi­
ture of the type here in question, compared to
increases in either the volume or rates of unemploy­
ment benefits, is an example of the type of change
in the structure of public expenditure to be aimed
at . Only a small part of the age group 15 to 25 bene­
fit from vocational training schemes . In a period of
faster structural change there will be a concomitant
growth in demand for training and re-training . The
Community has contributed to the vocational train­
ing schemes and to employment promotion through
the European Social Fund, which in 1979 granted
300 million ECU to these purposes .(g) Manpower policy

In the immediate future , the combination of factors
affecting the labour market are bound to cause some
increase in unemployment . On the one hand, the
demographically determined increase in the poten­
tial labour force will be rising throughout the early
1980s at a maximum rate of two and a half to three
million young people entering the labour force each
year. On the other hand, the new oil shock has
caused a significant loss in economic potential ,
which will take time, investment, retraining and
reorganization to make good . Since this new phase
of adjustment is also coupled to the need to reduce
inflation , the combination of circumstances would,
spontaneously, create a sharply rising trend in over­
all unemployment . This would hit young people,
being new entrants into a weak labour market, parti­
cularly hard .

For adapting labour supply and demand, an acceler­
ated cut in standard working hours would not by
itself guarantee a redistribution of the existing vol­
ume of work, and could, in addition to risking cost
increases , create additional unemployment due to
bottleneck problems. There are many other ways ,
however, in which a more flexible approach to work­
ing time may be realized : social security rules and
labour market legislation in several Member States
restrict the resort to part-time employment and
should be reconsidered. While this would in some
countries increase labour supply, the overall net
impact on the labour market should be positive, as
some experiences have shown . A general lowering
of the retirement age would not necessarily corre­
spond to the desire of all employees and would
moreover go against trends in mortality and health .
A more flexible attitude to retirement based on the
individual 's health, preferences and aptitudes,
including a possibility for a gradual retirement
through resort to part-time work for persons above a
certain age might , however, contribute importantly
to the welfare of elder citizens and create additional
employment possibilities for young people.

These conditions call for a particular set of priorities
to guide the development of manpower policies .
These must be adressed to :

( l ) the special problems of increased youth unem­
ployment ,

(n ) the adaptation of vocational skills to the new
pattern of demand, and

( iii ) achieving a better balancing of supply and
demand in the labour market in ways that are
not prejudicial to the competitiveness of indus­
try nor to the need for flexible adjustment of
economic structures .

Some Member States have introduced special
employment or recruitment subsidies for young peo­
ple — in some cases to offset the impact of statutory
rules on minimum wages and in at least one Mem­
ber State a direct link between early retirement and
appointment of new young employers has been
applied during a certain period. Such schemes can
have a far more rapid and extensive coverage than
individualized schemes for vocational training ;
however, they should be seen as a possible comple­
mentary technique rather substituting for a strong
vocational training effort. Specific job creation
schemes may give a higher assurance of creating
additional employment, but the constraints here are
those of budgetary cost, and the objective of limit­
ing public sector employment.

Some Member States , notably Germany, have
introduced large-scale vocational training and work­
experience schemes for school leavers . Such
schemes could be developed more extensively else­
where, and there is a strong case for directing their
expansion towards skills in newly increased demand
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Dkr 25 200 million in 1981 (6-1 % of gross domestic
product) as against Dkr 22 000 million in 1980
(5 • 8 % of gross domestic product). Strict control
seems to be necessary in order to limit the public
sector borrowing requirement to 4 % of gross domes­
tic product .

III . POLICY IN THE MEMBER STATES

In Denmark, the marked deterioration in the
balance of payments over the last few years led the
authorities to introduce, in December 1979, an aus­
terity programme aiming at an improvement of the
economy's competitive position . In 1980, the deter­
ioration continued as a result of the unfavourable
development of the terms of trade and the increase
in the burden of servicing the external debt, a situa­
tion which necessitated, in May 1980, a strengthen­
ing of the restrictive Measures leading to the adop­
tion of a pluriannual economic programme .

The pluriannual programme for economic recovery
provides an appropriate framework for the contin­
uation of the process of structural reform, so as to
improve the country's competitiveness as well as the
financial position of firms . Furthermore, there is
need for an intensification of efforts aimed at
achieving a better balance in the supply of energy,
in particular by accelerating the development of
North Sea energy resources .

The decline in activity recorded in 1980 (a fall of
about 1 % in real gross domestic product), together
with an increase in unemployment, is essentially the
result of a weakening of internal demand caused, in
part, by the effect of the restrictive measures which
concern principally private consumption . In the Federal Republic of Germany economic activ­

ity fell markedly in the second quarter. As a result,
the target rate of growth for 1980 as a whole —
2 • 5 % of real GNP —- will not be fully achieved . The
current account deficit , running at an equivalent of
close to 2 % of GNP, is not expected to deteriorate
further.

The outlook for 1981 points to a gradual decelera­
tion both in the decline of domestic demand and in
price inflation ; the deficit of the current balance of
payment, although expected to be lower than in
1980, will remain an important constraint for eco­
nomic policy . If a lasting improvement in the exter­
nal account is to be achieved, it appears inevitable
that a reduction in real disposable income per capita
must be accepted by the population for a number of
years . Parallel to the adoption of restrictive fiscal
measures , the growth of wages now seems to be
slowing down . It is necessary that the social partners
continue to adopt a moderate approach when nego­
tiating the new pay agreements which are due to
come into effect at the beginning of 1981 .

A gradual upward trend in activity is expected at the
beginning of 1981 . In particular consumer demanc^
may soon benefit from the implementation of the
tax reform programme, decided in July, which will
raise personal disposable income by DM 12 000 mil­
lion or 1 - 2 % in 1981 .

It is very important that the German economy
should remain on a trend of sustained and balanced
growth, and this will make it necessary to maintain a
favourable climate for investment and to ensure that
the stance 6f budgetary policy is not modified too
suddenly . The tax package recently agreed, together
with measures to stimulate energy saving and to
develop energy sources other than oil , are all condu­
cive to reaching this objective . The removal of
administrative and fiscal obstacles and moderation
in wage claims would also make a particularly
important contribution .

The choice of a sharp internal adjustment as a
means of correcting the external situation means
that monetary policy must work essentially through
a strict control of domestic liquidity which , taking
into account other constraints , doubtless implies the
persistence, in 1981 , of relatively high interest rates .

Budgetary policy next year will contain , in conform­
ity with the recent pluriannual programme, cuts in
planned central government expenditure — which
nevertheless leaves room for specific measures to
sustain employment — and a further rise in direct
taxation . Fiscal adjustments might be envisaged
particularly within the context of the coming wage
negotiations to the extent that they contribute to
containing domestic demand .

The net borrowing requirement (on a cash basis) of
the central government is estimated at

The current account deficit is likely to be significant
in 1981 , although less than that recorded for 1980 ; it
will continue to be a constraint on monetary policy .
In view of the need to finance this deficit at least
partly through private capital inflows, there seems to
be only limited scope for a relaxation of the present
stance . Nonetheless , the available margin for man­
oeuvre should be used to the maximum, to ensure
that the level of interest rates on financial markets
does not inhibit investment and the activity in the
construction industry .
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The stance of budgetary policy should be such as to
effect a stepwise reduction in the trend of the deficit
although in the short term an increase should be
tolerated with a view to offsetting the effects of the
recession . It is necessary to accept the revenue short­
falls resulting from a slowdown in economic growth,
so as to avoid a strengthening of such a trend.

Under these circumstances , the public sector finan­
cial deficit (including social security), and expressed
as a proportion of gross national product will consid­
erably exceed , in 1981 , the 3% currently forecast
for 1980 .

in 1980 to more than 1 - 5 % in 1981 . The budget also
foresees the possibility of making supplementary
investment expenditures should the short term eco­
nomic situation require them .

In contrast, the stance of monetary policy should
become more restrictive . Indeed, the authorities
intend to reduce even further the liquidity ratio of
the economy by fixing the upper limit for the rate of
growth of the money supply at 10% in 1981 . Keep­
ing to this objective implies maintaining a substan­
tial margin between short-term interest rates on the
one hand and medium- and long-term interest rates
on the other so as to further increase the underlying
propensity to save .

The desired return to sufficiently well sustained eco­
nomic growth, largely depends, moreover, on the
speed with which economic structures can adjust to
developments in the international context . The main
requirements for adjustment are restraint in energy
consumption and reduced oil dependence, the res­
tructuring of industry around the most promising
sectors, and, above all , a higher technological level
for production methods . Appropriate policies have
already been implemented to this effect ; they
should continue to be pursued with determination .
The success of these efforts is crucial for any long­
term improvement in the employment situation .
They should be accompanied by specific measures
in the field of vocational training and by certain
changes in employment conditions consistent with
the constraints of competitivity .

Budgetary expenditure — for which the increase in
1981 (4 to 5 %) will be more moderate than in pre­
vious years — should, where possible , give priority
to public investment . However, it would be appro­
priate to consider reducing significantly subsidies to
enterprises to the extent that they are helping to
maintain outmoded industrial structure .

If, in 1981 , wage and salary demands stay on the
moderate side, it should be possible to reduce fur­
ther the rate of inflation . Indeed this would meet
one of the most important conditions for economic
growth .

In France , economic policy should aim at reconcil­
ing the restoration of equilibrium and the renewal of
economic growth which has been interrupted since
the second quarter of 1980 . This strategy must take
into account the need to maintain the competitive
position of the economy, which could be affected by
the continuation of the price trends observed until
the summer months . Indeed the progressive reduc­
tion of the external deficit which has developed
since the end of 1979 requires that the recovery in
domestic demand now expected is accompanied by
an even more marked recovery of the real external
trade balance . The priority objective is to accelerate
the process of squeezing out inflationary pressures
which will leave only a limited margin of man­
oeuvre for measures to support demand.

In Ireland, economic growth has continued to slow
down over the past two years and more recently
unemployment has moved on to an upward trend ;
the outlook for growth in 1981 is not encouraging.
Although the current account of the balance of pay­
ments has improved in 1980, the deficit is still
expected to be large (some 7 % of GDP, as against
10% in 1979).

The deterioration in the terms of trade, the limited
contribution of national sources of energy and the
very slow growth of western economies have made it
impossible to achieve the medium-term objectives
for the economy fixed some years ago . At the same
time, domestic causes such as the steep progression
of costs and prices (23 % for compensation of
employees per head and 18 % for consumer prices in
1980) as well as the persistence of high budget defi­
cits , have also contributed to the imbalance on the
external account .

Nonetheless , budgetary policy will give some stimu­
lus in this regard . The budget for 1981 will contain
tax incentives for corporate investment, while the
overall burden on households of taxes and social
security contributions will be somewhat reduced,
both by slightly lower taxation, which is one of the
hallmarks pf this budget, and above all by the remo­
val , early in 1981 , of the special social security con­
tribution surcharge introduced in 1979 . Thus,
despite the firm approach towards public spending,
the general government financial deficit should
increase from below 1 % of gross domestic product

Some adjustment in the stance of overall economic
policy in 1981 and the introduction of measures
with a longer time horizon would be desirable so as
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to take account of recent changes in the economic
environment . The authorities are , in this context,
faced with the results of the recent conclusion of a
draft National Understanding, which still provides
for a very rapid increase in wages , and has been
accompanied by certain tax and other concessions .

The results to be expected in 1981 from budgetary
management, in this context, will nevertheless be
necessarily limited because of the contrast between
the deferred effects of the bouyancy of prices on
expenditure, and the immediate effects of the slow­
down in the trend of nominal values on current
receipts . Likewise, expenditure on the reconstruc­
tion of the devastated regions will place a heavy
burden on public financing . In these circumstances ,
the general government borrowing requirement,
expressed as a proportion of gross domestic pro­
duct, will probably increase compared with 1980, but
in any case it should remain below 10 % and the
deficit of the public sector as broadly defined ( ! )
ought not to exceed 12%. These objectives imply
the need for additional austerity measures to those
proposed by the Government in July . Even if these
limits are adhered to, the public sector deficit will
impose serious strains on financial markets, particu­
larly as the fight against inflation requires deter­
mined efforts to reduce the liquidity rate in the
economy. It would be appropriate, therefore, to
intensify efforts to ensure that an increasing part of
government and company, borrowing is effected by
non-monetary means, and to maintain, or reinforce ,
ceilings on bank credit .

It would be necessary, nevertheless , that the net bor­
rowing requirement of Central Government set for
1981 should, while taking account of the need to
maintain investment and support employment, be
reduced as compared to the probable outturn for
1980, now expected to be at least 13% of GDP.
Such an objective would, given the considerable
slippage observed so far in 1980 in the Government
accounts (which can orily partly be attributed to the
operation of built-in stabilizers in the economy) and
the full year costs of certain tax concessions granted
in February 1980, imply severe curbs on public
expenditure and probably new tax measures . It will
be particularly important to reduce the current
budget deficit to leave more room for infrastructural
investment , since the public capital programme, to
which the Community makes a significant contribu­
tion , accounts directly for about half of total capital
formation and influences the remainder signifi­
cantly . Within this programme special attention
should be given to measures designed to improve
the energy balance .

This policy, together with the high interest rates that
it implies , will impose financial constraints on
enterprises which will make it necessary for them to
reduce the burden of their other costs ; this could be
effected by an appropriate adjustment to the index­
ation mechanisms, or by other methods with equiva­
lent effect .The stance of monetary policy, supported by an

improvement in public finances, should not be
relaxed in 1981 but should continue to be directed
towards the achievement of an improvement in the
external balance . Finally, it would also be desirable to ensure that

productive investment does not suffer any lasting
negative effects from this adjustment process . The
adaption of economic structure to the international
environment, which will determine the future
growth possibilities for the economy and which
implies , amongst other things , a reduction of the
dependence on oil , redeployment of industry
towards high technology sectors , an intensified
research effort, and a better distribution of produc­
tive activity between regions, will not be possible
without increased investment by enterprises . This
objective , together with the consequential need for
vocational training to be adapted to meet changing
requirements , must be given priority when establish­
ing the general direction of medium-term policy .
More specifically it should be taken into account
when considering policies with respect to govern­
ment aid .

In Italy , the primary aim of economic policy must
be to reinforce existing developments which are
tending towards the easing of inflationary pressures
and the reduction of the external deficit and which
are presently facilitated by the weakening of eco­
nomic activity. The expectation that costs and prices
will decelerate in 1981 and with a year-on-year
increase still close to 15% for consumer prices is
unlikely to guarantee that the expected upswing in
consumption will be associated with an adequate
recovery in the balance of trade in real terms. The
combination of strict demand management and
direct action on costs is indispensable in order to
speed up the necessary squeezing out of inflation .
Such management will have to be all the more rigo­
rous in that, without adding to inflationist tensions,
it will have to enable the necessary resources to be
found for the reconstruction of regions devastated
by the earthquake in November 1980. ( J ) Community definition .
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In Belgium , the balance of payments on current
account has continued to deteriorate in recent years ;
it could well reach 5 % of gross domestic product in
1981 , in spite of the expectation that there will be
almost no growth and that inflation will decelerate .

In the Netherlands, an improvement in economic
activity — which will show virtually zero growth in
1980 and probably also in 1981 — poses , in the first
instance, the problem of changing economic struc­
tures which still rely substantially on the availability
of relatively cheap energy resources and requires , as
a consequence, a very substantial amount of invest­
ment .

Such deficits could gradually become an insuper­
able obstacle to achieving a satisfactory rate of eco­
nomic growth and a reduction in unemployment
which is expected to rise further in 1981 .Likewise , the development of prices , which was

relatively moderate in 1980, despite higher oil prices
and real costs , will have to be kept within strict lim­
its , both in order to maintain external equilibrum
and to improve the employment situation . The mea­
sures envisaged by the Government following the
failure of the pay negotiations (limitation of the
automatic adjustment of wages , compensated for in
part by tax concessions, and an increase in certain
social security benefits) go towards this end .

Taking into account the causes of the external
imbalance — an inadequate concentration on fast
growing exporting sectors and high production costs
— the necessary measures must be put into effect
over a number of years if they are to succeed .

The measures must first of all be concerned with the
budget of the central government, the deficit of
which must be reduced in order to ease the pressures
due to consumption demand and in order to change
the structure and overall conditions of production .

Budgetary strategy for 1981 should be centred on
reducing the deficit . A reduction in the budget defi­
cit , at the very least as a percentage of gross domes­
tic product, should enable private investment to be
financed without excessive difficulty, and by its
macroeconomic effect on production and incomes
contribute to the equilibrum of the current balance
of payments .

With these needs in mind, the Government's inten­
tion to reduce the cash deficit of the general govern­
ment sector, as a percentage of gross domestic prod­
uct, by one percentage point in 1981 should be
confirmed. The reductions and the redeployment of
expenditures whifch such an action implies should
help to moderate the growth in personal disposable
incomes . The budgetary proposafs for central gov­
ernment for 1981 which aim for a reduction in the
net deficit from 254 000 million francs in 1980
(7 • 3 % of gross domestic product) to 242 000 million
in 1981 (6-6%), will not be sufficient in themselves
to reach this objective , all the more so as tax receipts
are tending seriously to fall short of initial estimates .
It is a matter of priority that these austerity measures
should be extended to other parts of general govern­
ment, and in particular to putting the finances of the
social security fund onto a sounder footing .

A strict limitation on expenditure, operated princi­
pally in the fields of social transfers and public con­
sumption should, as well as creating a certain room
for specific measures in favour of employment,
energy and housing, enable the authorities to avoid,
taking into account the constraint of the budgetary
balance, higher taxation or increases in social secur­
ity contributions .

As is foreseen in the draft budget for 1981 , the pro­
fitability of firms will be improved by channelling
the surplus in receipts in 1981 resulting from the
repricing of exports of natural gas into tax conces­
sions and direct investment incentives . In total it
will be desirable to contain the net borrowing
requirement of general government within the limit
of 4-8 % of gross domestic product .

Monetary policy should remain restrictive in order
to avoid excessive divergencies , compared with
other currencies , within the European Monetary
System, which would have an adverse impact on
wage and price developments . This policy can only
be relaxed when financial markets have reacted
favourably to significantly reduced deficits for the
public sector and the balance of payments .The current stance of monetary policy should

broadly be maintained in order to control the
growth of domestic liquidity and to ensure, by the
use in particular of interest rate policy, that an
appropriate position of the guilder is maintained
within the European Monetary System.

A vigorous approach with a view to improving the
supply conditions so as to permit the adaptation of
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response to the decline in activity unemployment
has begun to rise sharply .

economic structure should aim especially at a reduc­
tion in production costs which should improve both
the competitiveness of Belgian products and com­
pany profitability and their capacity to invest . To
this end the Government is proposing a series of
measures aimed at stabilizing real wages for two
years .

A further fall in output, of about 1 %, is forecast for
1981 . However there is now clear evidence that the
strength of recessionary forces , together with the
high level of sterling, is helping to moderate wage
and price increases , and a further decline in retail
price inflation can now be foreseen for 1981 .

In Luxembourg, economic activity slowed down in
1980, and will continue to do so in 1981 , as a result
of an unfavourable external situation — particularly
in the iron and steel industry — which has the effect
of aggravating problems of the labour market . In
contrast, price inflation should decelerate signifi­
cantly in the coming months . The central govern­
ment budget , which has recently been proposed,
includes a net borrowing requirement equivalent to
1 • 7 % of gross domestic product (compared to 1 %
for 1980). It would be appropriate for this limit not
to be exceeded in order to strengthen the trend
towards a better internal equilibrium whilst intro­
ducing supplementary measures to encourage
employment and additional provisions to stimulate
the diversification and the strengthening of industry
and to maintain a high level of public investment .

Monetary and fiscal policies have been less restric­
tive than previously thought . According to the latest
official estimates, the Public Sector Borrowing
Requirement (PSBR) for the financial year 1980/81
will be considerably greater than the figure of
£ 8 500 million envisaged at the time of the March
budget . The rate of growth of sterling M3 remains
significantly above the target range of 7 to 1 1 %, at
an annual rate , for the period February 1980 to ,April
1981 . This development has been due in part to the
removal of 'corset' restrictions on bank lending.
Interest rates have remained at a high level . A num­
ber of factors have contributed to the strength of
sterling , including North Sea oil , the Government 's
firm fiscal and monetary policy, inflows of OPEC
funds, the turnaround in the current account and
high nominal interest rates in the United Kingdom .

In the United Kingdom the objective of economic
policy is to achieve a marked reduction in the rate of
inflation , which is considered to be a precondition
for an improved performance by productive indus­
try and a return to economic expansion . The instru­
ment of monetary control , used within the frame­
work of a medium-term financial strategy, which
aims at a gradual reduction in the growth of the
money supply, has a dominant role in this policy .

Fiscal policy for the next financial year must be
considered within the framework of the Medium
Term Financial Strategy (MTFS) which emphasized
that the reduction in monetary growth should not be
achieved by too great a reliance on high interest
rates , and that the trend in public sector borrowing,
as a percentage of GDP, must be downward . As a
consequence, the room for manoeuvre in 1981 /82 is
very limited . However, against the background of a
further decline in output and inflation it may be
possible to allow an upward cyclical deviation of
the PSBR in 1981 /82 compared with the trend figure
of 3 % indicated in the MTFS.

In 1980, this policy is taking effect against a back­
ground of a reduction in activity and strong infla­
tionary! pressures .

The return to balanced economic growth requires an
improvement in company profitability and, as a
result, an easing of cost pressures, in order to
encourage investment of the kind necessary to trans­
form industrial and commercial structures .

Real gross domestic product may fall by almost 3 %
in 1980. At the same time, average earnings have
been increasing at an annual rate of about 20 %.
Price inflation, over 20 % at an annual rate in the
earlier part of 1980, declined markedly thereafter.
The fall in output has been accompanied by a
marked improvement in the United Kingdom's
external position as import volumes have fallen ,
whilst export growth has remained relatively buoy­
ant, despite the strength of sterling . Taking also into
account that the United Kingdom, unlike other
industrial countries , is enjoying a substantial favour­
able movement in the terms of trade, the current
account is expected to be in surplus in 1980. In

On their side, the authorities should increase public
sector infrastructure investment, which has fallen
significantly in volume terms in the last few years ,
to the extent that it has a favourable impact on
productive potential .



31 . 12 . 80 Official Journal of the European Communities No L 375/31

Economic policy guidelines for Greece will be
drawn up for the first time after the new Member
State 's accession to the Community on 1 January
1981 , on the occasion of the Council 's first exami­
nation of the economic situation in 1981 .

policies , the answer — in the view of the Commis­
sion — is for the time being no . The dangers of restim­
ulating inflation and oil prices in particular, espe­
cially in present circumstances of partly interrupted
oil supplies , would be very great . Re-extited infla­
tionary expectations could well , sooner or later,
reduce demand by leading to increased precaution­
ary savings by households .

There is on the other hand, much to be said in
favour of a more rapid adjustment of the Commu­
nity economy, in terms of the intensity of efforts to
economize and substitute oil , to make market
mechanisms work more efficiently,and to increase
the scale of investment in new productive enter­
prises, with supporting action to provide an ade­
quate infrastructure and a strengthening of educa­
tion in skills directed towards new needs . Pressures
towards protectionism in a situation of a fundamen­
tal and painful economic changes should be
opposed because they are inefficient , short-term pal­
liatives . However, this also requires a comparable
access to the markets of our trading partners . The
efforts of positive adjustment must also include
extensive reforms in public finances (especially of
certain Member States). A large responsibility falls
on the social partners for achieving a slowdown in
inflation and for assuring a distribution of income
adequate to stimulate the growth of productive
potential ; in these respects adjustment to the reali­
ties of the new oil shock have not yet been accepted
in all Member States .

The Community in the months ahead will be con­
cerned in more detail with the adequacy of these
efforts and of the plausible level of ambition for
medium-term adjustment (notably in the examina­
tion of national energy programmes aimed at the
Community's 1990 targets , and in the preparation of
its fifth medium-term programme for 1980 to 1985).

IV. CONCLUSIONS

The economic situation is manifestly serious enough
to demand an active rather than passive policy
stance . However, the policy mix has to be carefully
judged, since ill-considered policy reactions could
certainly make matters worse .

On the basis of the present outlook the policy mix
should be strong in efforts to reduce inflation , save
on oil imports , and pursue the other needed struc­
tural changes in the Community economy, and only
moderately supportive in terms of cyclical demand
management .

The outlook in fact suggests a rather more successful
absorption of the second oil shock than the first one
in 1973 , in terms of the loss of output and the degree
of acceleration and divergence of inflation suffered .
If the Community economy manages to get back, at
the beginning of 1981 , onto a path of gradually
increasing output and decelerating and converging
inflation rates , this will represent a first positive ele­
ment in the long process of adjustment that lies
ahead .

It may be asked whether more could be done to
achieve better results already in 1981 and for the
longer-run future .

If by this would be implied a considerably more
rapid or marked relaxation of demand management


