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OBJECTIVE

1 To secure endorsement of the need for sound macro-economic
T

policies in the Community.

POINTS TO MAKE
2 Our individual Governments have many worries in common.
They are well displayed in the Commission paper:

UnemplozEent, especially of young people, made worse by
rapid expansion of the working population in some countries.

Inflatign, both in its economic and social effects and in
the painfulness and difficulty of the process of reducing
o by 1

Prospects for activity and output, better than the past

very poor year, but still at best modest and at worst
s s

fragile.

External worries, interest rates, trade threats, uncertainty

of oil prices.

i As a Community, we share a further dimension of concern. The
performances and policies of individual members have been and
continue to be extremely uneven, The Commission paper points to
‘some of the contrasts. It rightly suggests that they deny us the
convergence without which we cannot enjoy the confidence of stable

monetary relations or exploit our potential collective economic
strength.
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L4, The roots of most of these problems lie in the past. We mus,
not repeat mistakes of the past which have contributed to them.
This means recognising and accepting, with determination, that
there is no route to healthy, sustainable growth of our economies
through a rapid burst of expansion. It means focussing on policies
and measures which will malntain pressure against inflation and
stimulate productive and lasting developments.

5. The Commission paper, with its areas of suggested Community and
individual action, points to elements of the strategy which needs
to be adopted against this background. Broadly agree, but with some
differences of emphasis:

- reduction of inflation must be the priority, as a
ﬁgcessary condition for improved competitiveness and the
creation of higher levels of employment on a durable basis.
Even those of our countries which, by current European
standards, have relatively modest or falling levels of
inflation cannot afford major relaxations. Those whose
rates of inflation are still very high need to give
particular priority to this problem. Rates of inflation
in the United States and Japan are well below the Community

averages;

public sector borrowing needs to be restrained. For the
Community as a whole, it rose as a proportion of GDP

. 1 ] _ b
during 1981, in part explained by the unavoidable effects

of recession. But there are prospects of further rises

in some of our countries in 1982, even as the pressure of
recession and its effects begins to ease a little, and

this has worrying implications for the Community as a whole,
not least because it is potentially destabilising.

Attention needs to be focussed on this problem both

in the interests of controlling inflation and in the
interests of providing scope for a recovery of our

productive industries:

investment is critically important. Applaud some points
-_-,-, - z ) ;
in the Commission paper: continued focus on qgssﬁx_EEZi;g
which should not be relaxed under the influence of recen
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moderation of oil prices; emphasis on productive capital

investment; and the emphasis on small businesses and
S— : A

innovative developments which can be particularly valuable
in providing new areas of employment and in meeting the
challenges of changing technology;

external relations: as discussed separately, need for
continuing dialogue with other leading countries, especially
about the impact on the world at large, including the
Community, of their trade performances and their mixes of
fiscal and monetary policies. The main task of achieving
sustainable and harmonious development within the Community
lies in the convergence of our own individual policies and
performance; but it is right to point to developments outside
which could be disruptive. :

6. Finally, unemployment. This remains our greatest social
problem,in all our countries. Most Member countries have packages
of schemes designed to alleviate the worst aspects of unemployment.

and concentrating on the provision of training and job opportunities
A e et e
for young people. The United Kingdom is among them, and tribute is
due to the Commission and the arrangements we have collectively me:
for assistance from the Regiocnal and Social Funds in this context.
1 X . ’ “
But general reduction in unemployment must stem from genuine

recovery of output growth which follows from lower inflation and
in

lower terest rates.

e This is not a comfortable message, not a recipe for immediate
H (-

—

political

popularity. But the different strengths and weaknesses
of different national eccnomies throughout the world, and within the
Community, demonstrate that it is right. Joint understénding and
acceptance of this message within the Community could perhaps

fortify each individual Member in the difficult task of pursuing
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5. 1Y ] apns on unemployment '
3& -

-~

BACKGROUND B: Commission Rsport on Economic & Social Situati

8. The status of the Commission's paper is that of a background
note. Last December the European Council approved guidelines

for economic policy in the Community for 1982 and it is too soon
to reconsider those.

9. The Commission's latest forecast is slightly more pessimistic

about output prospects than in December, but is more optimistic
e e

than we are now about the chances of reducing inflation in

e, =
France and Italy. The paper puts too much emphasis on unemployment
and depressed output, and not enough on the need to reduce inflation,

and restore competitiveness and profits. It also tediously Pursues
the idea that renewed emphasis on the EMS, with a few technical

changes and aspirations, could have significant effect. But it
does contain some sensible suggestions (picked up in "Points to
Make" above). S
—

10. Output fell about 0.5 per cent in the Community in 1981 with
the biggest fgifg occurring in Luxembourg, the UK, Netherlands,

Belgium and Germany however France and Ireland probably grew.

e e
This 1s- Vvery much in line with the uommz.ss1on s forecast given
to Council last March. This year the Commission is forecasting
growth of one and a half nt in the Community's GDP, with
———— =

growth rates of around 2. for France and Denmark and about

——
1.5 per cent for Germany, Grence, IreWand and Italy The UK is
marked down for growth of 1.1 1 per cert the ‘\letherlandq for 0.8 per

“
cent, and Belgium and Luxembourg for nea igible growth.

Unemployment rose from 6.1 per cent of the civilian labour force
in 1980 to 7.9 per cent in 1981, and the Commission forecasts

#
another one percentage point rise this year - half a per cent more

pessimistic than they were in October. Unemployment is above 10 per
h
cent in Ireland, Belgium and the UK and the Commission expects Italy

b ——— e Te———
and the Netherlands to reach that rate later this year.

L -

11. Consumer price inflation peaked in April 1980, averaging
e Y
14.1 per cent in the Ten for the whole of that year and 12.5 per
cent in 1981. Ireland (23 per cent) has currently taken over the
lead from Greece (22% per cent), though Italy (17 per cent) and France
u— . MR
(14 per cent) remain high. The Commission forecasts only a modest
—

further fall in inflation to 10.6 per cent this year with the rate

4
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. rising only in Greece (to 24% per cent) and undramatic falls in
Treland, ltaly and France.'=LEarnings (compensation of employees
per head) declined from 13.4 per cent in 1980 to 11.7 per cent in

AT

1981, with a decline to an average 10 per cent forecast for 1982.

12. The Community's current account deficit fell from $37 billion
in 1980 to around %20 billion in 1981 - about $10 billion better
than forecast last'ﬁgfch - and is now forecast to halve, to $10

billion, in 1982 (though we think the Commission have considerably
underestimated Germany's surplus at only $2 billion).

13. Interest rates are still-high by historicel standards, though

they have fallen in most countries since last year. gggl prime

lending rates in mid-March were 1.7 per cent in France, 2% per céent
in the UK, &é_per cent in the NefE;;lands, 5 per cent in-f%aly and
6% per cent in Germany. The fact that real rates are positive in
5-}ecession is an indication of firm monetary policies, though Italy

and the Netherlands do not have published targets of monetary growth,
The French government, E;;Eng largely ignored M. Barre's target for

M2 of 10per cent in 1981, has announced a monetary target range

of 12% o 13 g per cent growth this year and had recorded 11.3 per

cent "rowth by November last year. German Central Bank Money in
January was well within its targetted range, though Chancellor Schmidt

has recently asked the Bundesbank to permit monetary growth in the

upper half of the range (4 - 7 per cent).
v

. 14, Fiscal policy slackened in all member states last year except

the UK, when measured by governments' general borrowing requirements
as a per cent of GDP; for the whole Community the figure rose from
3.6 per cent in 1980 to an estimated 5.0 per cent last year. Th

=
Commission forecasts around 5 per cent again this year, with falls

in Germany, the UK, Belgium and possibly the Netherlands being
offset by the slacker policies of France, Denmark and Greece. On

10 March, President Mitterrand told the French Council of Ministers
that the government's deficit in the 1983 budget should not exceed
3 per cent, but it is far from clear how this can be achieved given
the momentum of this year's large increase in spending.
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15. Measures to alleviate the worst aspects of unemployment in
the UK are already substantial and probably greater than in othe’
countries. For example the part of Chancellor Schmidt's new
employment measures designed to combat youth unemployment will

only cost around £25 million a year while the cost of the Youth
Opportunities Programme/Youth Tra.ining Scheme alone was £425 million
in 1981-82. The Community's European Social Fund provided £59 million
towards the Y.0.P. and also gave substantial assistance to the
Training Opportunities Scheme (TOPS), the Training for Skills
Programme and UK training schemes for handicapped people; in all it
allocated £141 million to the UK in 1981.

16. At a recent meeting of OECD Employment Ministers (4=5 March

1982 - the first for six years), the agreed communique stated '

that efforts to create jobs and lower unemployment "could only be
e =L eSS

pursued with success in the framework of a concomitant and

effective combat against inflation". .

17. The French franc: the recent pressure on the franc is a

product of political as well as economic forces, the government's
T

poor showing in cantonal elections this month having increased

olitical uncertainty. Among the economic causes are a large and
y o =

growing current account deficit, loss of competitiveness vis=-a=-vis
Germany, high inflation, high wage settlements, and the momentum
unleashed by this year's increase in public spending which will

be very hard to rein back next year as President Mitterrand now
wishes, A serious attempt to rein it back would cause major .
strains within the government and its constituent parties.

18. For detailed treatment of Investment and Information Technology
policies see Briefs No. 21 and 18 respectively.

HM TREASURY
25 March 1982
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1. The following paragraphs could be used defensively, if the
Danish Prime Minister is insistent that Community countries must

give the highest priority to the reduction of unemployment.

2. Well understand deep concern about level of unemployment

and about enormous social and economic problems it creates. Have
to recognise that we cannot bring it suddenly to a halt. Process
is gradual. Glad to say UK policies are having some success. Rate
of increase in unemployment has slowed down markedly. Other labour
market indicators - overtime, short time working end unfilled

vacancies - are pointing in the right direction.

2. Recent Budget shows that British Government persevering with
policies designed to continue progress in reducing inflation,
so as to restore a base for economic growth, improved output and
increased employment.‘
the UK must be given credit
productivity, mesking wage
achieving better industrial

certainly remains to be done. BEut believe
e 1T Ty
to go on striving to get at the roots of
TERR————
will provide ultimate solution by cresting

that reflation not the way to help unemployed

rmine progress made in reducing inflati and restorin
confidence to industry and finesncial markets. Any short-t©

apparent increase in the number of jobs would not

6. Nevertheless special measures can certainly help in the
meantime. - In recent Budget the British Government have

expanded special employment measures, and announced a new

scheme. This shows my Government's concern to helj groups
worst affected, especially our young people.

share experience in this area.
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® UNORPICTAL TRANSLATION. D,Mu g

COMMISSION OF THE EUROPEAN COMIIUNITIES
Cco(82) 141 final
Brussels, 22 liarch 1961

THE ECONOIIIC AND SOCIAL SITUATION
OF THE COMIMUNITY

(Communication from the Commission to the European Council,
. Brussels, 29 and 30 liarch 1982)

INTRODUCTION

This communication is intended o serve as a basis for the dis-
cussions which the European Council is to have on the economic
and socizl situation in the Commmity. The first part of the paper
assessment of the immediate prospects. The second part
the economic policy guidelines demended
'he third part sets out the Comumity's ovmn
strategy. Specific action to promofe em

cutlined in part four,

8.
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ASSESSIENT OF THE ECONOMIC SITUATION AND THE IIMIEDIATE PROSPECTS

The Community's economy will have been characterized in 1980-81
by negative growth.(-0.5%), by 2 modest reduction in the rate of
inflation 2nd by & sharp increase in the rate of unemployment
(approximately 2 third). On the whole, the fall in the balance
of payments deficit has been fairly rapid, showing a2 reduction on
average from - 1.3% of the GDP in 1980 to = 0.8% in 1981.

For 1982, the growth in the GDP could be of the order of 1e6% =
iower then was forecast in December — and the rate of inflation
could be approximately 10.5%. The burden of the current balance

of payments deficit will £21l to — O.4% of the GDP, These estimates
are based on the forecast of 2 high rate of export accompanied by
replenishment of stocks, mainly cyclical in character. IT is
thought that the upward trend in unemployment will continue though
the increzse will be less sharp. Unemployment is likely to exceed
9% of the working population during the course of 1982, under the
influence, particularly, of the increase in the supply of labour

which is a feature of the period 80-85.
—_— -

Pl

These prospects leave practically untouched the main fundamenta
problems that have faced the Community economy for a number o

gy products - due
savings — did not

once

exchange
g

the trend of i ' ts i i bing: t ormunity devotes

on average 2 1it1 vagan b-of it to investment,
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whereas in Japan the corresponding rate is close on 32%. The

g : e
causes of this situation are well known: the level of interesd
rates, low profits, uncertainties regarding demand prospects.
The results are serious: investment is not contributing
sufficiently to economic ad justment, either by reducing dependence
in respect of energy oTr by strengthening competitivenesse.

inflation is still too high, at a2 time when the European €cONomy

is in the trough of an economic cycle. The improvement in 1982

will be insufficient and entirely relative.
e

. _ ~ developments in the situation regarding employment are WOrrying.
The rate of unemployment will show 2 further appreciable increase
(15% approximately) for the ninth year in succession in spite of
the gradual speeding up of recovery during 1982, which it 1is
thought will bring & grovith rate of 2.5% by the end of the year.
This recovery depends, of course, Very closely on the inter-
national situation (world trade, exchange rates and interest
rates).

10,
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there is a danger that it may not be sustained. Those responsi-

On the most optimistic assumptian, recovery will be modest and
ble for policy must bear that danger in mind.

2. ECONOMIC POLICY GUIDELINES

The policies pursued by Member States must inevitably take into
account the particular circumstances of their respective situations.
Having said that, the differences in policy, behaviour and perform-
ance give cause £6r concern in a Community based on a single market
and linked, monetarily, by strong mutual commitments. Rates of
jnflation in 1982 are estimated ©0 be scattered between 4.5% and
24%; extreme rates of unemployment differ by more then six

points; the Netherlands has a current balance of payments surplus
of 3.9% of the Gross Domestic Product, Ireland a deficit of

9.3% and expected growth rates range from 0.4% and 2.7%. In view
of such contrasting situations, the risk and temptation of calling
into question the Community patrimony ("acquis communautaire") may

be increased.

The fact remains that since theilr economies &re closely in

dependent, and since they have to face the same, large

c
%

nts, the llember States cannot

—~
-.

tural, problems and external constrs .
' course of action adhering ¥o the same aims and usil

sutlook detailed above, 1T that unemployment
concern t : i ller Y tat : maintenance of

olicies f { f - wal of zrowth suffic!
i - =

overall demand can be discount available

1

the [lember to support

activity has the common aim of

it must be closely coordinated
therefore thinks 1% advisable
Government

coordina i o1 The Commission feels that

¥
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possible courses of action should be undertaken at Community level
so that their scope and the methods to be used both at national
and Community level, can be defined at the next European Council.

This boost to investment might follow the following guidelines:

In the matter of budgetary policy, some lember States have no
freedom at all and must therefore continue to give priority to
reducing their public sector deficits. In other cases, some room

for manoeuvre has been progressivély acquired; it must be utilised
fully on two conditions:

it must directly serve investment, the creation of productive
employment or increased competitiveness,

it must not start a slide causing the llember States concerned
to bse control of their budgetary development.

It is also necessary for most of our llember States to begin systema+:
medium—-term efforts at restructuring public expenditure so as to
increase the proportion of expenditure allocated in their budgets

to stimulating productive activity.

!

Such action requires an increased effort a2t austerityv as regards
a N

monetarr tolicy and the zrowth of incomes

olicy must continue to ensure tight control of national

——

regates so that inflation can be reduced; however,

been possible to acquire room for manoeuvre, monetary
28 h S the target area adopted for

expansion of the money supply.

adjustment constraints will continue to require that
costs and hence of incomes shall take into account
to make zvailable the

development of 2 modern productive base.

.
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THE COMMUNITY'S CONTRIBUTION o

The Community's contribution to the recovery of the economy and
to an improvement in the employment situation can be considerable
if a decision is taken at the highest level %o exploit rapidly
and to the full the assets which belong specificelly to Europe.

In essence, those assets are: in market terms, the continental
dimension; in economic and monetary terms, the multiplier effect
of policies of convergence and the project for creating a zone oI

stability, that is; providing a more stable and reliable framework
for economic activity; in extermal terms, the negotiating strength
which is available to the world's leading trade partner.

The Commission proposes that the European Council should. select
three areas of action to be given priority:

a) The project for creating a2 zone of monetary stability through
the EMS - that is, rendering the general framework of economic
policy less uncertain - is absolutely vital.

Following the meeting of the European Council in November 1981

the Commission submitted proposals and the Council made the

its meesirzz in May. The objective of the decisions will be %o
realistic but significant manner the system's intermal
its ability t ject i : the outside world.

co——ission's view

1

oting the instrument of financial

1

diversification and embryonic reserve asset represented by the

way which is

monetary

,3 .
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. making use of increazsed European monetary credibility, to propose,
to the Community's masy peuiERmMIA3 system of organised cooperation
which would make it possible to avoid fluctuations and unjustifi-

able levels of exchange or interest rates.

The Commission considers that realistic action on a considerable
scale is both possible and desirable at a time when the risks

of divergence are increasing and where, in many areas, Europe is
finding it difficult to assert itself. It assumes that the
European Council will share this view.

b) The continued expansion of investment is 2 common objective.
Its realisation depends in essence on the individual decisions of
businessmen but those decisions are themselves determined by the
level of competitiveness of the undertaking concerned and also of

the economy, by prospects for demand and by the fiscal and regulatory

fremework laid down for investment. The Community is already
taking action in two areas: the development of borrowing and loan
mechanisms for which, as it has already stated, the Commission will
shortly submit further proposals, and in the field of energy, the
gradual definition of a2 common strategy in which investment is a
crucial element.

The Commission looks to the European Council to confirm the import-
ance it attaches to the mobilisation of Community credit to promote
investment, particularly in the area of energy.

I .
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c) Exploitation of the continental dimension - completion of the
internal market for goods, capital and services, development of
an industrial strategy at Community level, technology and inmovation

olicies - must now leave the realm of general discussion.
P &

The Commission has proposed clearly - defined courses of action

or specific measures in all these areas. Furthermore, signs of an
active awareness of a community of interests are emerging in the
specialised Councils of Ministers in the fields of industry, energy
and research.

The European Council must make it clear that it considers this
area to be one in which the European contribution can be the most:
positive.

At its meetings in June and December the European Council would
take the approprizte decisions with regard to 2id to investment

and to exploitation of the internal market.

ACTION TO PROMOTE EIPLOYLIENT

Concern for employment i 1 to the economic policy guidelines
which the Commission is propcsin An improvement in the level
of employment must come to a2 lar extent from 2 resumption of
investmernt and growth.
&
y reached and the prospect
5 million
the problem.

emphasis has been placed on the role
public investment. This musi
expectations of firms regard—

essively more opltimistic and
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S R S T

R i o

On the gquestion, moreover, of specific action to promote employment,
the Commission proposes that the following priorities, which it

CRUATE Y

has alresady submitted in its document on job creation, be adopted:

- action to help young people, namely, in the course of the next
5 years, ensuring vocational training and initial work experience,
for all young people under 18 years of age, under the auspices
of educational institutions as part of special programmes for
young people, or under contracis of employment. This priority
should be reflected in the operations of the European -Socizal
Fund which should devote a considerable proportion of its

S A TN T ST ST T e, ¢

resources to it.

'Y

The objective of sparing those young people the experience of

unemployment must be a major commitment for the Community.

- action designed to encourage employers to recruit more workerse.
to provide assistance should aim to stimulate the

of jobs that are viable in the long term, as well as
while containing any inflationary

pressure It is largely
e Member States to launch sechemes in these fields, in
1t of the contributions and

Measures
creation
2 higher level of activity,
and zvoiding any 2dditional expenditure.

for

th
icular through the managemen
cizl welfare costs (?) falling on employers. The
would support that effort oy expanding Social Fund
recruitment.

= 9 A
Culaia

alling basic-
The Commumity
by Specific use of 1 resources
unds, and, in a wider context, by
sich it intends to allocate more

-~

Ii1rms.
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TABLE I - Main economic aggregates, 1980-82

Private consumption pnrice
GDP volume % change deflation % change

1980 1981 1982 1980 1981 1982

L2 0 & S AL 88
6" 4,
23. 24,
13, 13.
20, 19.
1.9 16

Denmark -0.2 -1, o
Germany 1%
Greece

France

A =~ N W,

Ireland
Italy
Netherlands

W 0y ©O O Ww -G'J [{s}

= oo

Belgium
Luxembourg
UK

H O N O b =
= =

S S O R Ry
ik

EC
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Unemployment rate, as % Balance of payments on
of civilian labour force current account, as% of GDP
(SOEC definition)
1980 1981 1982 1980 1981 1982
Denmark 6.2 8.3 8.9 -3.4 -3.1
Germany 3.4 4.8 ° 6.6
Greece (2.8) (3.1) .4)

France .5 7.8 )

6
8

Ireland L 10.4
Italy 8.0 8.9
. Netherlands 4,9 1D

Belgium 9.8

Luxembourg

13
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General government net lend- Money sunply, % change

ing (+) or borrowing (-), L)y €29
as '% iof GDP (3) (2 figure
not clear)

1980 1981

(]

-10.
-4,
(-6.
-2.
-14,
-10.
-4,
-13.
-3.
-2.

Denmark

Germany

St

Greece
France
Ireland
Italy

Netherlands -3.

= = 00 00 = W W
N G 9 O NN N

Belgium -9.
Luxembourg -1.
-3.

W W W O W H W O, ]

©

(1) The figures relate to the calendar year, except (words

unreadable).... financial year.
(2) Year-end on year-end.

Excluding loss on bonds issued at below par:

-2:9. 6.9(7) and —-8.,5 7% respectively.

Excluding private sector participation in investments, amounting

to 112 million

Source: Commission departments, based on data available on 2 March
1982 The figures make privisional allowance for the
effects of the parity realignment of 21 February 1982 within
the EMS.

15

CONFIDENTIAL




