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ECONOMIC TRENDS

Goods imports are mainly de-
termined by cyclical develop-
ments in the Federal Republic.
Imports of industrial primary
products will continue getting
impulses from arrangements for
carrying stocks apart from the
expansion of production. Im-
ports of final products are being
favoured by the rising expendi-
ture on consumption and the

Great Britain:

strong increase in investment
activity. In the aggregate goods
imports adjusted for price will
exceed the previous year's re-
sults by about 85°% (1978:
8.1%, price basis 1970 in each
case). This will initiate again
considerable production incen-
tives for the Federal Republic’s
trade partners.

Wage Increases Endangering Growth

In Great Britain the cyclical
development is once again being
impaired by the wage trend.
The wage demands which since
December have been urged by
extensive strikes do not show
any more orientation towards
economic criteria than the wage
agreements of the last months.
This fact is all the more remark-
able as the increase in con-
sumer prices at the end of 1978
was by 4 percentage points
lower than a year ago and the
unemployment ratio remained
quite high at 5.5 %.

A rise in real wages of 5 to
6 % resulted on an average for
the past year. This contributed
to a noticeable stimulation of
private consumption and thus
total demand. The profit situation
of enterprises did not deteriorate
to any significant extent, mainly
because the terms of trade im-
proved conspicuously vis-a-vis
1977. Therefore industrial invest-
ments continued rising until mid-
1978. A considerable part of the
additional demand was how-
ever covered by imported goods.
Excluding energy imports, which
owing to the increasing mineral
oil output in the North Sea de-
clined by about 2.5 %, the vol-
ume of imports (according to the
classification of foreign trade
statistics) rose by 9 %o.

With increasing duration the
strong upward tendency of
wages became more and more
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an encumbrance for cyclical ex-
pansion. Adjusted for seasonal
variation industrial investments
did not rise any more after mid-
year and even private consump-
tion remained in the fourth quar-
ter at the level of the preceding
quarter. At present it cannot yet
be clearly discerned whether
the simultaneous reduction of
industrial production is to be
traced back to the strikes alone
or already to declining cyclical
impulses. In any case the pros-
pects for the further economic
development have become less
favourable again.

For 1979 effective wage in-
creases of about 15 % are in-
dicated on an annual average.
An acceleration of the upward
trend of prices — primarily in-
duced by the increase in
wages — can therefore hardly
be avoided. The “concordate”
recently concluded between
Government and trade unions
provides inter alia for a reduc-
tion of the price increase to 5%
in the framework of a kind of
“concerted action® within three
years, but statements on the
current general wage-increase
are not included. The effec-
tiveness of monetary policy,
directed towards stabilisation
for about one year already, re-
mains limited under these cir-
cumstances. For this year, too,
last November a continuation of
the course of stabilisation was
announced before the outbreak

of the wage conflicts: The money
supply (M3) is to expand by 8
to 12 %o until mid-October (com-
parison with a year earlier). The
monetary policy has certainly
contributed to the stability of the
exchange rate of the pound on
the foreign exchange markets
and thus could so far prevent
that an enhancement of the price
increases came about in an in-
terplay with devaluation effects.

In 1979 the increase in real
wages will be noticeably smal-
ler than in 1978. Consumption in
real terms will therefore rise
considerably more slowly than
in the past year. Industrial in-
vestments, too, will, if at all,
expand only slowly; this is in-
dicated by a poll of the Ministry
for Industries closed by mid-De-
cember. In conformity with the
medium-term planning, an ex-
pansion in real terms of only
2%, is to be expected for public
expenditure. Exports — as world
trade — will probably grow
somewhat more than last year.
In 1979 the growth of GNP
should reach about 2 to 2.5 %,
one third of it due to the ex-
pected strong increase of the
mineral oil output in the North
Sea which will lead to a sub-
stantial reduction of oil imporis.
Total imports will therefore rise
only moderately. The current
account will again register a
surplus.

In spite of the slowing down
of demand and production and
the probably again rising un-
employment, there is no alter-
native to a restrictive course
for an economic policy looking
beyond the immediate future. In
view of this year's parliamen-
tary election it is however pos-
sible that economic policy will
nevertheless yield to inflationary
pressures. With that, growth and
employment could be supported,
if at all, only in the short-term.
Soon already the economic di-
lemma would grow all the
more — not least due to the an-
ticipated tendency towards de-
valuation.
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